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A B S T R A C T  
Research aim: This paper aims at finding out the quality of environmental reporting and its 
association with company characteristics considering listed companies from various sectors 
through the lens of legitimacy theory and stakeholder theory in Bangladesh. 
Design/ Methodology/ Approach: Secondary data relevant to company characteristics and 
environmental disclosure have been collected from various parts of the annual reports of firms 
for the year 2016. This study considers one dependent variable breaking down into three levels 
and four independent variables. Level of environmental disclosure (LED) is the dependent 
variable while size, profitability, leverage and industry type are independent variables. 
Research finding: By employing Ordinary Least Square (OLS), the level of environmental 
disclosures (LED-1) is significantly associated with firm size, unlike the profitability, leverage 
and production attributes. The moderate disclosure level (LED-2) is likely to be affected by the 
firm size, unlike the other factors. Furthermore, the greatest disclosure level (LED-3) is to be 
strongly affected by business size and profitability. Moreover, the study confirms that firm type 
has no impact on environmental disclosure. 
Theoretical contribution/ Originality: This paper provides insights into the quality of 
environmental disclosure of Bangladeshi companies. It reveals that only leverage and size affect 
the total environmental disclosure of firms, unlike type and other features. This has a perfect 
alignment with the legitimacy theory that larger firms tend to disclose more to legitimise their 
activities and scale up their image. 
Practitioner/ Policy implication: This paper helps firms in implementing environmental 
disclosure policies and make them more environmentally responsible. 
Limitation/ Implication: Exploring the qualitative environmental disclosures among various 
types of industries in Bangladesh in a longitudinal manner by addressing more control variables 
may contribute to future research on determinants of corporate environmental reporting. 
Keywords: Environmental Disclosure, Company Characteristics, Bangladesh 
Type of article: Research Paper 
JEL Classification: C01, C21 

 
1. Introduction 

The protection of the environment has become an unavoidable circumstance in 
industrial activity. Due to legislation, some firms have adopted a reactive 
strategy to reduce environmental impacts. Others have preferred more proactive 
strategies introducing voluntarily practices focused on reducing their 
environmental impact because civilisation is now being criticised for 
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interrupting the natural settings, biodiversity and survival of living creatures, 
natural resources (renewable and non-renewable) and community. Firms are 
ostentatiously responsible for environmental degradation through the 
manufacturing and releasing of harmful materials, fluids, sounds, and emissions 
of carbon (Gani & Shrama, 2009). Uncontrolled and illegal business practices and 
pollution generating activities have delivered tremendous negative effect mostly 
on the vulnerable and marginal people living in the society. Business must 
accept its responsibilities to the society and environment and meet the challenge 
of accommodating new business realities into its practices towards sustainable 
development. 

Like other countries, environmental awareness in Bangladesh is increasing 
day by day. Regulations like the ‘Environment Conservation Act, 1995’, 
Environmental Pollution Control Ordinance, 1977, National Environmental 
Policy, 1992, Environmental Conservation Rules, 1997, Environment Court Act, 
2010 (Noman & Akter, 2010) regarding environmentalism legislate a green 
agenda. In addition, the Department of Environment (DoE) set Environmental 
Quality Standards for reporting purposes for different industries such as 
fertiliser factories; integrated textile mill and large processing units; pulp and 
paper factories; cement factories; industrial boilers; nitric acid plants; distilleries; 
sugar production; leather tanneries; food processing and oil refineries in 
Bangladesh in 2001. Along with these, the DoE established Environment Impact 
Assessment guidelines for industry. Furthermore, many NGOs like the 
International Union for the Conservation of Nature (IUCN), National EIA 
Association, International Centre for Living Aquatic Resources Management 
(ICLARM), Bangladesh Centre for Advanced Studies (BCAS), Surface Water 
Modelling Centre (SWMC), Environment and GIS Support for Water Sector 
Planning Project (EGIS), Local Government Engineering Department (LGED), 
the Bangladesh Environmental Lawyers Association (BELA), Bangladesh Agro-
Processors’ Association (BAPA), Ain o Salish Kendra (ASK), Bangladesh Legal 
Aid and Services Trust (BLAST), and Bangladesh National Woman Layers 
Association (BNWLA) put tremendous pressure on the private sector to take 
initiatives to conserve the environment and ecology in Bangladesh. At present, 
about 200 laws prevailing in this territory bear the impact of the environmental 
conservation directly, indirectly or causally. In addition, Bangladesh is a 
signatory of as many as 44 international conventions, treaties and protocols in 
connection with the protection of environment and ecology (Hossan, 2014). 
Under these circumstances, businesses are legally restricted to abide by the law. 
In addition, it cannot avoid its commitment to society at large. 

Stakeholder theory suggests that organisation make decisions for the interests 
of stakeholders (Freeman, Harrison, &Wicks, 2007). It considers both the internal 
and external stakeholders of the organisation. Generally, the demands of 
stakeholders are informed by the reporting in the form of the annual report. The 
growing awareness and pressure from the various stakeholders on the natural 
environment force firms to disclose their environmental performances. The 
Securities and Exchange Commission (SEC), the monitoring and controlling 
authority of the stock exchanges in Bangladesh, has taken necessary steps to 
promulgate a sustainability reporting framework to establish uniform, timely, 
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relevant and comparable disclosures of the listed companies in Bangladesh. 
Stakeholders of the companies are gradually becoming aware of corporate 
operations (Sobhani, Amran, & Zainuddin, 2009). These socio‐political and 
organisational changes might influence the social responsibilities of the 
corporate bodies (Belal, 2000; Hossain, Islam, & Andrew, 2006) that might 
ultimately be reflected in the disclosure practices of the listed companies 
(Sobhani et al., 2009).Thus, at present, firms disclose environmental information 
separately or as a part of the annual report. In this regard, several questions 
could be raised. For example, (i) Do all the firms disclose environmental 
information? (ii) What kind of information do firms disclose? (iii) Is this 
information objectively disclosed? (iv) Is this information reflective of their 
environmental performance? (v) Which firms disclose more environmental 
information? 

To resolve the above-mentioned questions, the environmental performance of 
listed firms from various sectors has been explored. We also examine the nature 
of this information. In addition, this paper examines the firm-specific factors 
influencing environmental performance. Based on the findings, we propose a 
framework for environmental reporting that meets the stakeholders’ demands. 

 
2. Literature Review 

The merits of environmental reporting are manifold. Cormier, Magnan, and 
Velthoven (2005) asserted the importance of quality environmental disclosures 
that may be helpful for investors in assessing environmental risk exposure, 
making proper judgements(Deegan,2004) and revising the investment strategy of 
the foreign investors (Mashayekhi & Mashayekh, 2008; Cormier, Magnan, & 
Valthoven, 2005). It is also a mechanism and a way to show the environment-
friendly practices of companies (Al-Tuwaijri, Christensen, & Hughes, 2004; 
Clarkson, Richardson, & Vasvari, 2008). Disclosure of environmental information 
forecasts financial and reputational benefits. Sometimes, managers advocate 
sustainability to provide comprehensive and significant information about 
companies’ environmental performance (Dias‐Sardinha, Reijnders, & Antunes, 
2007). Furthermore, Holt (1998) confirms that environmental performances are 
not merely to save the environment. Firms perform environmental activities in 
order to cut costs, improve efficiency and the company’s image and reduce 
insurance premiums. These facts eventually motivate firms to report their 
environmental performances to gain competitive advantage. In addition, unlike 
poor environmental performers, better environmental performers will connect 
with the existing stakeholders using verifiable information (Li, Richardson, & 
Thornton, 1997; Verrecchia, 1983).Worldwide, the volume of environmental 
reporting is increasing over time since companies are paying attention to the 
level of disclosure (Eljayash, James, & Kong, 2012). 

A signal of transparency and managers’ reputation and social profile would 
be achieved through more environmental disclosures (Deegan, Cooper, & Shelly, 
2006; Patel, Balic, & Bwakira, 2002; Simnett, Vanstraelen, & Chua, 2009). Among 
various motivating factors, legal obligations are one of the most important for 
environmental reporting (Wilmshurst & Frost, 2000). Corporate bodies disclose 
such information to legitimise their business activities. In other words, they 



Chowdhury et al (2020) / Asian Journal of Accounting Perspectives, 13(2) 

60 

display such information to show that they abide by regulation and standards 
and avoid negative publicity and manage compliance costs (Cho & Patten, 2007). 
Due to legislation, some firms have adopted a reactive strategy to reduce 
environmental impacts. Many researchers have tracked the effect of enforced 
legislation and regulations on firms’ environmental practices (Delmas, 2002; 
Majumdar & Marcus, 2001). Delmas (2002) concluded that the government has 
an influence on firms’ decision-making regarding environmental standard 
adaptation, and it can reduce the search costs of adopters by providing technical 
assistance. Firms’ internal characteristics are also well-connected to their’ 
environmental performance (McGuinness, Vieito, & Wang, 2017). 

After enforcing environmental conservation acts and rules, firms started to 
disclose environmental information. Environmental disclosures are still nascent 
in Bangladesh. Environmentally exposed operations, previous legal 
environmental engagements, media exposure, environmental problems and 
risks, and previous engagements with environmental groups are contained in 
these disclosures (Clarkson, et al., 2008; Marshall, Brown, & Plumlee, 2007).  
Belal (1997) surveyed the current scenario of environmental disclosure in 
Bangladeshi firms. This survey reveals that out of 50 firms, only three reported 
environmental information in their annual reports. This paper also outlines that 
only positive disclosures were made; there were no negative disclosures, and 
disclosures are descriptive. All disclosures were made in the chairman statement 
or the managing director report. Imam (2000) carried out a study of Corporate 
Social Responsibility (CSR) practices and found that only nine firms out of 40 
reported environmental issues confined to protecting the environment through 
controlling pollution and planting of trees. 

Similarly, Shil and Iqbal (2005) researched the companies’ environmental 
disclosure analysing 117 annual reports of different Bangladeshi organisations. 
Among the 117, only 13 companies disclosed descriptive environmental 
information. However, Hossain et al. (2006) found that CSED (corporate social 
and environmental disclosure) is associated with the nature of the company 
(Industry), presence of debentures in the annual report (Debenture) and net 
profit margin. Bose (2012) found that the nature of environmental information 
was qualitative, not quantitative after inspecting the reporting status of 11 
companies operating under Petrobangla, engaged in oil and gas exploration, 
production, transmission, distribution, conversion and development and 
marketing of coal and hard rock. Lack of legal requirements, lack of resources, 
lack of knowledge, poor performance and bad publicity are the main reasons for 
qualitative information (Rahman & Muttakin, 2005). Ahmad (2012) analysed the 
environmental disclosure practices of 40 listed companies of Dhaka Stock 
Exchange (DSE). The satisfactory disclosure items were maintained by the 
pharmaceuticals industry, and every sample company disclosed mandatory 
disclosure requirements of energy expenditure. Other sectors and the other 
environment-related reporting practices were very poor, and the available 
voluntary information was qualitative and positive. 

Sobhani, Amran, & Zainuddin (2012) inspected the environmental reporting 
of the banking sector and found that the disclosure in the annual reports is 
relatively higher than that of the banks’ website. Hence it is evident that most of 
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the disclosures are reported through printed media in the banking sector. This 
might occur due to short of internet access for the local stakeholders. The study 
also revealed that all listed banks disclose sustainability in annual reports and 
corporate websites in a somewhat hidden manner. In the sustainability 
disclosure, disclosure of the social dimension is higher than that of the economic 
and environmental dimensions. However, disclosure of environmental 
information is grossly avoided by all listed banks. The pattern of disclosure is 
similar in terms of different generations and systems of the banks. As the study 
aimed at providing a general view of practices concerning corporate 
sustainability disclosure (CSD) issues in the annual reports and websites of all 
listed banks, it cannot present an in-depth analysis on a single bank. This paper 
sets the requisite for further extensive research on several individual banks to 
explore the trend, process, and managerial insights to CSD. 

The above literature confirms that different researchers considered different 
sectors at different times. Although the results are more or less the same, the 
effort to address the issue is gradually increasing. Global issues like climate 
change, global warming, carbon emission, etc. create awareness among the 
general public and, as a global partner, Bangladesh is also playing a vital role in 
reducing pollution. As an inseparable part of society, business firms are also 
expected to contribute to conserving nature by performing environmental 
actions. This motivates researchers to know about the present scenario of 
environmental reporting of various business firms though environmental 
reporting quality has not been universally acclaimed as it is challenged with 
accuracy and transparency (Kolk, 2006). In addition, non-financial disclosure has 
been criticised for lack of relevance and credibility (Michelon, Pilonato, & 
Ricceri, 2015).Moreover, prior research has not been successful in providing an 
accurate measure of environmental disclosure quality due to the lack of 
convincing theoretical underpinning and the subjectivity that surround the 
developed proxies (Baalouch, Ayadi, & Hussainey, 2019).Thus, to fill this gap, 
we focus on the quality of environmental disclosure and factors that may 
influence such reporting. We categorised the environmental information on the 
basis of its identified proximity to performance disclosed in the annual reports. 
 
2.1. Theoretical Framework 

This paper solely stands on the legitimacy theory and stakeholder theory. 
Legitimacy theory mandates an organisation’s behaviour in adopting social 
responsibility practices consistent with the organisation’s norms and values. It 
articulates that as an entity of the society to give legal force and a mandate to act, 
organisations must perform some social responsibilities (Burlea & Popa, 2013; 
Suchman, 1995) under a social contract. The environmental performance of firms 
underlies this social contract. The central tenet of this theory stands on a belief 
that a firm’s activities are affected by the society in which it runs. Influenced by 
society, a firm’s operation is similar to a social contract looking forward to 
maintaining social credibility and acceptability (Lada & Kozarkiewicz, 2014). 

Environmental legitimacy affects the carbon disclosure through the process of 
green innovation (Li, Huang, Ren, Chen, & Ning, 2018). Legitimising the 
activities from the dimension of a socially responsible firm allows a firm act on 
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its justified premises. Ensuring the legitimacy of activities is deemed to have a 
reasonable impact on its external environment. Legitimacy has attained 
considerable attention in social accounting research that has contributed to 
unearthing the motives and incentives that drive firms to involve in 
environmental disclosures (Patten, 1991; Brown & Deegan, 1998; Wilmshurst & 
Frost, 2000; O’Donovan, 2002; Deegan, Rankin, & Tobin, 2002; Deegan, 2007; 
Archel, Husillos, Larrinaga, & Spence, 2009).  

Stakeholder theory (Ullmann, 1985) is used to explain the level of corporate 
social responsibility performed by the firms. Environmental disclosure is 
denoted as a wider category of corporate social responsibility disclosures 
(Adams, Hill, & Roberts 1998; Neu, Warsame, & Pedwell, 1998). The 
fundamental tenet of stakeholder theory is that a firm would be successful at that 
time when it can manage all the relationships it has with the stakeholders. 
Clarkson (1995) stated that firms and their managers manage relationships with 
the stakeholders and disclosing environmental information as required by 
stakeholders. To explain social responsibility disclosures, both legitimacy theory 
and stakeholder theory expect that the firms use such disclosures as a means of 
legitimising their operations. 

Only a few studies could be found in environmental disclosure based on 
legitimacy and stakeholder theory in the Bangladesh context. For example, in a 
study of Islam and Deegan (2008), a combination of legitimacy theory, 
stakeholder theory, and institutional theory was used to explore motivations 
behind corporate social and environmental reporting practices in textile 
industries of Bangladesh (Islam & Deegan, 2008). This study considered textiles 
only. In this present paper, the motive of all firms to disclose environmental 
performance is explored. 
 
2.2. Company Characteristics and Environmental Reporting 
Three decades ago, the environmental performance of US firms was qualitative 
(Wiseman, 1982). It has been revealed that positive environmental disclosures 
significantly outperformed the average amount of negative disclosures of 197 
sample firms from 50 industries of Australia. Furthermore, positive 
environmental disclosures are reported by environmentally exposed firms 
(Deegan & Gordon, 1996). 

Deegan and Rankin (1996) found that accused firms disclosed more positive 
environmental information than the same type of firms that have not been 
accused of environmental mismanagement. In the absence of disclosure 
regulations pertaining to environmental issues, those firms only provided 
environmental information which was favourable to their corporate image. 

Upon studying regulations for environmental disclosure for Australian firms, 
Frost (2007) found a significant increase in the recognition of environmental 
regulation within the statutory sections. The findings outlined that in reporting 
negative information, the provision has been effective. As a result, the 
introduction of the new provision has increased the transparency of corporate 
performance. Zeng, Xu, Dong, and Tam (2010) analysed environmental 
information disclosure (EID) for 871 Chinese firms. The results revealed a 
negative association between the marketisation level and corporate EID. The 
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study reveals that environment-sensitive sectors have high levels of corporate 
EID, including papermaking and printing, metal, non-metal mining, and food & 
drink, and large firms. 

De Villiers and Van Staden (2010) proved that environmental information 
disclosure depends on an individual’s characteristics. Female respondents are 
more positive regarding environmental information disclosure. Moreover, the 
proportion and age of the female directors have a positive impact on the overall 
environmental performance of the organisations (Elmagrhi, Ntim, Elamer, & 
Zhang, 2019).A meta-analysis showed that company size and ownership 
concentration are significantly and positively associated with CSD, while age, 
profitability and leverage indicate an insignificant positive 
association(Majumder et al., 2019). Environmental disclosure is positively linked 
to environmental performance. Company attributes, such as large size, the need 
for capital, profitability and capital spending significantly affect environmental 
disclosure quality (Iatridis, 2013). 

The above discussion confirms that internal and external motivating factors 
affect environmental disclosures. External groups are regulatory bodies, 
customers, suppliers, investors, etc., while internal factors are company’s 
features such as size, industry type, profitability level, etc. This paper 
concentrates only on the impact of internal factors on environmental 
performance. A summary of the firm’s internal factors of corporate 
environmental disclosures is given below. 
 
Table 1. Internal Factors responsible for environmental reporting 

Internal Factors Suggested Literature 

Business size Hackston and Milne (1996); Brammer and Pavelin (2008); Said, 
Zainuddin, and Haron (2009); Arussi, Selamat, and Hanefah (2009); 
Akbas (2014); Dibia and Onwuchekwa (2015); Al-Gamrh and AL-Dhamari 
(2016); Ebiringa, Yadirichukwu, Chigbu, and Ogochukwu (2013); Jariya 
(2015); Hossain et al. (2006) 

Industry Type Hackston and Milne (1996); Akbas(2014) 
Profitability Said et al. (2009); Akbas (2014); Al-Tuwaijri et al. (2004); Dibia and 

Onwuchekwa (2015); Ebiringa et al.(2013); Jariya (2015); Joshi, Suwaidan, 
and Kumar (2011) 

Leverage Mitali, Kuhali et al. (2000); Brammer and Pavelin (2008); Setyorini and 
Ishak (2012); Dibia and Onwuchekwa (2015); Joshi et al. (2011) 

 
2.3. Hypotheses Development 
2.3.1. Company Size and Environmental Disclosure 
Firm size has a positive influence on environmental disclosure (Patten, 1991; 
Freedman & Jaggi, 2005; Brammer & Pavelin, 2008). Large firms are likely to 
disclose more environmental information than small firms (Hackston & Milne, 
1996; Said et al., 2009; Michelon & Parbonetti, 2012)as they have sufficient funds 
to invest in voluntary environmental performances. However, a few researchers 
claim that there is an adverse association between firm size and environmental 
disclosure (Ebiringa et al., 2013; Jariya, 2015). According to stakeholder theory, 
international customers and media are the most powerful stakeholders for 
Bangladeshi textiles and corporate social environmental disclosure of these 
companies are influenced by the customers’ demand since international 
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customers rely on annual reports for this information (Islam & Deegan, 2008). 
Moreover, big firms that operate through branches and plants can obtain benefits 
by providing additional information concerning their influence on the areas in 
which they operate, such as their impact on the environment and the economic 
activity, to obtain a “social and general appreciation” of their activity (Bansal & 
Clelland, 2004; Hasseldine, Salama, & Toms, 2005). Finally, legitimacy theory 
suggests that big firms must satisfy the social expectations of a large range of 
stakeholders, and for this reason, they need to produce more information 
(Schipper, 1991). As this study considers all types of companies, larger 
company’s social obligation and accountability will be more than smaller ones 
because large companies produce more products with more wastages, emissions, 
pollutants, etc. Consumers, civil society, NGOs, etc. expect more actions to save 
the planet from larger companies. Thus, this paper expects that large companies 
disclose more environmental information at a higher quality. 

H1: There is a significant relationship between company size and environmental 
disclosure level. 

 
2.3.2. Firm Type and Environmental Disclosure 
Business type is a determinant in environmental disclosure (Deegan & Gordon, 
1996). According to stakeholder theory, a sector’s characteristics influence the 
quality of the information produced. This quality partly depends on the level of 
environmental sensitivity of stakeholders (Sinclair-Desgagné & Gozlan, 2003). In 
particular, firms operating in environmentally sensitive sectors and having a 
high environmental impact (Cowen, Ferreri, & Parker, 1987; Salama, Anderson, 
& Toms, 2011) tend to produce more environmental information (Brammer & 
Pavelin, 2008).Therefore, industry type is a significant factor associated with 
environmental disclosure in the annual report (Hackston & Milne, 1996; Halme 
& Huse, 1997). Brammer and Pavelin (2008) linked between industry type and 
quality of environmental disclosure. Joshi et al. (2011) established a positive 
association between industry type (producing products) and environmental 
disclosure. Other types of industries do not disclose as much environmental 
information as per legitimacy theory and stakeholder theory. Since these 
industries are less sensitive to the environment, their social contact from an 
ethical viewpoint is less than environment-sensitive industries. Moreover, less 
polluting industries feel less pressure from the customers and other 
stakeholders. As a consequence, less environment-sensitive industries disclose 
less environmental information because of less demand from the stakeholders. 
Thus, this paper assumes that there exists a significant relationship between 
industry type and environmental disclosure. 

H2: There is a significant impact of industry type on environmental disclosure. 
 
2.3.3. Profitability and Environmental Disclosure 
Usually, profitable firms disclose more environmental information than losing 
concerns (Said et al., 2009). Al-Tuwaijri et al. (2004) presented strong evidence in 
favour of a positive relationship between profit margin and environmental 
disclosure. On the contrary, Hackston and Milne (1996) argue that the 
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profitability of a firm does not have any effect on environmental disclosures 
(Dibia & Onwuchekwa 2015). According to legitimacy theory, a profitable 
company has more responsibility and accountability to the society because 
profitable companies want to sustain by saving the environment and serving 
society. Stakeholders’ expectations are also higher from the profitable companies 
because stakeholders do not forgive a profitable company for mismanaging the 
environment. Therefore, it is assumed that profitability has a mixed impact on 
environmental disclosure. 

H3: There is a significant impact of profitability on environmental disclosure. 
 
2.3.4. Leverage and Environmental Disclosure 
Leverage has no significant impact on firms’ environmental disclosure (Dibia & 
Onwuchekwa, 2015). Uyar, Kilic, and Bayyurt (2013) claimed that a firm’s 
leverage is negatively associated with its environmental disclosure. Leverage 
depends on external debt financing, and the financial institution is a vital 
stakeholder. These institutions impose environmental safety dimensions for 
issuing loans and grants. Consequently, levered companies disclose more 
environmental information due to the regulations of financial institutions than 
non-levered companies. The managers following managerial branch of 
stakeholder theory would take into account powerful stakeholders’ interests 
(Deegan & Jeffry, 2006) while disclosing their social and environmental 
information. Accordingly, this study assumed that leverage has a mixed impact 
on its environmental disclosure level. 

H4: There is a significant impact of firms’ leverage on environmental disclosure. 
 

Under these circumstances, this paper examines the impact of company 
characteristics on environmental disclosure since reporting in Bangladesh 
remains voluntary. 
 
3. Methodology 

The methodology section comprises three sections. The first section covers 
sample design, subsequently defining variables and formulation of the model 
and level of environmental disclosure. 
 
3.1. Sample Design 
Kothari (2004) stated that sampling is a plan to collect a sample from a 
population and refers to a systematic approach the researchers adopt in selecting 
units for the sample. In this connection, Quinlan, Babin, Carr, Griffin, and 
Zikmund (2011) emphasise on the target population. A target population 
comprises the composition of elements that holds the information objectively 
sought by the researcher and about which inferences are to be drawn (Malhotra 
& Carino, 2003). This paper seeks to identify the factors driving environmental 
performance of listed firms in Bangladesh. From probability sampling and non-
probability sampling techniques, this paper employs the non-probability 
technique by relying heavily on the researchers’ judgement (Quinlan et al., 2011). 
Table-2 shows the distribution of the sample by industry. 
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Excluding insurance and jute companies, the percentage of sample is 
approximately 29%. Moreover, the listed number of Banking, textile and 
clothing, leasing and financing companies are 99, and the study considers 19 
(20%) companies from among 99 to present unbiased result. This study 
considered the annual reports of 2017 for the disclosure level, and it was 
conducted in the year 2018. 
 
Table 2. Sector-wise sampling distribution 

Industry Type 
Population Sample Sample to 

Population (%) No. % No. % 

Bank 30 10.2 10 14.29 33.33 
Insurance 47 15.99 - - - 
Leasing and Finance 23 7.82 3 4.29 13.04 
Textile and Clothing 46 15.65 6 8.57 13.04 
Pharmaceuticals and Chemicals 28 9.52 14 20.0 50.0 
Engineering and Electrical  33 11.22 9 12.86 27.27 
Fuel and Energy 18 6.12 4 5.71 22.22 
Foods and Allied 18 6.12 3 4.29 13.04 
Cement  7 2.38 4 5.71 57.14 
Ceramic 5 1.7 4 5.71 80 
ICT 7 2.38 2 2.86 28.57 
Leather and Footwear 5 1.7 1 1.43 20 
Paper and Printing 2 .68 2 2.86 100 
Services and Property 4 1.36 3 4.29 75 
Telecommunication  2 .68 1 1.43 50 
Jute 3 1.02 0 0 0 
Travel and Leisure 4 1.36 1 1.43 25 
Miscellaneous  12 4.08 3 4.29 25 
Total  294 100 70 100 23.80 

Source: Annual Reports of Dhaka Stock Exchange 
 
3.2. Defining Variables and Formulation of Model 
This study considers one dependent variable and four independent variables. 
Level of environmental disclosure (LED) is the dependent variable while size, 
profitability, leverage and industry type are the independent variables. The 
measuring scale of each variable is explained below in brief. Company size is 
characterised by sales volume in taka. The authors take the natural log of sales 
figure. Profitability is measured by return on asset (ROA), which is a percentage 
of net profit after tax over total assets. Leverage (LEV) is measured by the debt-
equity ratio. This ratio shows the portion of debt capital in the total capital 
structure. Industry type (TYPE) is the dummy variable that categorises the 
production nature. This variable takes value 1 when it is a product and 0 when it 
is a service. To know the impact of firm specific factors on environmental 
disclosure level, the following model has been established. 
 

0 1 2 3 4LED B SIZE B ROE LEV B TYPE  = + + + + +  

 
3.3. Level of Environmental Disclosure 
The literature regarding the Bangladesh context measured disclosure levels of 
environmental information through content analysis from annual reports. Unlike 
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content analysis, in this study, the quality of environmental information has been 
assessed. The quality of disclosure is ascertained from various parts of the 
annual report and scored into four (4) levels where the disclosure quality 
continuum advances from ‘no disclosure on environmental performance’ to 
‘very specific disclosure on performance’. It is noteworthy that quality of 
disclosure does not mean the volume or quantity of disclosures; rather quality 
means the value of information that bears relevance to the stakeholders’ 
decision-making (Baalouch et al., 2019).This technique is supported by Wiseman 
(1982) where the score ranges between 0 and 3 where 3 is monetary information, 
2 is concrete nonmonetary information, 1 is general nonmonetary information, 
and 0 is no information. Using monetary and nonmonetary environmental 
disclosure is an effective tool to gauge levels of corporate EID (Cho & Patten, 
2007). Content analysis is the most popularly applied technique in reporting 
research history. Generally, content analysis (quantify the volume of disclosure) 
is used to measure the environmental disclosure such as the number of words 
(Neu, Warsame, & Pedwell, 1998), sentences (De Villiers & Van Staden, 2011) or 
lines (Patten, 2002), and developed various disclosure indexes (Wiseman, 1982; 
Al-Tuwaijri et al., 2004) in order to estimate the nature and quality of disclosures. 

According to Joseph &Taplin (2011), there are two ways of applying content 
analysis technique. These mechanisms are disclosure occurrence and disclosure 
abundance method. The disclosure abundance method entails counting pages, 
words, or sentences on a checklist of disclosure items. The disadvantage of this 
method is that it can lead to double counting when a particular item on the 
checklist of disclosure items is counted twice or more because it occurs more 
than once in the actual report. Nevertheless, the most commonly used approach 
is an unweighted index which follows a dichotomous procedure in which an 
item scores one if it is disclosed, zero if it is not disclosed and NA if it is not 
applicable (Cooke, 1989; Ahmed & Nicholls, 1994; Abdel Karim 1995; Leventis & 
Weetman, 2004; Ghazali & Weetman, 2006; Akhtaruddin, Hossain, Hossain, & 
Yao, 2009; Hossain &Hammami, 2009; Ahmed &Dey, 2011;Adelopo, 2011; 
Uwuigbe & Uadiale, 2011; Zubairu, Sakariyau, & Dauda, 2011; Ienciu, 2012). 
Several researchers (Cooke, 1989; Naser & Al-Khatib, 2000; Leventis &Weetman 
2004; Wang, Sewon, & Claiborne, 2008) avoided weighted index arguing that it 
introduces additional subjectivity in scoring the disclosure items. In this study, 
Omar and Simon (2011) further argued that a large number of items in the index 
reduce the impact of weighting individual items differently. To avoid the 
limitations of abundance index and dichotomous procedure, we quantify 
environmental disclosure as general, partly specific and specific environmental 
information. This index will rate better and express real performance. Here we 
classified the disclosure content and its sources in the following manner. 

According to Table-3, this study categorises the environmental disclosure into 
four. If there is no environmental disclosure made by a firm, this paper levelled 
it as ‘0’. If any firm discloses general environmental information (policy, future 
programme etc.) in the ‘Chairman Statement’ of the annual report, this study 
coded it as ‘1’. This paper has scored ‘2’ when environmental information 
disseminated by a firm with minimal specification in ‘Chairman Statement’ like 
‘Tk. 50 lac is approved for ETP set up’. Firms which report stand-alone for 
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environmental programmes as well as quantitative environmental information in 
‘Chairman Statement or Directors’ Report’ like ‘Carbon emission reduced by 10% 
comparing to the previous year’ are levelled as ‘3’. 
 
Table 3. Description and appearance of disclosure information 

Level Description Appearance 

0 No disclosure None 
1 General discussion on company policy, mission, 

vision relating to the importance of environment 
protection programmes for corporate houses that 
appear in the chairman’s statement 

Chairman’s statement 

2 General discussion with little specifications about 
the environmental programmes to be taken in 
future that appear in the chairman’s statement 

Chairman’s statement 

3 Specific discussion with quantitative information 
about various programmes already implemented 
and programmes to be implemented  

Chairman’s statement and 
separate report on environment 
and society 

 
3.4. Reliability and Validity of Research Instruments 
Marston and Shrives (1991) argue that the disclosure index is a valid empirical 
method for collecting data and measuring information content in a company’s 
annual reports. Similarly, Gray, McSweeney, and Shaw (1984) demonstrate that 
scoring annual reports using the disclosure index offers valuable insights into 
the level of particular disclosures. Hackston and Milne (1996) advocate for the 
appropriateness of disclosure index in statistical analysis and affirm that it does 
not reduce the effectiveness of regression results. The critical aspect of the coding 
instrument used in this study is the inclusion of appropriate disclosure items. To 
ensure the accuracy of these lists, the researchers carefully studied the source 
documents that mandated the disclosure items and prior relevant research and 
repeated the process until the confidence over the issue is attained. The 
checklists were sent to two professors of accounting with research experience in 
the field and two practising chartered accountants to examine the correctness of 
the lists. After receiving their feedback, any disagreement regarding any 
disclosure item is consulted and rechecked. All annual reports were reviewed 
thoroughly, and the websites of the sample companies were visited twice in 
order to affirm the reliability of the disclosure index. The second examination is 
made after assessing all the annual reports and websites in the first round to 
ensure objective results. The reliability of the coding instruments is further 
supported by several earlier studies (Akhtaruddin, 2005; Çürük, 2009; Leventis & 
Weetman, 2004; Rouf, 2010). 
 
4. Results and Analysis 

The results of descriptive statistics and regression analysis have been discussed 
in the following parts. Based on ordinary least square (OLS), we have estimated 
the results. 
 
4.1. Overall Disclosure Level 
A general representation of all the companies in the dataset is presented in 
Table-4. “No disclosure companies” scored highest in frequencies, and 
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companies with specific and quantitative disclosures comprise only 15.7%of the 
sample, and environmental disclosure by any means is 67.1%. 
 
Table 4. Case Summary 

Level of environmental disclosure (LED) N Marginal (%) 

 No Disclosure 
General Discussion 

24 
16 
21 
11 

32.9 
22.9 
28.6 
15.7 

  General Discussion with Little Specifications 
  Specific Discussion with Quantitative Information 
  Total 72 100.0 

 
Table 5. Sector-wise Environmental Disclosure 

  LED-3 LED-2 LED-1 LED-0 Total 

Pharmaceuticals 
and Chemicals 

Sector-1 3(13%) 1(6%) 2(14%) 1(4%) 7 

Banks Sector-2 5(22%) 2(13%) 1(7%) 2(9%) 10 
Telecom, IT, 
Services and 
Property, 
Miscellaneous, 
Travel and 
Leisure 

Sector-3 2(9%) - - 3(14%) 5 

Cement, Paper 
and Printing, 
Fuel and Power, 
Food and allied, 
Ceramic 

Sector-4 5(22%) 3(20%) 3(21%) 7(33%) 18 

Tannery  Sector-5 - - 1(7%) - 1 
Engineering Sector-6 3(13%) 8(53%) 6(43%) 5(24%) 22 
Textile Sector-7 3(13%) 1(6%) 1(7%) 1(4%) 6 
Leasing and 
Finance 

Sector-8 1(4%) - - 2(9%) 3 

Total  22(29.17%) 15(20.83%) 14(19.44%) 21(29%) 72 

 
Out of 21 level-0 firms, seven firms from the cement, paper and printing, fuel 

and power, food and allied, and ceramic industry did not disclose anything.One 
firm from the pharmaceutical and chemical sector, two firms from the banking 
sector, five firms from the engineering sector, one firm from the textile sector, 
two firms from the leasing and finance sector, and three firms from telecom, IT, 
services and property, miscellaneous, travel and leisure did not disclose any 
information concerning the environment. 
The environmental disclosure level highlights that non-manufacturing 
companies disclose more than others, specifically financial institutions disclose 
more information. This is because of robust regulatory supervision by the 
Bangladesh Bank over the banking sector. Bangladesh Bank also established 
environmental regulation and encouraged listed banks to give loans to 
environment-friendly projects. Moreover, the structure of the banking sector is 
more sophisticated and well-governed. Stakeholders in the banking sectors are 
spread over the country and more sensitive to this kind of issue. Again, banks 
deal with data, and it is easy to produce quantitative information. In Bangladesh, 
banking is very competitive, and any non-compliance often results in the loss of 
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the customers’ faith. Since banking depends on customers’ faith, this sector 
discloses as much as information as possible. 

The ROE does not significantly affect the LED. It means firms’ 
profitability does not affect the disclosure levels significantly. Similarly, the 
industry type (product-1, service-0) does not have any significant impact on 
disclosure practices. On the other hand, leverage and size have a significant 
positive impact on disclosure level. Therefore, from the legitimacy theory 
perspective, large firms (high sales) disclose more environmental information to 
legitimise their activities. From individual disclosure level, we find that size has 
a significant positive impact on disclosure level (LED-1, LED-2, LED-3). The same 
conclusion can be drawn that larger firms tend to disclose more environmental 
information. Performance has a significant positive impact on LED-3. Firms with 
high performance disclose quantitative information about various programmes 
already implemented and programmes to be implemented. This aligns with the 
legitimacy theory. Highly performed and large firms tend to disclose more 
environment-related information. The results are provided in Table-6. 
 
Table 6. Regression Results  

LED LED-1 LED-2 LED-3  

Intercept 160.94*** -9.29* -10.17** -15.03**  
(.00) (.07) (.04) (.02) 

SIZE 167.89** .93* 1.08** 1.374**  
(.02) (.09) (.04) (.03) 

ROE 166.68 .01 .025 .079**  
(.13) (.88) (.47) (.04) 

LEV 172.05** .18 -.477 .134  
(.01) (.32) (.34) (.52) 

TYPE 161.53 .31 -.038 .701  
(.89) (.72) (.96) (.51) 

***Significant at 1% level, **Significant at 5% level, and *Significant at 1% level. Value in 
parenthesis represents p-value. 
 
4. Discussion 

We find that size has a statistically significant impact on disclosure level-1, as 
evident from the regression results. It has also a significant impact on level-2 and 
level-3 disclosure. These results support the first hypothesis and outline that the 
level of environmental disclosure is greater for large firms. The result is in line 
with the results of the literature and legitimacy theory. Firm size is measured by 
taking a natural log of total sales. The findings demonstrate that larger firms 
establish some company-wide environmental policies, practices and initiatives to 
overcome environmental degradation. They are more definitive and specific than 
small firms in planning and implementing environmental protection 
programmes which are supported by a strong financial status. 

Profitability has an insignificant impact on disclosure level1 and level2. 
However, profitability significantly and positively affects disclosure level 3. It 
means that when profitability increases, disclosure level-3 will also increase. So, 
the hypothesis is accepted in the case of level3 disclosure, but is rejected 
considering disclosure levels1 and 2. Firms with superior financial performance 
would have the intentions to convey their ‘type’ by taking initiatives and making 
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higher and more objective environmental disclosures (Al-Tuwaijri et al., 2004; 
Clarkson, Overell, & Chapple, 2011).These firms take more risks to deploy more 
funds for accomplishing the environmental protection agenda. 

Parsons and Titman (2008) found that leverage and firm strategy are related, 
and the firms’ long-term strategy should be consistent with the capital structure 
(Andrews, 1980; Barton & Gordon, 1987). This paper finds that leverage has an 
insignificant impact on environment disclosure, taking into account level-1, 
level-2, and level-3. However, the impact is statistically significant, considering 
gross disclosure level (LED). This paper confirms the findings of Smith, Yahya, & 
Amiruddin (2007) who found that leverage has an insignificant impact on 
separate disclosure levels. It reveals that capital structure does not signal 
environmental disclosures under individual disclosure level of the listed 
companies in Bangladesh. However, the relationship (positive and/or negative) 
discloses that a highly levered firm may tend to show its type by expressing their 
responsibilities to the society in annual reports to attract potential stakeholders 
(Ullmann, 1985). On the other hand, highly levered firms (higher risk) should be 
associated with high cash outlay and for that reason it may not be feasible to 
spend more on environmental protection programmes. 

Another predictor variable is industry categorisation. Production-based 
companies include tanneries, chemicals, paper, cement, fuel and power, food, 
engineering, ceramic and textile industries. Service industries include bank, 
telecom, travel and leisure, IT, leasing and finance, services and property. We 
incorporate dummy variable (TYPE) in our regression model. From the analysis, 
the categorisation is not significant in describing the environmental performance, 
which means that production or service-based industries do not differ in 
reporting environmental performances. 
 
5. Conclusion 

This study sought to ascertain the quality of environmental reporting as per 
company characteristics such as size, profitability, and leverage and industry 
type through the lens of legitimacy theory and stakeholder theory. Studies 
regarding environmental reporting of Bangladeshi companies show only the 
descriptive statistics of disclosures (see the literature review section). Some 
studies describe the nature of environmental information. Others find the 
reasons for non-disclosure at a standard level. 

Studies also support that the quantity of environmental disclosures is 
increasing day by day (see the previous work section). However, the quality of 
environmental information varies as reporting is voluntary. Nevertheless, some 
perform high levels of environmental reporting. This study analysed which 
types of firms disclose more environmental information and what kind of 
information it is. 

In this study, the environmental information is categorised into three: 
‘general discussion’, ‘discussion with little specifications’ and ‘specific goals’. 
The result shows that only 15.7% of firms disclose environmental information 
with a specific goal or target. Moreover, the study confirms that non-
manufacturing companies disclose more environmental information than 
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manufacturing companies. The banking and paper, cement, fuel sectors disclose 
more specific information. 

We observed that size is a crucial factor in the case of disclosure with little 
specifications and specific disclosure, whereas it has no impact on general 
information disclosures. Another important finding is that profitable companies 
disclose more specific information, but profitability does not have any 
association in the case of general information and little specific information 
disclosure. In this study, the impact of leverage on environmental performance is 
positive in the case of general information and specific information disclosure, 
but negative when disclosure with little specification though it is not a 
significant predictor of environmental disclosure. Finally, this study confirms 
that industry type (manufacturing and service industry) has no impact on 
environmental disclosures. 

This paper provides insights into the quality of environmental disclosure of 
Bangladeshi companies. The results show that company features do not 
influence the general environmental information disclosure, but company size, 
profitability and capital structure have a significant impact on quality 
environmental disclosures. This implies that a large profitable company uses this 
voluntary disclosure to attract environment-sensitive consumers and to gain a 
competitive advantage over its competitors. On the contrary, regulatory agencies 
fail to implement environmental rules and policies, and other stakeholders are 
not so curious about environmental awareness. Thus, a specific characterised 
company discloses specific environmental information and enjoys benefits over 
others. The result may differ if non-listed manufacturing and service industries 
are taken into consideration. Nevertheless, the findings can be used in similar 
socio-economic and cultural conditions. 
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