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Corporate governance disclosure and annual
reports quality: An investigation in Vietnam
context

Manh Dung Tran' and Hong Hanh Ha?*

Abstract: Corporate governance reports (CGR) and annual reports are two funda-
mental corporate documents disseminated to shareholders about the companies’
financial condition and operation. While the annual reports could be seen as outside
appearance, the CGR reflects internal processes that an entity monitors the actions,
policies, practices and decisions (Muttanachai and Thanyaorn, 2022; Ho and Taylor,
2014). Vietnam’s publicly traded companies are compulsory required to provide
annual reports and CGR to shareholders. The purpose of this research is to investi-
gate the link between the level of corporate governance disclosure (CGD) and the
quality of annual reports in the context of Vietham—an emerging and dynamic
country in South East Asia. The existing literature review is developed by using

a bibliometric analysis (via VOSviewer software) with Scopus database from 2002 to
2022 provides comprehensive evidence for mixed effects of the level of CGD on
quality of annual reports, therefore, the paper attempts to contribute to the ongoing
debate by examining whether the association between CGD and the quality of
annual reports is nonlinear. Furthermore, the quality of annual reports and level of
CGD are measured basing on scorecard of Vietnam Listed Company Awards (VLCA)
reflect the typical research issues in the context of Vietnam. A panel smooth
transition regression (PSTR) model is applied in order to test the relationship and
calculate the value transition threshold of 356 Vietnamese listed companies from
2017 to 2022. Empirical findings indicate that there has been a nonlinear relation-
ship between two tested variables. In addition, the quality of annual reports posi-
tively increases when the level of CGD exceeds the value transition threshold.
Hence, the listed companies with high level of CGD (exceeds threshold value) have
an incentive of preparing high quality annual reports.
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1. Introduction

Annual reports quality (ARQ) including financial statements, management discussion and analysis,
notes to the financial statements and auditor’s report play a crucial role in maintaining the
efficiency of financial market especially for investors, creditors and regulators to rely on financial
reporting information to make decision. However, in the case of Vietnam, an emerging country
where information disclosures lacks accountability and transparency, the economy have witnessed
devastating stock market manipulation scandals of FLC group, Tan Hoang Minh group in the 2nd
quarter of 2022. The manipulated information on annual reports has caused serious damage to
financial market participants and affected operations of Vietnam’s stock exchange. Therefore, the
current situations in emerging economies, typically in Vietnam, indicate the need for annual report
quality.

On the other hand, corporate governance report is a form of nonfinancial information disclosure.
Corporate governance including issues of disclosure and transparency are important instruments
to protect investors’ interest and performance of the capital market (Cadbury Committee, 1992;
COSO, 2013; OECD, 2004). The corporate governance illustrates a critical role in the adoption of not
only economic but also environmental and social performance of financial reporting system in the
organization (Hahn & Kuhnen, 2013; Shamil et al., 2014). Several studies state that effective
corporate governance mechanism enhances transparency and accountability and consequently
leads to better reporting practices (Crifo et al,, 2019; Rao et al, 2012; Said et al., 2009). The
corporate governance reports are mandatory for Vietnam listed companies and often published on
an annual basis as a separate, standalone report containing nonfinancial information about
a firm’s policies and practices.

Within this context, Vietnamese regulatory agencies acknowledge the importance of financial
and non-financial information on annual reports and corporate governance reports (CGR) so they
deploy several actions to improve the quality of annual reports and disclosure level of corporate
governance reports (CGR). The Vietnam Listed Company Awards (VLCA) is annually co-organized by
the Ho Chi Minh City Stock Exchange (HSX), the Hanoi Stock Exchange (HNX) and Vietnam
Investment Review under the sponsorship of Dragon Capital Group to promote the healthy devel-
opment of the local stock market. VLCA focuses on three categories of Annual Reports, Corporate
Governance Reports and Sustainable Development Reports. Among these categories, there are
organizations that are awarded to have the best annual reports as well as the best corporate
governance reports in 2021, such as Vietnam Dairy Products Joint Stock Company (VNM) on HOSE,
the PAN Group Joint Stock Company (PAN) on HOSE, DHG Pharmaceutical Joint Stock Company
(DHG) on HOSE. Current practice in Vietnam have addressed the connection and linkage between
the quality of annual reports and level of disclosure on corporate governance reports.

The literature review illustrates that, although the extant literature mainly examined the asso-
ciation between corporate governance and reporting in the context of developed countries
(Elshabasy, 2018; lJizi et al., 2014; Kumar et al, 2022; Kumari & Vincent, 2022), the studies
exploring the same issues on emerging countries are limited (Mahmood & Orazalin, 2017). For
instance, Tkram et al. (2019) conducted a longitudinal survey examining the influence of CGD on
firms’ information reporting in small and medium sized companies in Pakistan. The findings show
that CGD are positively correlated with the quality of annual reports and, in particular, corporate
reputation and employee commitment. Likewise, within a developed countries context, a number
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of studies have reported that a positive relationship exists between CGD and annual reports (Kim et
al., 2018; Broadstock et al., 2020), whereas other research signified either a negative (Lin et al.
2019) or a neutral relationship (Surroca et al., 2009). Especially in the case of Vietnam there is no
study providing evidence on the relationship between corporate governance disclosure and the
quality of annual reports, to the best of authors’ research.

From current situation and academic perspectives, the paper aims to provide empirical evidence
to fill the “research gap” with respect to the linkage between level of CGD and the quality of annual
reports in an unstainable country—level governance setting. Additionally, this research is distin-
guished and rationale by the number of research condition. Firstly, we use the CGD and annual
reports index measurement basing on the Annual Vietnam Listed Company Awards (VLCA) scor-
ecards. The advantage of these scorecards is that it provides objectively and regulated benchmark
to evaluate the level of disclosure and the score of annual reports. By using R software to apply
Exploratory Factor Analysis (EFA) we aim to test whether the underlying structures of VLCA
scorecard is consistent with collected observations. Secondly, a comprehensive literature review
of prior research has been developed by a modern bibliometric analysis to depict a complete and
meaningful overall research picture. This literature review methodology is distinguished with prior
research by emerging new technologies and inventing bibliometric software packages resulted in
bibliometric visualization of journals, including among others mapping their co-authorship, co-
citation, keywords co-occurrence and bibliographic coupling patterns and networks.

In order to achieve the above objectives, the study makes several significant contributions to the
current literature. The study further examines the reliability and structural equivalence of VLCA
scorecard. The scorecard incorporates environmental, social and governance transition dimensions
along with promoter and government ownership. The tests on VLCA questionnaires would be
helpful to policy makers, the government, specialist in Vietnam to have an insight overview in
corporate governance control mechanism as well as score range of the annual reports quality. In
addition, the governing agencies may wish to improve their guidance concerning CGD, CGR and
annual reports. It is also helpful for international researchers and regulators in other emerging
countries to acknowledge about corporate governance scorecard to apply in another context.

To present these issues, the paper is structured as follows. Section 2 reviews comprehensively
the literature on the quality of annual reports and CGD by highlighting theoretical and empirical
studies. The following section 3 is methodology section to describe data collection, variable
measurement and empirical test model. Section 4 includes the empirical result and some discus-
sion on findings whereas section 5 describes further robustness tests. Conclusion is the last section
to summarize the overall content, the limits of the study and some future research directions.

2. Literature review

2.1. Corporate governance disclosure and annual reports quality background in Vietnam
The set of annual reports is mandatory for Vietnam listed companies and often published on an
annual basis including financial statements, management discussion and analysis and auditor’s
report. These reports aim to provide an overview of financial situation and performance of
a business for one year to the public, potential investors, media, shareholders and government
regulatory agencies. In almost all emerging countries, including Vietnam, the economy back-
ground has experienced poor implementation or enforcement of laws and regulations as the
bane of a sound system of corporate governance, non—financial disclosure. Hence, the annual
reports maintain several limitations such as many items of financial value are omitted or income
numbers are affected by the accounting judgments and estimates etc ...
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In early of the second and the third quarter of 2022, Vietnam stock market has experienced
the vast and considerably effect of stock prices manipulation of FLC group and Tan Hoang
Minh group. In turn, government aims to improve annual reports quality as an essential role
to promote stronger, cleaner and fairer economics growth. It fosters an environment of
market confidence and business integrity that supports capital market development.
Moreover, Vietnamese firms rely heavily on external sources of finance outside the stock
market, the improvement of annual reports quality have been promoting foreigner capital
sources apart from the traditional capital provision (Abaidoo & Agyapong, 2022; Gerayli et al.,
2021).

When it comes to CGD, corporate governance reports (CGR) is a form of nonfinancial disclosure.
Several researchers suggest that when the financial reporting does not provide relevant informa-
tion, stakeholders should rely on nonfinancial disclosure (Allegrini & Greco, 2013; Boateng et al.,
2022). Corporate governance mechanism monitors managers’ performance and encourages them
to provide full information disclosure (Shamil et al, 2004). According to agency theory and
legitimacy theory perspective, managers improve the quality of sustainability disclosure to miti-
gate agency cost and information asymmetries. The legitimacy theory also advocates that level of
corporate governance disclosure could influence the stakeholders’ view about the firm and
demonstrate their commitment to public, social and environmental issues (Vogt et al.,, 2017).
While annual reports are compulsory required for Vietnam listed companies, CGR is voluntarily
disclosure.

In the context of Vietnam, the Vietnam Listed Company Awards (VLCA) is annually organized
with the effort to enhance the transaparency of information disclosure, improving corporate
governance and sustainable development toward integration into regional and international
capital market. In order to improve the quality of annual reports, VLCA creates set of criteria
focusing on two main areas: Content of annual reports, which accounts for 75% of total mark of
100 and Format of annual reports, which is 25% of total mark of 100. The highest mark for annual
reports quality is 102 including rewarded marks on evaluation of greenhouse gas emissions (2
marks). The evaluation of the content of annual reports focuses on:

(1) General Information (including an overall summary of the company, objectives and devel-
opment strategy, information on governance structure, business organization and manage-
ment mechanism, risks affect intended objectives)

(2) Assessment on the company’s performance (including business situation, investment and
project implementation, financial position)

(3) Reports and assessment of Board of Directors, Board of Management on the company
performance (including evaluation of achievements, organizational structure improvement,
management policy, performance planning, future orientation)

(4) Information on corporate governance (including information on board of directors, audit
committee, board of management, related parties’ transactions, insider stock trading,
assessment on implementation of corporate governance regulation)

Additionally, in 2022, Vietnam have provided more requirements to encourage enterprises to
supplement information on enterprise risk management activities, compare operations with com-
panies in the same industry, present and evaluate the implementation of corporate governance
according to national standards such as Vietnam Corporate Governance Code, regional standards
such as Asean Corporate Governance Code.

The VLCA also released corporate governance scorecard to evaluate level disclosure of
corporate governance reports include four main areas: Rights and fair treatment among
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shareholders, Role of stakeholders, Disclosure and transparency, Responsibilities of Board of
Directors. Some examples of content that might be in a CGR are: the reliance on corporate
code of conducts, information of shareholder’s structure, remuneration of board of directors
and audit committee, disclosure of risk control mechanism, independent members of board of
directors, the number of accounting and finance expertise in board of directors. The criteria
for evaluating the level of corporate governance disclosure by a company based on two main
features:

» Compliance with current Vietnamese laws on corporate governance for listed companies.

* Good corporate governance practice based on the OECD/ G20 Corporate Governance Principles
issued in 2015.

The VLCA set of scoring criteria includes 81 questions in four main parts:

(1) Rights and Fair treatment of shareholders and basic ownership functions
(2) The role of stakeholders

(3) Disclosure and transparency

(4) Responsibilities of the Board of Directors and Supervisory Board

According to VLCA (2021) the average score on CGR increased to 52.59 in comparison to the score
of 49.67 in 2020. In detail, group of large companies illustrates higher score (64.89) on CGR than
other groups of medium (57.30) and small companies (48.62).

The result of VLCA (2021) indicates a connection between the score of annual reports quality
and level of corporate governance disclosure. In which, a company which is evaluated as good
quality of annual reports, also achieves high score of corporate governance disclosure. In the
scope of the research, the authors deploy the scorecards of VLCA to evaluate the level of disclosure
of CGR and the quality of annual reports.

Table 1. Top authors that published papers related to corporate governance disclosure and

quality of annual reports from 2004 to 2022

Author Documents Citations Total link v strength
Dams f. 8 16 8
Ymoff h. 6 13 6
Albitar k. 5 29 4
Arshad r. 7 7 4
Hmsainey k. 16 396 4
Taylor 9. 5 120 3
Tower 9. 7 171 3
Agyei-mens.alh b..lc. 6 108 0
Ghazali n.a.m. 5 237 0
Hashim h.a. 6 28 0
Soobaroyen t. 5 137 0

Source: Authors assessment based on Scopus databases
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Table 2. Top authors have the highest citations and research

Authors Title Year Source title Cited by
Jizi M.L, Salama A., Dixon | Corporate 2014 Journal of 391
R., Stratling R. Governance and Business Ethics

Corporate Social
Responsibility
Disclosure:
Evidence from the
US Banking Sector

Khan A., Muttakin M.B., Corporate 2013 Journal of 556
Siddiqui J. Governance and Business Ethics
Corporate Social
Responsibility
Disclosures:
Evidence from an
Emerging
Economy

Said R., Zainuddin V., The relationship 2009 Social 330
Haron H. between Responsibility
corporate social Journal
responsibility
disclosure and
corporate
governance
characteristics in
Malaysian public
listed companies

Li J., Pike R., Haniffa R. Intellectual 2008 Accounting and 309
capital disclosure Business Research
and corporate
governance
structure in UK
firms
Barako D.G., Hancock P., Factors 2006 Corporate 453
[zan H.Y. influencing Governance: An
voluntary International
corporate Review
disclosure by
Kenyan
companies
Haniffa R.M., Cooke T.E. The impact of 2005 Journal of 938
culture and Accounting and
governance on Public Policy
corporate social
reporting

Source: Authors assessment based on Scopus databases

2.2. Corporate governance disclosure and annual reports quality

In order to present a comprehensive understanding of the existing literature review on corporate
governance disclosure and quality of annual reports, the research utilizes the recently popularized
methods of systematic literature review and bibliometric analysis. From the data of 529 publica-
tions sourced from the Scopus database from 2004 to 2022, the bibliometric mapping and citation
analyses are graphically performed by VOSviewer.

The paper analyzed the number of research and authors with the minimum record of 5 papers

(as a threshold). The results indicate that 11 authors have published more than 5 papers related to
research issues. The Table 1 exhibits the list of 11 authors and the top authors have the highest
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Table 3. Statistic of occurrences and total link strength of keywords

Keyword Occurrences Total link strength
agency theory 21 62
annual reports 42 124
audit committee 14 34
banks 6 15
compliance 7 12
content analysis 30 73
corporate disclosure 9 14
corporate governance disclosure 271 521
corporate social responsibility 56 125
corporate social responsibility 6 14
disclosure

corporate strategy 7 30
csr disclosure 8 14
developing world 5 27
disclosure 68 153
disclosure index 6 10
disclosures 13 25
economic and social effects 12 63
economics 5 26
emerging markets 7 15

Source: Authors assessment based on Scopus databases

citations ranking are Husseny (published 16 papers), Ghazali (published 5 papers), Tower (published
5 papers), Soobaroyen (5 papers).

In the scope of this research, we focus on papers that received the highest citation as following
illustration in Table 2. The result notices that the highest cited paper in this research area logically
depended on its publication year. For example, a study by Haniffa and Cooke “The impact of
culture and governance on corporate social reporting” was published in 2005 on Journal of
Accounting and Public Policy has been cited by 938 times, and study by Barako et al., has been
cited by 453 times was published in 2006. It should be interpreted that the research trend on this
issue is focused on typical years of 2005-2006, 2008-2009 and 2013-2014.

When it comes to research issues, bibliometric analysis provides evidence that there has been
a strong connection between corporate governance and annual reports as well as corporate
governance disclosure and annual reports (Illustrated in chart 1). The findings are illustrated by
applying VOSviewer as following table and charts. Table 3 presents the list of most frequent
keywords used by the authors in their publication’s documents and other related disclosure
documents. It could be observed from Table 3 that the most frequent keywords are “annual
reports”, “corporate governance disclosure” and “corporate social responsibility”. In addition,
chart 2 presents the connection between CGD and annual reports as assigned items to cluster.
The cluster density visualization has a color that indicates the density of cluster at that point. By
default, the colors range from blue to green to yellow to red. The larger the number of items in the
neighborhood of a point and the higher the weights of neighboring items, the closer the color of
the point is to yellow or to red. As can be seen in chart 2, the items of corporate governance,
disclosure, annual reports, disclosures, agency theory, financial reporting have red color illustrating
the strong connection between items.
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Chart 1. The link strength
between corporate governance
disclosure and annual reports.

Source: Authors assessment
based on Scopus databases by
VOSviewer
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In summary, the literature review on corporate governance disclosure and annual reports
quality illustrates a strong relationship between two variables. Basing on several bibliometric
indicators and data of publications from Scopus, the literature highlights the top cited articles
for further analysis. This research is also developed on the agency and legitimacy theory that
identified from existing literature by bibliometric analysis.

2.2.1. Positive effects of corporate governance disclosure on the quality of annual reports

The OECD (2004) lists timeliness as a principle of good corporate governance. There is some
evidence to suggest that it takes more time to report bad news than good news (Van der Zahn,
2004) both because companies hesitate to report bad news and they take more time to message
the numbers or resort to creative accounting techniques when they have to report bad news (Al
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N et al., 2007). However, a study by Maingot and Zeghal (2008) found that companies tend to
disclose bad information quicker than the good ones, presumably because of conservatism. Collett
and Hrasky (2005) discuss this point in their research and state that firms with more conservative
accounting systems are less likely to make timely voluntary disclosures than firms with less
conservative accounting system. In other words, there has been a positive association of the
nature of the information being reported and the readiness of level of disclosure. Merlin and
Visser (2002) provided more evidence to state that a company have a higher level of information
disclosure could maintain a good financial reporting process in terms of conservatism, accrual
basis and consistency. McGee and Tarangelo (2009) found this relationship to hold true for
municipalities. Several researchers namely Saad et al. (2009) and Ghazali, 2009) found it to be
the case for Chinese and Malaysian companies.

From legitimacy theory perspective, corporations may enhance their financial performance by
catering to stakeholders’ requirements. For instance, focusing on the needs of employees results in
enhancing their productivity and improving reputation of the company and the public’s confidence
will improve competitive advantage of the firm resulting in good financial performance. Cerbioni
and Parbonetti (2007) examined 356 European biotechnology companies and found that compa-
nies have a strong shareholders orientation tend to disclose more corporate governance informa-
tion than companies offer little incentive to do so. Following this, the different CGR areas and
philanthropic practices that corporations engage in reflecting their values and internal corporate
mechanism among the stakeholders (Said et al., 2009). It is not merely basing on legal obligations,
however, CGR aims to establish solid relations between coporations and their stakeholders through
investing in public, social, environmental activities and enhancing the transparency of financial
reporting process. According to Nobanee and Ellili (2022), whenever a company tends to focus of
CGD, the company has an incentive to well—prepare financial information to attract its interested
users.

Most cited documents such as Kent and Zunker (2013), Khan et al. (2013), and Jizi et al. (2014)
illustrated the link and positive interaction between the level of CGD and the quality of annual
reports. Khan et al. (2013) conducted research on Malaysian listed companies and found out that
level of corporate governance disclosure, which were measured by board composition, multiple
directorship and type of shareholders, positively associated with annual reports quality, which
were measured by index score. This study based on the view of legitimacy theory, however, the
attributes of CGD and annual reports need to be adjusted in the context of typical economy.

To elaborate, one stream of literature argues that engaging in corporate philanthropy impacts
financial and nonfinancial reporting process positively (Mahdi et al, 2014; Ha & Finch, 2022;
Mukhibad & Setiawan, 2020; Lauwo et al., 2016; Ridho, 2016). Further, firms engaging in CGD by
increasing their transparency and stakeholder engagement have been evaluated high quality of
annual reports. In 2017, the Malaysian Securities Commission has released new Malaysian Code of
Corporate Governance (MCCG 2017) to replace the old one (MCCG 2012) with several changes and
recommendations to enhance corporate governance’s accountability, transparency and sustain-
ability. Within the context in Malaysia, Sadou et al. (2017) access the likelihood of financial
reporting fraudulent using PN17 companies as a proxy. The study provides initial evidence that
the more adoption of MCCG 2017, the less possibility of the likelihood of financial reporting
fraudulent.

In the context of an emerging country, Ha (2022) investigated Vietnamese listed companies and
revealed that the audit committee characteristics namely audit committee independence and size
of audit committee are significantly associated with level of corporate governance disclosure. The
empirical evidence of this study stated that the firm size is statistically linked to corporate
governance disclosure indicating the capital demand of large companies.
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Another strand of the literature emerged following the outbreak of COVID-19, which focused on
examining the impact of the pandemic on the CGD and annual reports quality relationship. In a recent
research study, Hsu and Yang (2022) conducted an analysis of 3122 UK listed firms from 2018 to 2022
from FAME database. By examining the real earnings management behavior of companies, they found
that the financial reporting information on annual reports is lower during the pandemic. The research
results conclude that firms strongly engaged in CGD before the pandemic had superior stock perfor-
mance and high quality of annual reports after the pandemic’s outbreak, thereby suggesting that CGD
improve loyalty, stakeholders’ relations and the transparency of financial reporting process.
Furthermore, Kumar et al. (2022) found that firms with CGD’s information of the board size and
board independence had higher quality of annual reports and were less impacted by the pandemic
outbreak compared to the non CGD-firms in India. Another research of Abdelhak et al (2022) focuses
on governance mechanism (board diversity, audit committee independence) audit type and audit
opinion affect the level of COVID-19 disclosure. It is confirmed as the first paper in Egypt that provides
evidence on the impact of internal governance and audit quality on COVID-19 disclosure.

Consequently, following the above studies, the level of CGD is proved to have a positive correla-
tion with quality of annual reports.

2.2.2. Negative effects of corporate governance disclosure on the quality of annual reports
Part of empirical studies have provided evidence on negative results as they emphasize that
investments in CGR incur additional underestimated costs and expenses, which in turn indicates
negatively on firms’ financial ratio (Lazarides, 2010). Under this circumstance, the firms are not
willing to report unexpected financial and nonfinancial situations on CGR. Further, Othman and
Zeghal (2010) investigated firm-level moderators such as firm size and age to facilitate under-
standing level of disclosure of CGR and the annual reports quality correlation in MENA emerging
markets. The modern analysis showed that CGD and ARQ were negatively correlated in small and/
or young firms. This could be due to limited experience and resources and lack of reputation in
these firms. Therefore, a high level of CGD does not represent a good structure of financial
reporting process and high quality of annual reports as an economic entity considers a balance
of cost-benefit when obtaining CGR, especially in cases of small sized companies where focused
orientation is financial information.

In contrast to the social and stakeholder impact of agency and legitimacy theory, the shift of
focus hypothesis builds on the notion that engaging in CGD practices directs a firm towards
financial reporting information or society welfare and results in shifting the focus towards prac-
tices that do not enhance shareholder value but increase the costs. Subsequently, CGD negatively
impacts firms’ performance and the competitive advantages (Galant and Cadez, 2017; Kim et al,
2015). In turn, although firms have a good structure of financial reporting process they do not
have an incentive for non-financial information disclosure on CGR. Further, other researchers such
as Darus et al (2013 claim that managers engage in CGD to shift the focus from the firm’s
shortcomings. They applied the Granger causality test and linear regression analysis engaging in
CGD does not mean good financial performance and that the level of CGD negatively affects
financial performance. Therefore, the shift of focus hypothesis indicates that the demands of
different stakeholders on CGD also reflect negatively on quality of annual reports.

In addition, advocates for the traditionalist perspective or the trade-off hypothesis argue that
there is negative relationship between CGD and ARQ due to the high costs incurred from social and
environmental activities, which weaken the competitive advantage and profitability. Moreover, CGR
can be considered as a component of a corporate strategy for social legitimacy and control (Li
et al, 2008; Abaidoo & Agyapong, 2022; Aras et al., 2010; Nguyen & Huong, 2021; Said et al., 2009).

Therefore, the previous empirical research results are in accordance with the trade-off hypoth-
esis that indicates a negative impact of CGD on ARQ.
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2.2.3. Neutral effects of corporate governance disclosure on the quality of annual reports
Bhasin and Shaikh (2016) performed an examination to discover a link between CGR and annual
reports of 50 corporations during the period between 2003 and 2005. They selected 40 items from
CGR and annual reports and found that there are no significant differences among the disclosure
score of CGR and quality of annual reports across the research sample. Additionally, analyzing data
from 549 companies in Nigeria for a period of 1986-2016, Ajide and Olayiwola (2020) reported that
no direct correlation was found between ARQ and CGD. There is only one attribute “consistency
and transparency” of CGD was affected by ARQ.

During COVID-19, Soepriyanto et al. (2021) examined 1278 the United States firms and found
little support that highly rated of CGR on environmental, social and governance corporation issues
have enhanced the quality of annual reports. In addition, according to Sharma et al. (2020), even
when a company achieves good score of CGD, there is no proof that ARQ is affected. By applying
the Granger causality approach, they also found that CGD is only associated with a firm’s perfor-
mance in the stock market which is proxied by the market returns.

2.2.4. Research gap

In summary, literature review of empirical studies has shown a mixed result of positive, negative
and neutral impact on the relationship between CGD elements/ dimensions and ARQ. These results
could be interpreted that the link between CGD and ARQ is not a linear relationship by which it is
either a positive, negative or neutral relationship. As the above literature review highlights the
inconclusive result of research issues in typical context, the research gap is identified. First,
although several approaches are used to explain the research issues such as agency or legitimacy
theory, the authors highlight an absence of tailored approaches to understand corporate govern-
ance of emerging countries. Corporate governance has been mostly seen as unified and standards,
however, the literature review does not mention how corporate governance practice could be
manifested in multiple ways depending on the endogenous characteristics of the institutional
framework where companies operate. We, therefore, consider the control variables to represent
the dynamic dimensions of corporate governance and its effect to change and evolve over time
when developing research hypotheses.

Second, further exploration is called for deeper analyses of agency issues such ARQ as result of
annual reporting process of directors and executives (the agency) while CGD as control mechanism
setting for shareholders (the principal). Similarly, it is observed a research gap in the literature
regarding low level setting of corporate governance mechanism in emerging countries.

Third, previous studies in corporate governance suggest that there are several limitations such
as a single-period study, only focus on financial or non-financial firms, limited data or not

specifically measuring the impact of corporate governance mechanism on annual reports quality.
In consequence, the paper aims to provide more contribution to the ongoing debate. From the

authors’ point of research view, we propose the following hypotheses:

H1: The relationship between level of corporate governance disclosure and annual reports quality

2.3. Is nonlinear

H2: Level of corporate governance disclosure has a positive effect on annual reports quality when
annual reports quality is below a certain threshold.

H3: Level of corporate governance disclosure has a negative effect on annual reports quality when
annual reports quality is below a certain threshold.
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H4: Firm size has a positive effect on annual reports quality.

H5: Firm leverage has a positive effect on annual reports quality.

H6: Firm sales growth has a positive effect on annual reports quality.
3. Research methodology

3.1. Sample selection and data source

A criterion sampling technique is adopted for the study. According to Green (1991), in order to
evaluate the factor analysis of each independent variable such as t-test, regression coefficient, the
minimum sample size should be 104 + m (m is the number of independent variables). According to
Tauchen (1986) condition for estimation of reliability for performing regression analysis is n > 200.
Combined of two principles, the sample size chosen of 356 observations by authors is reasonable.
The 356 observations are non-financial companies listed on the two Vietnam Stock Exchange that
are the Ho Chi Minh City Stock Exchange (HOSE) and the Hanoi Stock Exchange (HNX) in 2022. The
sample also includes 15 companies of each category were awarded as the best corporate govern-
ance reports and the best annual reports in 2022. Awarded companies illustrating high score of
CGR and annual reports that could demonstrate full and diversity characteristics of corporate
governance as well as the structure of annual reports. The representativeness of the awarded
companies suggests the inclusion of selecting these typical economic entities in the sample to
check the consistency and reliability of VLCA questionnaires. Other control variables were taken
from annual reports of listed companies. Businesses with specific reporting standards, along with
firms with missing data, were omitted in this research.

We did not consider financial, banking and insurance companies because of their specific
disclosure requirements and accounting regulations. The companies in initial sample are also in
the VNX Allshare general index. VN Allshare is the Vietnamese third exchange index and issued
after VN index at HOSE and HNX index at HNX, which cover nearly 90 percent of the combined
market capitalization. The companies in the VNX Allshare need to meet three requirements
namely: first, the company’s stocks must have been listed for at least six months without violating
market rules; second, the company must have a stock return of at least 0.02 percent to ensure the
company is eligible for business and finally, the minimum free-float rate must be no less than
five percent.

The VLCA organizing committee develops a set of marking criteria based on the principles of
Organization for Economic Cooperation and Development (OECD) and Vietnam regulation on
annual reports. The set of marking criteria has been adjusted to be consistent with current
regulations on corporate governance and in the context of Viethamese enterprises. Therefore,
before examining the relationship between the corporate governance disclosure and quality of
annual reports, the study needs to confirm the reliability of marking criteria as well as internal
consistency of the set of marking criteria in a group. We use Cronbach Alpha test to measure
reliability or the consistency of VLCA scoring criteria.

3.2. Dependent, independent and control variables’ measurements

3.2.1. The dependent variable

Annual reports quality is the dependent variable and the construct of ARQ is very complex, as
illustrated by the numerous definitions found in the existing literature therefore, it is not surprising
that many different proxies have been employed to measure ARQ. However, in the scope of this
study, we use scoring index based on the VLCA set of marking criteria to measure the quality of
annual reports by companies (see appendix for VLCA ARQ scorecard). The set of marking ARQ is
developed by VLCA organizing committee basing on Vietnamese Circular 155/2015/TT-BTC on
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guidelines for information disclosure on securities market (The Ministry of Finance, 2015). The set
of criteria has 102 questions indicating the highest mark for annual reports quality could be 102
including rewarded marks on evaluation of greenhouse gas emissions (2 marks).

Consistently with prior studies on ARQ measurement, we used the Cronbach’s coefficient alpha
(Cronbach, 1951) to assess the internal consistency of VLCA scoring index. Internal consistency
refers to the degree to which the items in a test measure the same construct. Ho (2006) stated
that Cronbach’s alpha is a single correlation coefficient that is an estimate of the average of all the
correlation coefficient of the items within a test. If alpha is higher than 0.6 then this suggests that
all of the items are reliable and the entire test in internally consistent.

3.2.2. Independent variables

Similar with annual reports, the VLCA organizing committee develops a set of corporate govern-
ance marking criteria based on the principles of Organization for Economic Cooperation and
Development (OECD). The set of marking criteria has been adjusted to be consistent with current
regulations on corporate governance and in the context of Vietnamese enterprises. The criteria for
evaluating the level of corporate governance disclosure by a company based on two main
features:

+ Compliance with current Vietnamese laws on corporate governance for listed companies.

* Good corporate governance practice based on the OECD/ G20 Corporate Governance Principles
issued in 2015.

VLCA’s corporate government scorecard includes a wide range of inputs, namely function and
responsibility of Board of Directors, audit committee activity, organization structure, relationship
with stakeholders, business political participation, the reliance on corporate code of conducts,
information of shareholder’s structure, remuneration of board of directors and audit committee,
disclosure of risk control mechanism etc ...

Basing on VLCA’s criteria, this study used four independent variables that are Rights and fair
treatment among shareholders (RIGHTS), Role of stakeholders (ROLE), Disclosure and transparency
(DISCLOSURE), Responsibilities of Board of Directors (BOD). The index measures the level of
corporate governance disclosure including 81 questions in four above main parts. Each question
in four categories is assigned a score 0 for No and 1 for Yes. A company which is evaluated as good
corporate governance disclosure, achieves high score of CGR. According to VLCA survey, the
average score on CGR increased to 52.59 in comparison to the score of 49.67 in 2020. In detail,
group of large companies illustrates higher score (64.89) on CGR than other groups of medium
(57.30) and small companies (48.62).

Before examining the relationship between the annual reports quality and the level of corporate
governance disclosure, the study needs to confirm the reliability of marking criteria as well as
internal consistency of the set of marking criteria in a group. We use Cronbach Alpha test to
measure reliability or the consistency of VLCA scoring criteria on CGD.

3.2.3. Control variables

Control variables are identified on the basis of previous studies. Ahmed and Courtis (1999),
Allegrini and Greco (2011), Madi et al. (2014), and Boateng (2021) confirm the effect of firm size
(SIZE), which is calculated as the natural logarithm of total assets at year end. The authors states
that large sized companies tend to disclose more information than smaller companies. It could be
explained that agency costs are associated with the separation of management from ownership
which is likely to be greater in larger companies.

In accordance with Camfferman and Cooke (2002), Allegrini and Greco (2011), Madi et al. (2014),
firm leverage (LEVERAGE) also has been illustrated to be a significant control variable, which is
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calculated as the ratio of total debts to total assets. Alsaeed (2006), Allegrini and Greco (2011) and
Alzeban (2020) acknowledged that highly leveraged firms may deal with higher agency costs.
Companies with a high level of debt try to reduce agency costs by disclosing more information and
have a good quality of annual reports in order to more attract potential users.

In addition, sales growth (S-GROWTH) is also identified by previous studies illustrating that it is
a considerable control indicator to reflect relationship between ARQ and level of CGD (Khan et al,,
2013; Mousa et al., 2018; Owusu—Ansha & Ganguli, 2010). This control variable is measured as
current year sales minus previous sales divided by current year sales.

3.3. The proposed research model of corporate governance disclosure and the quality of
annual reports

We deployed a panel smooth transition regression (PSTR) model to examine the potential non-
linearity relationship between ARQ and CGD of listed companies basing on the agency and
legitimacy theory . The model was developed by Fok et al. (2005) and Gonzalez et al. (2018) and
has been confirmed by extant literature that it is suitable for the needs of various perspectives of
analysis. In the scope of this study, this model illustrates several research advantages. Firstly, the
model allows researchers to observe the panel’s items to be classified into a few homogenous
groups. Secondly, the model allows for the computation of various elasticities. Finally, the PSTR
model was chosen because it indicates smooth transitions rather than sharp ones, especially when
authors do not know which type of transition exists in the model.

Basing on the above reason, the research model to investigate the relationship between ARQ
and CGD has been proposed as following:

ARQ;; = a; + Bo + X CGD;B; Y CGD;: +g(qit; ¥; €) + ByZit + et (1)

Where:
ARQj; is the annual report quality of the company i at time t
CGD;; is the vector of the various CGD measures of the company i at time t
q; illustrates an individual fixed affect
Zi: is a k-dimensional vector for control variables

In accordance with Gonzalez et al. (2018), the transition function in the logistic form g(q;; y; ¢) is
a continuous function of the transition variable g;;, bounded between 0 and 1 and defined as:

9 v; ©) =1 + Exp(—y ][ (@ — ) 2)
withy>0andc; <c; <...< ¢y

y is the slope of the transition function

c equals (cq, ..., cym) which is an m-dimensional vector of threshold. For m =1 and m = 2, there are
one or two levels of CGD around which the association between ARQ and CGD is nonlinear.

Gonzalez et al. (2018) and Fok et al. (2005) confirmed that m = 1 or 2 is sufficient because these
values allow for frequency type of variables in the parameters.

Page 14 of 32



Tran & Ha, Cogent Economics & Finance (2023), 11: 2173125 O‘ZK;' Cogent Py economics & ﬁnance
https://doi.org/10.1080/23322039.2023.2173125

Equation (1) aims to test whether nonlinearity is related to various level of CGD which is
influenced by ARQ. The equation (1) also illustrates the elasticities in the PSTR model vary across
firms and over time depending on the value of the transition function.

Before applying the PSTR model to determine a selection between using a linear of a non-linear
model to estimate equation (1), a homogeneity test need to be conducted. In turn, the next
section includes the following tests: firstly, Homogeneity test; secondly, Cronbach alpha test in
addition to descriptive analysis and correlation matrix; thirdly, estimation test of PSTR model to
consider equation (1) and fourthly, robustness tests.

4. Empirical analysis and results

4.1. Analysis on the homogeneity test

Table 3 indicates the results of the homogeneity tests. The p-value of the Lagrange multiplier and
Fisher-type tests for the null hypothesis of linearity versus the alternative of nonlinearity
specifications.

The result illustrates the null hypothesis of homogeneity is rejected at the 1% significance level.
At value m =1 the result also indicates that the rejection of linearity is significant and there should
be a single threshold of ARQ beyond which the effect of ARQ on level of CGD would become
nonlinear. We follow with an assumption that there has been one threshold (m = 1) of ARQ.
Therefore, the findings reveal that the impact of ARQ on level of CGD depends on the value/ score
(illustrating by a threshold) of ARQ. As a result, we continue our analysis by using PSTR model.

4.2. Cronbach alpha test

Table 4 shows the alpha coefficient for the items on VLCA’s scorecard of ARQ and CGD. Number of
items in the second row are 102 which equivalents to 102 questions and the number of items in
the third row are 81 which equivalents to 81 questions. (See more in appendix)

The analysis result shows the coefficient of ARQ and CGD scorecard is 0.73 and 0.852 respec-
tively suggesting that the items have relatively high internal consistency with chosen sample
(Henseler et al.,, 2010). Moreover, the Cronbach Alpha values above 0.6 and 0.7 are considered
fitting in exploratory studies (Hair et al., 2014). Therefore, we keep the set of questionnaires for
further analysis.

4.3. Descriptive statistics

Table 5 represents the descriptive statistics of variables that used in the research. Regarding the
statistics of ARQ, the mean score for overall sample is 73.8, with a range from a minimum of 54 to
a maximum of 91 points. The result indicates that the ARQ of listed companies in the research
sample is relatively high with a small fluctuation of standard deviation.

When it comes to CGD’s indicators, the result show that the average CGD value fluctuates
differently in terms of Rights and fair treatment among shareholders (20.5 out of a possible of 30),
Role of stakeholders (15.6 out of a possible of 20), Disclosure and transparency (12.7 out of a possible
of 20) and Responsibilities of Board of Directors (7.03 out of a possible of 12). The statistics reflect
a fluctuated pattern or nonlinearity correlation of each variables CGD-RIGHTS, CGD-ROLE, CGD-
DISCLOSURE and CGD-BOD.

4.4. Analysis on correlation

Table 6 shows the result on correlation test of dependent variable (ARQ) and independent variables
(CGD’s indicators) and the control variables. The table generally illustrates low correlation among
independent variables. When it comes to the relationship between dependent and independent
variables, it reports that there is considerable connection between Rights and fair treatment
among shareholders (CGD-RIGHTS), Role of stakeholders (CGD-ROLE), Disclosure and transparency
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Table 4. Summary and analysis of literature review on corporate governance

Authors Analysis

Jizi et al. (2014) The study focused on banking sector with a large
sample of US commercial banks. The research based
on an agency-theoretical view point and illustrated
that board of directors promote transparency and
affect corporate governance disclosure.

Hussain et al (2003) The study revealed that there was no evidence to
prove that corporate governance has an impact on
firm performance. Additionally, the response rate of
questionnaire was poor.

Khan et al. (2013) The study based on the legitimacy theory. The paper
measured level of corporate governance disclosure by
board composition, multiple directorship and type of
shareholders while annual reports quality is measured
by index score. The result showed that corporate
governance disclosure positively associated with
annual reports quality. However the measurement of
corporate governance should be more detail and
should eliminate the subjective matters.

Othman and Zegal (2010) An interesting study of corporate governance impact
on firm performance in the context of Kuwait. The
research period was for the year 2008. The limitation
of the study is the fixed period and limited sample
data.

Source: Authors assessment

(CGD-DISCLOSURE) and Responsibilities of Board of Directors (CGD-BOD) and ARQ. In addition, only
LEVERAGE has the expected sign and is statistically connected to the ARQ. Other control variables:
firm size (SIZE) and sales growth (S-GROWTH) have no statistically connection with the dependent
variable. In summary, it is evidence to state that there is no indication of material multicollinearity
in the proposed model.

4.5. Analysis on the PSTR model

Table 7 and 8 represents the estimation result applying the PSTR model. The multiple CGD
dimensions, which are (CGD-RIGHTS), (CGD-ROLE), (CGD- DISCLOSURE), (CGD- BOD), are reported
in the first column. The finding indicates that the direct impact of each CGD attribute on ARQ, as
measured by By, is significantly positive through all the regressions. This result is consistent with
some empirical evidence, which implies that CGD indicators have a detrimental influence on ARQ
(Dao Thi & Ta Dieu, 2020; Owusu—Ansha & Ganguli, 2010)

Table 9 represents the descriptive statistics of annual reports quality for the research sample.
The mean ARQ score for overall sample is 73.8, with a range from a minimum of 54.00 to a
maximum of 91.00. The evaluated result shows that the ARQ of companies in research sample is
relatively high with a small fluctuation of standard deviation. A clear indication that the research
categories achieves average ARQ score includes compliance and current practices.

Table 10 illustrates the Pearson correlation between each variable. The result shows that there is
a positive relationship between the dependent variable (ARQ) and each independent variable. The
result also confirms that there is no association among four independent variables.

The second line under each variable of table 11 confirms the homogeneity test results: the
impact of CGD on ARQ appear to be highly nonlinear. Additionally, the coefficient B, which is
associated with the model’s nonlinear component, is always positive and significant at the 1%
level. As assumed in the hypotheses, the effect of CGD on ARQ is conditional on the level of CGD.
When the CGD level moves from low to high values indicating that the firms more invest in CGR,
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Table 5. Top 25 companies’ annual reports were awarded in term of size in 2021

Top 5 large Top 5 Top 5 small
size medium size size
No companies No companies No companies
1 Phat Dat 1 Pan Group 1 Everpia JSC
Corporation
2 HDBank 2 Saigon-Hanoi 2 CNG Vietnam
Securities JSC JSC
3 PetroVietnam 3 DHG 3 Southern Gas
Drilling and Well Pharmaceutical Trading JSC
Service JSC
Corporation
4 Vietnam Dairy 4 Century 4 Searefico
Products JSC Synthetic Fiber Refrigeration
Corporation Industry Joint
Stock Company
5 NovalLand 5 TNG Investment 5 Viet Tien Son
Group and Trading JSC Real Estate
Holding
Company
6 Asia 6 Bao Viet
Commercial Securities
Joint Stock Bank
7 Vietnam Joint 7 Binh Minh
Stock Plastic JSC
Commercial
Bank For
Industry and
Trade
(VietinBank)
SSI Securities 8 VICOSTONE JSC
Saigon—Hanoi 9 PetroVietnam
Commercial Camau Fertilizer
Joint Stock Bank SJC
10 Vingroup 10 An Phat Xanh
Plastic JSC

Source: VLCA (2021)

the coefficient vary from Bo to B1. The transition between these values occurs around the endo-
genous location parameter cq ;. The findings are consistent with previous research that have
depicted a nonlinear relationship between CGD and ARQ (Kim et al., 2018; Broadstock et al.,
2020; Ting et al., 2019; Lin et al,, 2019). This empirical result shows that when the level of CGD
surpassed the transition point, the ARQ of a company will positively improve. Particularly, it is also
corroborating with research methodology of, Chen and Lee (2017) that applied the PSTR model to
assess whether the CGD level reflects a nonlinear two regime relationship between CGD and ARQ.

Furthermore, results from transition parameters identify that the predicted threshold of CGD level is
approximately 51 (out of total score of 81). As explained, once the CGD score is less than 51, the
association between CGD and ARQ is unpredicted. Under these circumstances, the effect of CGD and
ARQ could be positive, negative or neutral which explain the heterogeneous phenomenon in the
literature review as Haniffa (2015), Khan et al. (2013), Jizi et al. (2014), Nguyen and Huong (2021),
Zin et al., (2020), Mukhibad and Setiawan (2020), , Lauwo et al. (2016), Ridho (2016). It also means that
if a company achieves a low CGD score (less than 51), the more investment in CGR does not equivalent
to the more quality of annual reports. Our findings could be interpreted as number of reasons: firstly,
initial investment on corporate governance may incur high marginal cost, moreover, companies with
little expertise and a poor reputation in CGD may find that the marginal cost exceeds the marginal
benefit. As a result, they do not have incentives to more invest into annual reports which has to raise
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Table 6. Top 15 companies’ CGR were awarded in term of size in 2021

Top 5 large Top 5 Top 5 small
size medium size size
No companies No companies No companies
1 Vietnam Dairy 1 DHG 1 CIC39 JsC
Products JSC Pharmaceutical
JSC
2 FPT Corporation 2 Gia Lai Power 2 Rong Viet
JSC Securities JSC
3 Thanh Thanh 3 Imexpharm 3 Khanh Hoa
Cong—Bien Hoa Corporation Power JSC
JSC
4 Bao Viet 4 Traphaco JSC 4 Tan Cang
Holdings Logistics &
Stevedoring
5 Ho Chi Minh City 5 Pan Group 5 Vietnam
Securities National
Corporation Petroleum
Group

Source: VLCA (2021)

Table 7. LM and F tests of homogeneity

CGD-
CGD CGD-RIGHTS CGD-ROLE DISCLOSURE CGD-BOD
m=1 m=1 m=1 m=1 m=1
LM test 0.0027 0.0012 0.0020 0.0015 0.0017
F test 0.0030 0.0029 0.0031 0.0027 0.0030

Source: Authors assessment

Table 8. Reliability statistic

Cronbach’s Alpha Number of items
0.730 102

0.852 81

Source: Authors assessment

the operational expenses and risk losing its viability. Some companies also consider the investment in
CGD is sufficient, lowering the firm performance. Secondly, when the marginal benefit exceeds the cost
(as illustrated in equation (1), CGD > c) CGD is a positive indicator to corporate performance as well as
financial result. As a result, a company could earn more capital investment, reduce agency cost,
improve operational efficiency, corporate reputation, corporate performance and corporate value by
issuing good quality of annual reports. On the other hands, the firms below the threshold number are
those which do not invest enough in annual reports.

The result from Table 7 also indicate the slope of the transition function (y) which illustrates the
transition speed. The greater the (y) value, the sharper the transition between two scenarios. If
a firm with a CGD level that is below the threshold of 51, the relationship between level of CGD and
ARQ is unpredicted. However, we would like to confirm that our threshold is only related to
developing economies where companies focus on CGD in order to earn more financial benefit.
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Table 9. Descriptive statistics for dependent, independent and control variables (n = 356)

Variables Mean Std. Dev. Min Max
ARQ 73.8 8.90 54.0 91.0
CGD » 52.6 4.21 35.0 79.0
CGD-RIGHTS 20.5 2.11 8.0 28.0
CGD-ROLE 15.6 1.26 9.00 25.0
CGD-DISCLOSURE » 12.7 0.81 6.00 19.0
CGD-BOD 7.03 0.56 3.00 9.00
SIZE 20.7 9.01 17.38 41.20
LEVERAGE 0.52 0.06 0.12 0.79
S-GROWTH 13.95 7.27 3.49 67.8

Source: Authors assessment

When it comes to the effect of each attribute of CGD, the coefficient of CGD-RIGHTS, CGD-ROLE,
CGD-DISCLOSURE, CGD-BOD (Bo) are positive and significant across all regressions. Each dimension
of CGD also appear to have a nonlinear impact on ARQ. However, the result shows that the
threshold value varies between four independent variables. In detail, the cutoff values of CGD-
RIGHTS, CGD-ROLE, CGD-DISCLOSURE and CGD-BOD are 25, 18, 15 and 10 respectively. As above
explanation, the ARQ is improved only when the score of the component Rights and fair treatment
among shareholders of CGD exceeds the score 25, whereas the score of component Role of
stakeholders, Disclosure and transparency and Responsibilities of board of directors exceed 18,
15 and 10 respectively. Interestingly, the variable CGD-ROLE associated with the highest cutoff
value (18 points out of total 20). This finding suggests that a company, which has more informa-
tion disclosure on role of stakeholders of corporate governance reports, will also more invest on
annual reports.

Finally, empirical results show that the majority of the control variables do not have the
anticipated sign. Only LEVERAGE has positive and significant coefficients, two other control vari-
ables that are SIZE and S-GROWTH have no statistical effect on ARQ. Although the findings are not
aligned with the previous studies of Kend (2015), Khan et al. (2013), who investigated that strong
sales growth and firm size have substantial positive coefficient. They explained that huge firms in
terms of size and sales figures are better able to invest in annual reports and corporate govern-
ance disclosure. In addition, debt ratio (LEVERAGE) is found to be negative and significant in
literature.

4.6. Robustness Tests

After conducting the OLS regression, we applied the fixed effects model (FEM) to provide more
evidence of the robustness of these result. Particularly we applied Wald test to examine the
heteroskedasticity phenomenon. The following hypothesis is given for the Wald test:

HO: data is homoscedastic

H1: data is heteroscedastic

5. Conclusion

The objective of this research is to investigate the association between the level of CGD and ARQ in

the context of Vietnam. Most prior research in literature review argued that CGD and ARQ have
a mixed effect of positive, negative or neutral linear connection. Additionally, the empirical
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Table 11. The effect of CGD’s dimensions and ARQ
Annual Report Quality (ARQ)

CGD 0.004***
(0.001)
CGD-RIGHTS 0.041 **
(0.013)
CGD-RIGHTS x g (.) 0.034 ***
(0.001)
CGD-ROLE 0.052*
(0.003)
CGD-ROLE x g (.) 0.015 **
(0.007)
CGD-DISCLOSURE 0.056*
(0.001)
CGD-DISCLOSURE x g (.) 0.0061*
(0.002)
CGD-BOD 0.080*
(0.000)
CGD-BOD x g (.) 0.073*
(0.001)
SIZE 0.160*
(0.034)
LEVERAGE 0.001**
(0.000)
SALES—GROWTH -0.309*
(0.172)
LagARQ 0.003***
(0.001)
Transition parameters
CGD (cq,1) 50.82%*
(0.000)
CGD (y) 43.71
(0.506)
CGD-RIGHTS (c1,1) 25.74*
(0.002)
CGD-RIGHTS (y) 30.22
(0.604)
CGD-ROLE (cq,1) 18.36*
(0.023)
CGD-ROLE (y) 21.78
(0.819)
CGD-DISCLOSURE (cq,1) 15.07*
(0.005)
CGD-DISCLOSURE (y) 19.24
(0.429)
CGD-BOD (cq1) 10.16™*
(0.003)
CGD-BOD (y) 9.75
(0.108)

Notes: CGD-RIGHTS, CGD-ROLE, CGD-DISCLOSURE and CGD-BOD represent the various components of the composite
index (CGD). C1,; and. y represent the estimated location parameter and estimated slope parameter in equation (2);
the location parameters can be interpreted directly as the level of CGD. *** p < 0.01, ** p < 0.05, * p < 0.1

Source: Authors assessment
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Table 12. Wald test result in fixed effect regression model
Chi-square Prob. Chi—square
14.85 | 0.013

The Table 12 illustrates that The Chi—square = 14.85 with p—value = 0.013 > 0.05, we reject H1 and accept HO
illustrating that data is homoscedastic and OLS is more suitable than FEM. (See more in appendix).

literature highlights inclusive results that addressed the research issues in different contexts.
Starting with the controversial theoretical background, the paper strove to contribute to the
ongoing debate by investigating the potential nonlinearity of the relationship between CGD and
ARQ. Moreover, the methodology also aims to examine the effect of each CGD’s attributes,
including Rights and fair treatment among shareholders (CGD-RIGHTS), Role of stakeholders (CGD-
ROLE), Disclosure and transparency (CGD-DISCLOSURE) and Responsibilities of Board of Directors
(CGD-BOD) and ARQ.

In order to achieve the above objectives, the authors firstly, employ bibliometric analysis to
develop a comprehensive existing literature review and secondly, apply the PSTR model to test the
whether the relationship between the level of CGD and ARQ and the relationship between CGD’s
dimensions and ARQ is nonlinear. The sets of VLCA scorecard are used to measure CGD and ARQ of
356 listed companies in Vietnam from 2017 to 2022.

The research results illustrate the following findings: First, each set of VLCA’s questionnaires
is internal consistent. In other words, the test items are considered to be valid and reliable for
exploratory studies. Second, the relationship between CGD and ARQ is nonlinear. In detail,
findings suggest that in the first regime, when the score of CGD (equivalents to the level of
CGD) exceeds the threshold of 51, the higher level of CGD the more quality of annual reports.
However, when the CGD level is less than 51, the more investment in CGD does not promote
a good quality of annual reports. These findings depict a current practice in emerging econo-
mies, particularly in Vietnam, that almost all companies with limited competence or weak
reputation in corporate governance may find that the marginal benefit is initially minimal in
comparison to the marginal cost they need to invest. However, when their corporate govern-
ance investment expands to reach above the 51-point value transition barrier and attracts
more public attention and increase capital investments from investors, CGD becomes a positive
factor to ARQ.

Specifically, the research result also indicates that a nonlinear relationship exists between each
CGD’s dimension. It is important to note that the highest threshold level is associated with the role
of stakeholders (CGD-ROLE) attribute. This finding could be interpreted that Vietnamese listed
companies tend to focus on ARQ under the impact of stakeholders such as potential investors,
the Government, creditors, financial institutions, etc. Moreover, when the role of stakeholders
reaches a particular threshold, the public starts to be interested in firms’ information and CGD
positively connects with ARQ.

Basing on this finding, the Vietnamese Government and regulators should improve the quality of
annual reports by require listed companies to achieve a minimum score (threshold level) of CGD. As
a result, Governments of developing countries should emphasize on the mechanism of CGD and
corporate governance framework in order to improve the ARQ and in turn to strengthen the
securities exchange market. The research result also states that stakeholders are placing
a higher impact on ARQ than other dimensions of corporate governance, suggesting that
Vietnamese firms should maintain strong relationship in the community in order to avoid friction
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with key stakeholders. Managers of companies might benefit from this study’s implications as they
can have a better understanding on the link between corporate governance mechanism and
annual reports. They also increase the quality of annual reports by more investing into corporate
governance especially on commitment with related stakeholders.

In conclusion, despite of contributions on academic and current practice perspectives, the
authors acknowledge that the findings might be different in the context of different countries
which are affected by different macroeconomics pattern. Therefore, the future research would like
to investigate the relationship between CGD and ARQ in emerging countries by applying data from

other countries.
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Appendix 1: VLCA 2022 Vietnam Corporate Governance Disclosure Scorecard

Guiding

Item CG Principles Details References

1 A Does the company fully pay dividends within Law of Enterprise
6 months after being approved by shareholders at | (LOE), Article
annual general meetings (AGM)? 131, Clause 3

2 A Does the company hold the annual AGM of Decree 71,
shareholders within 4 months from the end of the | Article 8
financial year, but not beyond 6 months from the | LOE, Article 136
end of the financial year if applying for extension?

3 A Does the company website disclose all documents | LOE, Article 139,
of the general meeting of shareholders (standard | Clause 4
documents), including: (1) Notice of invitation with
meeting agenda, (2) Form of appointment of an
authorized representative to attend the meeting,

(3) Draft resolutions for each issue in the agenda,
(4) Report on activities of board of director, report
on activities of supervisory board/ audit committee

4 A In the notice of invitation to attend general OECD (2015)
meeting, does the company give the instruction for | Principles G20,
shareholders to place items on the agenda of AGM | Vietnamese
before the start of meeting? Corporate

Governance
Code 9.2.2

5 A Does the AGM documents provide the profiles of | Decree 71,
new candidates for board of directors and Article 11
supervisory board (at least: age, academic/
professional qualification, experience, date of first
appointment and directorships in other listed
companies, independence) at least 10 days before
the start of AGM?

6 A Did company practise and disclose specifically in LOE, Article 140,
the minutes of the general meeting of Clause 2
shareholders the application of modern
information technology so that shareholders are
able to attend and express their opinion at the
general meeting in the best manner, including
guidance for shareholders to vote online at
meetings, or to vote electronically or via other
electronic methods?

7 A Does the company disclose the voting results LOE, Article 142,
including approving, dissenting, and abstaining Clause 2
votes for all resolutions/ agenda items for the most
recent AGM?

8 A Does the minute of the most recent AGM record OECD (2015),
that the shareholders were given the opportunity | Principles II (C)
to ask questions and the questions raised by
shareholders and answers given recorded?

9 A Does the minute of the most recent AGM disclose | OECD (2015),
the list of board members, supervisory board Principles 1I (C)
members and CEO who attended?

10 A Does the company disclose its practices to OECD (2015)
encourage shareholders to engage with the
company (excluding complaints) beyond AGM (e.g.,
investor conferences, meeting programs ...)?

11 A Does the company establish Investor Relations OECD (2015)

department (IR) and disclose the contact details of
the officer/ office responsible for investor relations?
Officer/ office responsible for investor relations?

(Continued)
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Guiding

Item CG Principles Details References

12 A Does the company disclose the notice of invitation | OECD (2015)
and documents of general meeting in English?

13 B Is the list of audit firms seeking appointment/ OECD (2015)
reappointment clearly identified in general Vietnamese
meeting? Corporate

Governance
Code 7.6.1

14 C Does the company disclose assessment report Circular 155
pertaining to environmental and social
responsibilities?

15 C Does the company disclose a policy and practices | OECD (2015)
thatdescribe company’s efforts to ensure the
implementation of environmental protection
standards in supplier/ contractor selection
procedures?

16 C Does the company disclose a policy and practices | OECD (2015)
thatdescribe company’s efforts to ensure the Principle II (C);
implementation of environmental protection Corporate
standards in the process of trading and consuming | Governance
products and services? Code 10.1

17 C Does the company disclose a policy and practices | G20/0OECD (2015)
that describe company’s efforts to address Principle IV (A
customers’ welfare?

18 C Does the company explicitly disclose the policies G20/0ECD
and practices on health, safety and welfare for its | Principle (2015)
employees? IV (Q)

19 C Does the company explicitly disclose the policies G20/0ECD
and practices on training and development Principle (2015)
programmes for its employees; and clearly disclose | IV (C)
the training results (e.g., average hours spent on
training)?

20 C Does the company have a reward/ compensation | G20/OECD
policy that accounts for the performance of the Principle (2015)
company beyond short-term financial measures IV (O
(financial and/or nonfinancial performance)

21 C Does the company have and disclose a whistle G20/0ECD
blowing policy that enables all stakeholders to Principle (2015)
raise concerns on alleged illegal/ unethical IV (Q)
behaviour?

22 C Does the company have the code of ethics or code | G20/OECD
of conduct that requires all directors, senior Principle (2015)
management and employees to comply with the | IV (C)
code(s) and explicitly disclose how breaches are
handled?

23 C Does the company provide contact details via the | G20/OECD
company’s website or annual reports which Principle (2015)
stakeholders (e.g., customers, suppliers, general IV (B)
public etc) can use to voice their concerns and/ or
complaints for possible violation of their rights?

24 D Does the company disclose the direct Circular 155
shareholdings of each member of the board of
directors, supervisory board and board of
management/ CEO?

25 D Does the company disclose the direct G20/0ECD

shareholdings of major/ substantial shareholders?

Principle (2015)
IV (B)

(Continued)
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(Continued)

Guiding

Item CG Principles Details References

26 D Does the annual report disclose the company’s Circular 155
shareholding structure (4 major classifications: by
ownership proportion; institutional and individual
shareholders; domestic and foreign shareholders;

State and other shareholders)?

27 D Does the annual report disclose the independence | Circular 155
of directors?

28 D Does the annual report contain a statement Circular 155
confirming the company’s full compliance with the
code of corporate governance; and where there is
non—compliance, identify and explain reasons for
each such issue?

29 D Does the annual report disclose remuneration, Circular 155
other benefits and expenses paid by the company
to each directors and members of the supervisory
board (if any)?

30 D Is the compensation of the CEO and other senior | Decree 71,
managers (at least Chief Accountant) recorded in | Article 31
a seperate item with details of salary and
allowance for each person?

31 D Does the company release its annual reports Circular 155
timely as required?

32 D Does the company release its bi-annual and Decree 71,
annual corporate governance reports on time as Article 30
required? Circular 155

33 D Does the company website disclose up-to-date Circular 155
information (downloadable): Company charter and
corporate governance policy?

34 D Are biographical details (at least age, academic/ G20/0OECD (2015)
professional qualifications, date of first Principle II (C)
appointment, relevant experiences, and any other | Circular 155
directorships of listed companies) of all directors
sufficiently disclosed?

35 E Does the board of directors have at least 1/3 of the | Decree 71,
total members of the board being independent Article 13
directors?

36 E Does the company have any director that Decree 71,
simultaneously holds board seats of more than 05 | Article 12
other companies?

37 E Does the company apply a good practice of having | G20/0OECD (2015)
no director being a former CEO of the company in
the past 2 years?

38 E The composition of the board of directors must Decree 71,
ensure diversity of knowledge and experience in Article 13
law, finance and business fields that the company
is operating in

39 E Does the company have a policy to ensure gender | Decree 71,
diversity in the board of directors? Article 13

40 E Does the composition of the current board of Decree 71,
directors ensure gender diversity? Article 13

41 E Does the company disclose the criteria used in G20/ OECD

selecting new directors beyond statutory base
aligned with the company’s sustainable
development strategy?

(2015) Principle
1 (Q)
Corporate
Governance
Code 2.1
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Guiding

Item CG Principles Details References

42 E Does the company disclose the process of G20/ OECD
searching, selecting, nominating and selecting (2015) Principle
candidates to the board of directors? II (C)

Corporate
Governance
Code 2.1

43 E Do the directors attend training courses on Circular 155
corporate governance?

44 E Does the board of directors appoint at least one Circular 95
person in charge of corporate governance/ Article 32
corporate secretary?

45 E Did the corporate secretary/ person in charge of G20/ OECD
corporate governance attend training courses in (2015) Principle
legal, accountancy or other useful program for the | II (C)
good practice in their roles and responsibilities Corporate
during the year? Governance

Code 2.3.4

46 E Did the board of directors meet at least once Circular 95
a quarter, and each director attend at least % of all | Article 30
board meetings being held during the year?

47 E Did the non-executive directors of the company G20/ OECD
meet separately at least once during the year (2015) Principle
without any executives present? I1(C)

48 E Does report on activities of board of directors G20/ OECD
contain the board’s leadership role in the process | (2015) Principle
of developing, monitoring/ reviewing the 1I (C)
company’s strategic implementation? Corporate

Governance
Code 1.1.2

49 E Are assessment reports on activities of board of Decree 71,
directors in the year made by independent Article 16
directors?

50 E Does report on activities of board of directors Decree 71,
contain summary of the board meetings and Article 9
resolutions made by the board?

51 E Does report on activities of board of directors Decree 71,
contain future plans? Article 9

52 E Does the board of directors conduct an annual Circular 155
performance assessment of the CEO/ Managing
director and board of management?

53 E Are the Chairman of the Board and the CEO G20/ OECD
separate persons? (2015) Principle

VI
Corporate
Governance
Code 3.5.1
54 E Is a chairman an independent director? G20/ OECD
(2015) Principle
VI
Corporate
Governance
Code 3.5.1
55 E Does the company have following committees: G20/ OECD

Nomination committee and Remuneration
Committee?

(2015) Principle
VI (E)
Corporate
Governance
Code 4.3

(Continued)
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(Continued)

Guiding

Item CG Principles Details References

56 E Are the chairman of two committees under the G20/ OECD
BOD (Nomination Committee, Remuneration (2015) Principle
Committee) independent directors? VI (E)

57 E Does head of the supervisory board/ chairman of | Decree 71,
the audit committee have accounting, auditing, Article 20
financial expertise or experience?

58 E Is the head of the supervisory board/ chairman of | G20/ OECD
the audit committee an independent director? (2015) Principle

VI
Corporate
Governance
Code 4.1.1

59 E Does the company have a separate internal audit | G20/ OECD

function? (2015) Principle
VI
Corporate
Governance
Code 7.2

60 E Is there any evidence that the supervisory board or | Decree 71,
audit committee evaluates the collaboration Article 10
between the supervisory board or audit committee
with the board of directors and the board of
management?

61 E Is there evidence that the supervisory board or Decree 71,
audit committee conducts an assessment of an Article 10
external auditing firm and financial statements?

62 E Did the supervisory board of audit committee meet | Decree 71,
at least 2 times during the year and is the meeting | Article 23
attendance of each member disclosed?

63 E Did the board of directors assess and disclose the | G20/ OECD
risk control response, and ensure compliance with | (2015) Principle
the law during the year? Does the assessment II (C)
statement correspond to the relevant evidence? Corporate

Governance
Code 1.1

64 E Does the company disclose the key risks to which | G20/ OECD
the company is materially exposed to (i.e. financial, | (2015) Principle
accounting, internal control, operational including | II (C)

IT, environmental, social, economic)? Corporate
Governance
Code 1.1.5

65 E Does the company make publicly available by the | G20/ OECD
next working day the result of the votes taken (2015) Principle
during the most recent general meeting of I (Q)
shareholders for all resolutions in English? Corporate

Governance
Code 9.4.3

66 E Does the company have policies for minority Corporate
shareholders/ a group of minority shareholders Governance
(owing less than 5% of the total voting shares) to | Code 2.1.6
be provided with the opportunity to propose
nominees for the board of directors?

67 E Does the company prepare and disclose an G20/ OECD

internationally recognized Sustainable
Development Report (i.e. Integrated Reporting)?

(2015) Principle
IV (A)

(Continued)
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Guiding

Item CG Principles Details References

68 E Is there evidence that the service contracts that | G20/ OECD
the external auditors offers to the company still (2015) Principle
maintain the independence of the external auditor | V (A)

(through evaluation of the supervisory board/ audit | Corporate
committee, through statements, or through Governance
relative fees of audit services compared to non Code 7.6.3
audit services)?

69 E Does the board of directors conduct a self- Corporate
assessment on what the company has been, and is | Governance
preparing to apply the Vietnam Corporate Code
Governance Code of Best Practices (CG Code), and
when the company is not ready to apply, does the
board explain?

70 A Is the list of audit firms seeking appointment/ LOE, Article 139,
reappointment clearly identified in general Clause 1
meeting?

71 A Is there a lack of evidence that the general LOE, Article 158,
meeting of shareholders has approved Clause 2
remuneration, expenses and benefits paid by the | LOE, Article 167
company to the board of directors and the
supervisory board (if any)?

72 A Is there a lack of evidence that the company Circular 155
makes publicly available by the next working day
the result of the votes taken during the most
recent general meeting of shareholders for all
resolutions?

73 B Was there any conviction of insider trading G20/ OECD
involving directors, management and employees | (2015) Principle
from the beginning of the financial year to date? | II (C)

Corporate
Governance
Code 1.2.8

74 B Was there any case of non compliance with the G20/ OECD
laws, rules and regulations pertaining to material | (2015) Principle
related party transactions from the beginning of 11 (Q)
the financial year to date? Corporate

Governance
Code 9.5

75 D Was the company reminded and/ or did it face any | Decree 71,
sanctions by the Stock Exchange/ State Securities | Article 28
Commissions (SCC) for violations related to
information disclosure or other obligations of listed
companies?

76 D Did the company reissue its audited financial G20/ OECD
statements in the past year for reasons other than | (2015) Principle
changes in accounting policies? II (C)

77 D Was there any violation of insiders pertaining to Circular 155
information disclosure on trading in the company’s
shares?

78 D Was there a lack of evidence that the company Decree 71
has disclosed attendance details of each director in
all board meeting held during the year?

79 E Is any of the members of the supervisory board/ | Decree 71/
audit committee working in the accounting/ Article 20
financial departments of the company?

80 E Is the company’s President/ General Director
a female member

81 E The number of female members in the Board of

Directors
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