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ABSTRACT

The purpose of this research is to explore risk perceptions and risk reporting of
statutory organisations in Malaysia. The methodologies employed are inductive and
cooperative inquiry. This study 1s qualitative due to the subjective interpretivist
position on risk perceptions and risk reporting adopted. The research technique is a
case study of two case organisations, namely the Pilgrims Fund and the Armed
Forces Fund. Within the case study, the research methods are interviews,

questionnaires and documentary review.

Findings showed that there is a significant relationship between risk perception and
the amount of risk reported by both organisations. This is in accordance with
cultural theory.  Although reported risks are voluntarily disclosed by both
organisations, the Pilgrims Fund was not as transparent as its stakeholders expected.
There seems to be accountingisation of the value-based Pilgrims Fund. Risk
reporting s shifting to comply with the economic-based regulatory mechanism. The
stakeholders reacted by requesting more disclosure. The Pilgrims Fund responded
' by producing alternative reporting. Meanwhile, the Armed Forces Fund seems to be
more transparent and more uniform in its risk disclosure. There is less reaction from
the stakeholders. There seems to be minimal impact of accountingisation since the
Armed Forces Fund has economic-based objectives, in line with the rationality of its

stakeholders.

Within each arena, the inter—relationships between the different policy systems
conform to the social arena metaphor. Dependent on their resources and interests,
issue amplifiers highlight the risk information shared by the actors and the rule
enforcer with other policy systems within the arena. As a conclusion, this research
extends the applicability of cultural theory and the social arena metaphor to both case

organisations operating within a single nation.
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CHAPTER 1 INTRODUCTION

Introduction

The first part of this chapter introduces the motivation that drives the study, giving a
flavour of the case organisations. This is followed by the research objectives,
research questions and research hypotheses, i.e. an exploration of risk perceptions
and risk reporting; and the application of reporting regulations; within the
environment of statutory organisations in Malaysia. Then an explanation of the
research objectives, research questions and research hypotheses is given at length to
provide a sense of direction to the study and to facilitate explanation of the remaining
sections in this chapter. The research methods and the contribution to knowledge
sections which follow are explained in relation to the research objectives, research

questions and hypotheses. Lastly, the structure of the thesis is provided.

It is the intention of this research to explore the risk perceptions within statutory
organisations which are regarded as semi-government bodies 1n Malaysia; their risk
~reporting, in fulfilling the stewardship-accounting role of management; the
application of a one-rule-fits-all reporting regulation; and the action and reaction of
parties within the social arena of the two contrasting case organisations: namely the
Pilgrims Fund and the Armed Forces Fund'. More specifically, the first objective is
to identify the risk perception of the organisations and that of the individuals within,
i.e. how this might have affected their risk reporting behaviour. The second
objective is to explore the risk reporting of the organisation in their regulated Annual
Financial Statements between the years 1996-2003, 1.e. the different risk categories
which were disclosed. The third objective is to explore the risk reporting of each
organisation in the media, investigating whether risks have been socially and
selectively amplified. It will involve exploring the different policy systems within
the social arena of each case organisation (Renn 1992c). The fourth research
objective is to explore the application of one regulatory mechanism for all, i.e.

application of an economic-based reporting regulatory framework on value-based

organisations.

An_mterestmg point to note is that the majority in the case organisations are individuals of the same
ethnic group - they share the same cultural background and practice the same religion, i.e. Islam.



The reéearcher also intends to reflect on the findings to the four research objectives
above in terms of the risk arena in the analysis of findings with respect to four
research questions. The first research question 1s what are the action and reaction of
the different policy systems within the arena. The second research question is how
the different policy systems have influenced the organisations’ risk reporting actions.
The third research question asks if there i1s a possibility of complacency in the case
organisations due to the fact that the same people have performed the same tasks for
several years. The fourth research question asks if there i1s the slightest possibility of

fraud, in which organisation will it be most likely to happen.

In Malaysia, statutory organisations are established as an arm of the government with
the intention of implementing governmental objectives with the hope of avoiding the
time consuming red tape of the bureaucracy. Statutory organisations enjoy the
flexibility of and are structurally very similar to private sector organisations. They
perform different functions according to their incorporating Act of Parliament and
have their own set values and objectives. With their sizeable amount of accumulated
- funds the larger statutory organisations within Malaysia have proven their
significance when they bailed the nation out of the implications of the financial crises
in Asia both in the later half of 1997 and after the 11" September 2001 bombings in
the United States.

In terms of financial reporting, statutory organisations must comply with several
changes in the ‘blanket’ reporting rules and regulations which have progressively
developed towards economic-based reporting. The enforcement of these ‘blanket’
rules is supposed to standardise financial reporting to measure performance of the
organisations, similar to the professional accounting standards used in the private
sector, enabling various comparisons, for example, comparison of profitability
between similar companies and the longitudinal comparison of performance of a

company, by interested parties.

However, the application of these reporting rules and regulations on the value-based
statutory organisations will pose 1ssues because comparability between statutory

organisations is limited; since each statutory organisation exists to serve its



individual functions and different values, 1n line with its incorporating Act. In fact,
during the years chosen for this study, from 1996 when the economy was booming,
through the double financial crises in late 1997 and in 2001 through to 2007, there 1s
an apparent inability of the existing ‘blanket’ regulatory mechanism to enhance
financial risk reporting in terms of the values required by the users of the financial
reports of some statutory organisations. It seems that the users are not satisfied with
the ‘accountingisation’ of reporting and require more information and the
organisations are responding through other reporting channels. This 1s observed by
an increase in the use of the media, especially during the twelve months’ gap
between each regulated Annual Financial Statements, with high public interest on

some statutory organisations despite their clean audit reports.

With respect to the environment external to the organisations, this research will also
explore the different policy sys’;ems within which the organisations operate, 1.e.
handling of the reported information by the different policy systems within the arena,
the political (for example, regarding governance and the government), social (for
~ example, the people and their interactions) and cultural factors (for example, risk
rationality), and understanding each party and how they interact. Due to the ditferent
incorporating Acts, the parties within the social arena where each organisation
operates may be different, although there i1s a possibility that the same party/parties

will act in the arenas of several different organisations.

The above section introduced the research giving an idea on the intention of the
study and the issues surrounding it, whilst the following section will discuss the

motivation for this research.

Motivation

The motivation for this study stems from the fact that the researcher 1s a second
generation contributing member of the Pilgrims Fund, one of the better performing
statutory organisations. The researcher has literally been home educated on its
benefits and therefore has a vested interest in it. There 1s also an awareness of the
media and public interest 1n the operations of the Pilgrims Fund which curiously, do

not seem to recede even with the steady improvement of its organisational reporting

e



depicted by clear audit reports for the years 2001 to 2003. Thus the goal of this
research is exploratory, i.e. to satisfy curiosity; and to provide a better understanding

on the risk perception, risk reporting and the different policy systems within each

case organisation’s environment.

Pilgrims Fund has remained 1n the Iimelight for both positive and negative reasons.
Its management has been criticised for its comparatively poor dividends performance
as well as poor withdrawals control procedures leading to considerable losses 1n
contributors’ accumulated funds. Its top management has denied responsibility for
poor financial performance by predecessors 1n earlier years. On the other hand, the
Pilgrims Fund has also received several commendations. It achieved the Public
Service Director-General Award for Quality; the Prime Minister’s Award for Quality
(both in 1993) and was honoured by Dr. Iyad Ameen Madani, the Minister of
Pilgrimage 1n Saudi Arabia for its superb conduct of pilgrims. Due to this
commendation, the Pilgrims Fund was given the honour to host the first Pilgrimage
Training Conference outside Saudi Arabia, a conference with 120 delegates
~including 17 ministers from 40 Islamic countries, to improve the pilgrimage

management system”.

In contrast, the Armed Forces Fund, being the only other statutory organisation
which has consented to this research, and is subject to similar rules and procedures to
the Pilgrims Fund, managed to pay out comparatively high dividends, maintained its
performance through receipt of a number of awards similar to the Pilgrims Fund
throughout the years, i.e. the Public Service Director-General Award for Quality and
the Prime Minister’s Award for Quality (both in 2004) but attained much lesser

media and public interest.

Both statutory organisations are financially autonomous statutory bodies and lately
also known as part of the Government Linked Investment Companies although not
literary being ‘companies’, as they are not registered under the Companies Act 1965.
A significant point to note is that the catchment population of the Armed Forces
Fund 1s mostly a subset of the Pilgrims Fund. A majority of the contributors to both

2Pilgrims, Fund special edition pull-out magazine, 5 January 2003. -



funds belong to one ethnic group, practice the same religion and have similar cultural

values. Therefore, the application of cultural theory in this research is on an intra-

cultural basis.

The above section stated the motivation for the research whilst the following section

will give a comprehensive discussion of the research objectives, research questions

and research hypotheses.

Research objectives, research questions and research hypotheses

The first research objective is to i1dentify the risk perception of the organisations and
that of the individuals within the organisations, based on their attitudes towards risks
i.e. their cultural biases (Douglas 1982). The second objective is to explore the risk
reporting of the organisation in their regulated Annual Financial Statements between
the years 1996-2003, i.e. the different risk categories which have been disclosed.
Thirdly, to explore the risk reporting of each organisation in the media, which
involves exploring the different poliby systems within the social arena of each case
~organisation (Renn 1992¢). The fourth objective is to explore the application of one
regulatory mechanism for all, i1.e. application of an economic-based reporting

regulatory framework on value-based organisations.:

This research will also reflect on the findings of the research objectives in terms of
the risk arena in the analysis section with respect to four main research questions.
The first research question explores the action and reaction of the different policy
systems within the arena. The second research question explores the influence of the
different policy systems on the organisations’ risk reporting actions. The third
research question explores any possibility of complacency in the case organisations
due to the fact that the same people have performed the same tasks for several years.

The fourth research question explores which organisation would be more prone to
fraud.

Due to the research being an exploratory study, based on the research objectives,
their corresponding research questions will focus mainly on the how, what, and

which. The ensuing research hypotheses are suppositions based on the research
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objectives and the research questions. They are not proved, but assumed for the
purpose of this research, i.e. a theory imagined or assumed to account for what is not

understood (Bloomsbury reference dictionary, 1994). Chapter Eight will discuss

these hypotheses in relation to the findings.

In the following paragraphs each research objective is followed by their
corresponding research questions and research hypothesis. A reflection of related

findings will be included in the analysis chapter.

1. The first research objective 1s to identify the risk perception of the
organisations and that of the individuals within. The research questions are:
a. Which rationality do the organisations belong to as per their stated
incorporation objectives?
b. What is/are the rationality/rationalities of the people within the
organisations?

c. Based on their risk rationalities how do they perceive risks?

This research objective concentrates on the case organisations. It utilises cultural
theory’s four main risk rationalities (Douglas 1966; Schwarz & Thompson 1990 and
Thompson, Ellis & Wildavsky 1990). Cultural theory proposes general attitudes
towards the world which was earlier referred to as cultural biases (Douglas 1982),
namely hierarchists, egalitarians, individualists and fatalists (Thompson, Ellis &
Wildavsky 1990). However, the hermit was a fifth philosophical position added by
Thompson and not subjected to traditional empirical study. Through the rationalities,
cultural theory indicates that reality may be viewed differently depending upon
general attitudes towards the world and each cultural bias captures some part of truth
about the world®. It seeks to explain risks in terms of the different premise from
which people argue (Adams 1995). An individual’s risk perception depends on that
individual’s risk rationality. Lay persons and experts often have differing views of

risk because they have different risk rationalities.

3http://wxmv.answers.conﬂtopic/blind—men—and-an-eleghant and _
http://en.wikipedia.org/wiki/Cultural Theory_of risk 16/10/07




“Iay persons tend to value the context of risk as well as its content, and

base their risk judgements on what often are reasonable predictions of

how a risky event will unfold. Experts, in contrast, tend to exclude from

their risk assessments variables that are particular to the way in which a

risky activity is undertaken (Kimmelman 2004, p. 379).”
The first hypothesis presupposes that the organisation and its members adhere to the
same risk rationality. If this is the case, then every individual within the organisation
will have very similar perceptions on each risk that they encounter and therefore they

should be able to tackle these risks together harmoniously. Thus the first hypothesis

1S:

H, : If the nisk rationality of the organisation and the individuals within it 1s

similar, then the organisation should work well together.

2.  The second objective 1s to explore the risk reporting of the organisation in their
regulated Annual Financial Statements between the years 1996-2003, i.e. the
different risk categories which were disclosed.

a.  What are the rules and regulations on the Annual Financial Statements of
the organisations?

b. Who imposed them?

c. Isthere any specification on risk reporting in the rules and regulations?

d. . Is there any disclosure by the organisations of voluntary compliance to
any other reporting rules and regulations?

e.  What information is given in the regulated Annual Financial Statements?

f.  Is there any nisk reporting in the Annual Report and if there 1s, in which

section 1s this done?

g.  What categories of risks have been disclosed?

The second objective intends to find out to what degree risk reporting has been made
in the organisations’ Annual Reports. Statutory organisations within Malaysia are
required to have two different sections in their Annual Reports; firstly, the statement
of affairs and secondly the Annual Financial Statements. The statement of affairs
reports on the activities of the organisation throughout the year, sometimes including

the activities of the different departments within the organisation. The absence of



spéciﬁc mandatory requirement as to what must be reported within this section
meant that the contents often vary from one organisation to the other. The Annual
Financial Statements are more numeric-based, reporting on the current year’s profits
and expenses, supplementing the numbers with notes to the accounts. The critena to
be used to evaluate if the case organisations have complied with the rules and

regulations will be the Auditor-General’s Report.

Similar to the first objective, cultural theory will be used to explain any relationship
between the organisation’s risk perception, which is based on its risk rationality; and
the risk reporting of the organisation. Cultural theory will be similarly used to
determine the risk rationality of the bodies imposing the rules and regulations. Given
the changing regulatory framework on financial reporting in Malaysia and the
apparent absence of discussions on risks in earlier reporting regulations, it is
expected that there is no requirement on risk reporting within the most recent
financial reporting standards and thus there will be minimal, if any, risk reporting in
the financial statements. Nevertheless, despite the absence of a mandatory
requirement, the researcher expects to find some degree of voluntary risk reporting in
the notes to the accounts, due to their explanatory nature. At the same time, the
researcher will also explore the statement of affairs of the organisations, as they may

have reported some risk in that section.

Therefore, the second hypothesis emphasizes on the risk rationality of the
organisation which forms the basis for its risk perception and the impact on risk

reporting in the Annual Financial Statements:

H,: The alignment of the organisation’s risk rationality with the rule

enforcer’s risk rationality in each arena will determine the risk reporting

practises.

3.  The third objective is to explore the risk reporting of each organisation in the
media, investigating whether risks have been socially and selectively amplified.
It will involve exploring the different policy systems within the social arena of

each case organisation (Renn 1992c¢):



2 What are the different policy systems that exist in the social arena of the

case organisations and have an interest in the case organisations?

b. What are the roles of the different policy systems in the arena?

c.  Why are the different policy systems interested in the case organisations?
d. What are the risk rationalities of the different policy systems?

e. How do they interact with each other and with the case organisations?

f.  What degree of control does one policy system have over one another and

on the case organisations?
g, What information do they expect from the case organisations?
h. Which categories of risks have been reported?
i.  According to the risk categories, how frequently have each been reported

in the media during the years 1996 to 20037

The third research objective is different from the second research objective which
emphasized on the risk reporting required by law. The third research objective
emphasizes the risk reporting in the media, whether originating from the case
- organisations or other policy systems within the social arena and the reporting gap

between the different policy systems.

The third research objective necessitates the exploration of the different policy
systems within the social arena to understand the risk reporting within the arena.
This involves dividing the policy systems into actors, the potential and current
stakeholders, the general public, the rule enforcers, the issue amplifiers, the social
groups and the political institutions (Renn 1992c¢). The research identifies the risk
rationality which the policy systems are most likely to have. This identification is
based on their role in the arena and in accordance to cultural theory (Thompson, Ellis
& Wildavsky 1990). For instance, the issue amplifier may see risk reporting as a
profit-making opportunity; publishing information to raise the interest of the
audience would promote sales. Social groups within the arena may use the media to
their own advantage, amplifying issues for their cause. Political institutions may
amplify an issue for political motives to assist their party secure votes in the election.
These different motives will have different implications on the different policy

systems within the arena of each case organisation, which could impact on the



organisation’s policy making. This research will also try to explore the hierarchy of

control within the social arena as well as determine what information is expected

from the case organisations.

Considering the situation in which value-based statutory organisations have to
comply with the progressively economically-based financial reporting regulations,
there are bound to be areas deemed important according to the values of interested
quarters which were left out of the financial statements. As such, the interested
quarters will have to resort to other means of securing the required information. In
this context, the media, represented by the printed media, 1.e. the newspapers,
monthly news bulletins, pamphlets, lamp post banners; and soft media, i.e. the
internet; plays the role of information communicator and issue amplifier in the social
arena of the case organisations, mediating between the sources of information, for
example, the case organisations or actors such as experts in the field; and the receiver
of information such as the stakeholders, for example the contributors; and the general

- public. This sender-receiver roles change each time a receiver sends back a question

“to the source.
This leads to the third hypothesis:

H; : The alignment of the cas¢ organisation’s risk rationality with the risk
rationality of all the different policy systems within the social arena will

determine the nature and extent of the risk reporting gap.

4. The fourth objective is to explore the application of one regulatory mechanism
for all, i.e. application of an economic-based reporting regulatory framework
on value-based organisations.

a.  What are the reasons for the application of the economic-based regulatory

mechanism?
b.  What are the reporting requirements of the value-based organisation?
c. Are these reporting requirements satisfied by the economic-based

regulatory mechanism?

10



From the beginning of reporting regulation for statutory organisations in Malaysia,
there has been only one framework. Over the years, the basis for this mechanism has
progressively shifted from value-based to economic-based. The framework gave
specific guidelines on how the financial statements should be disclosed. The gradual
shift in emphasis has seen an ‘accountingisation’ of some value-based organisations
whilst, on the other hand, organisations which are economic-based adopt the
framework quite well. Due to ‘accountingisation’ in the value-based organisation,
there have been more media reporting by different policy systems highlighting the
shift in emphasis from value-based to economic-based. The findings showed that
there was risk reporting within the arena in different risk categories. The risk
reporting was done by policy systems such as the users of the financial statements,
and also by the value-based organisation. It showed that the value-based organisation

did not do Islamic financial reporting (Baydoun & Willet 2000; Maali, Casson &
Napier 2006).

Thus, the fourth hypothesis states:

H, : If value-based organisations have to comply with the requirements of the
economic-based reporting regulations, then there will be a risk
information gap which will be evident by a higher amount of alternative

reporting by the policy systems within the arena in the media.

Even though cultural theory can be used to explain the organisations’ risk reporting
behaviour in terms of their rationalities, the social arena metaphor allows additional
insights into the larger scenario. The analysis chapter will reflect on this larger
scenario, i.e. the action and reaction of different policy systems in the social arena
within which the organisations operate, and how the different policy systems may
have influenced the organisations’ risk reporting actions. Specifically, this involves
firstly, identifying the action and reaction of the different policy systems within the
arena. Secondly, observing how have the different policy systems influenced the
organisations’ risk reporting actions. Thirdly, exploring if there is a possibility of
complacency in the case organisations created due to the same people performing the

same tasks over several years. Finally, considering the fact that one organisation has

11



had several changes in management, frequently been subjected to and has to answer
to public scrutiny whilst the other has had the same individuals in its governance and
not had much experience of scrutiny over the same time period, to explore if there is

the slightest possibility of fraud, in which organisation will it be most likely to

happen?

This research will use the social arena metaphor (Renn 1992¢) to investigate the
impact of those external factors. Given an organisation which has always been under
public scrutiny, it will have learnt from previous experiences and would have
installed controls to avoid the same incidents recurring. It has experienced advanced
technological changes to its previous manual recording systems incorporating
computerisation, online deposits and online linkages between the head office and
branches across the nation. It has experienced the downside of technology, for
example, failed online connections, when the system was shut down and no access
was available to depositors’ accounts, bringing operations to a standstill. The
Pilgrims Fund 1s susceptible to technological threats and knows that it should not
~depend on others for its internal control security and should set up systems to
improve its internal control procedures. On the other hand, the Armed Forces Fund
has basically relied on the integrity of records from the Ministry of Defence which
has been dispatched daily from the Ministry to update information on any new or
retiring contributors to the Armed Forces Fund. The absence of the need for online
transactions between the Armed Forces Fund and the Ministry of Defence has
substantially reduced the possibility of its records being hacked. If the two case
organisations should switch places, it seems that the Armed Forces Fund may not

have fared as well as it does in its present environment.

Having discussed the research objectives, the next section will briefly discuss the
research methods. A more comprehensive discussion of research methods will be

given in Chapter Three.

Research methods

This research will make risk rationalities in a given context partially visible for

contemplation such that the behaviours resulting from the risk rationalities can be
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understood and attended to in a more appropriate way. Therefore, a range of
evidence needs to be employed. This range of evidence will be collected using case

study research through interviews, questionnaires and documentation reviews.

In this study the second, third and fourth research objectives and hypotheses involve
an exploration of the Annual Financial Statements, the media and the reporting
regulations for the case organisations which require an objective-quantitative
approach. The first, the second and the third research objectives and hypotheses
involve an exploration of the risk rationality within the organisations and an insight
into the environment in which the statutory organisations and the different policy
systems operate, requiring a subjective-qualitative approach. The second and third

research objectives and hypotheses therefore 1nvolve both quantitative and

qualitative approaches.

Although there is an emphasis on objectivity, where the frequency of difierent
categories of risk reports are determined and compliance to the expected disclosures
~tested, the actual placement of quantitative values may irritate proponents of the
subjective view. The consolidation of the objective-quantitative approach to the
subjective-qualitative approach requires an appreciation of the individuals’
perception. There is an awareness that although the actual risk resulting from a
decision made within the case organisations is similar to the risk resulting from a
decision made by a policy system within the social arena of the organisation,
depending on their subjective perception of value-based and economic-based risks,
the resulting action by the different policy systems may be different. For example,
the decision to list a subsidiary made by the Pilgrims Fund met with opposition from
contributors, members of Parliament and an economic analyst; but when the same
decision was suggested by the Prime Minister adding that the matter should not be

discussed further, there seems to be no further reporting on the issue.

_To appreciate the different risk rationalities 1n cultural theory (Thompson, Ellis &
Wildavsky 1990), it is the intention of this research to use the two contrasting
statutory organisations as case studies, involving interviews, questionnaires and

review of documentation sourced from the organisations and from the media. The
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findings of this research will be specific to the case organisations and will not be

generalised to other organisations. Sampling limitations are therefore taken as real.

The above section discussed the research methods whilst the following section will

state the contribution of the research to knowledge.

Contribution to knowledge

The first contribution of this research is to illustrate the application of cultural theory
through a traditional empirical study, i.e. that risk rationality results n risk
perception which relates to the risk reporting behaviour of the case organisations. In
terms of accounting research, the research findings show that as per cultural theory
the case organisation with different rationalities internally, operating 1n an
environment with different dominant rationalities will face 1ssues in its operations
since they require additional risk management and reporting systems, whilst the case
organisation with the same internal rationality, operating in an environment with

similar risk rationality will operate well.

Secondly, through the third and fourth research hypotheses, the contribution to
knowledge i1s an adaptation of the social arena metaphor to explain the environment
in which the case organisations operate. Although cultural theory explains the risk
reporting of the organisation with respect to its risk rationality and the risk rationality
of the different policy systems within the social arena quite well, the relationship of
the organisation with others within its environment is perhaps better explained by the
social arena metaphor. Therefore, the contribution of this research to policy makers
and regulators is the application of the metaphor, i.e. explaining the inter-relationship
between the different policy systems within the arena of each case organisation, such
that perhaps, at a future point in time, the findings may form a basis to the case
organisations’ reporting rules and regulations which are specifically attuned for each

organisation in their individual incorporating Act, be it value-based or economic-
based.

Thirdly, this research integrates both internal and external aspects of the intra-

cultural case organisations and thus the contribution to accounting research covers
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both inter-relationship within the case organisations and the relationship between the
case organisations and external parties. The research on the risk perception of
ndividuals within the organisations and their risk reporting investigates what i1s
happening within the organisations. The discussion of the different policy systems
within the environment in which the organisations operate explores its external
arena. Together they provide the researcher a wider understanding of the risk

perception, risk reporting, cultural theory and the social arena metaphor.

The following paragraphs will firstly discuss the extension of the cultural theory,
secondly the extension of the social arena metaphor and thirdly the integration of

both the internal and external studies.

With reference to the first contribution, cultural theory argues “that people, by their
interactions, organize themselves into these five clumps” (Thompson, Ellis &
Wildavsky 1990, p. 13). The five clumps are hierarchists, individualists, egalitarians,

fatalists and hermits.

“What 1s rational depends on the social or institutional setting within

which the act is embedded. Acts that are rational from the perspective of

one way of life may be the height of irrationality from the perspective of

a competing way of life.” (Ibid., p 23).
Thus, an organisation where its internal divisions have different risk rationalities will
face operational issues. Similarly, the organisation which has different risk
rationality from other systems in its environment will have interacting issues. On the

other hand, organisations which have uniform risk rationality, operating in an

environment with similar risk rationality should perform.

Although cultural theory illustrates risk rationality, its impact on risk perception and
thus on risk reporting, it does not offer a coherent framework or approach for
rectifying issues, i. e. whether for the short or long term, within the environment in
which the organisations operate. Changes to risk perception, which involves
changing of the population’s beliefs, if willed by the government, will need time, for
¢xample, through education; and will take at least a generation to be effective. Due

to the lack of a framework within cultural theory to rectify the issues of the
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organisation with varied risk perceptions, as a temporary measure to improve the
uniformity of risk reporting, the government has to resort to other means, for

example, by imposing new, more comprehensive regulations.

With respect to the second contribution, the social arena metaphor is applied to the
statutory organisations in the context of their environment, i.e. the relationship of the
organisation to the different policy systems. Within a social arena, the different
policy systems are mobilized, 1.e. individuals shift alliances depending on changes to
their circumstances, similar to the idea of multiple lives (Thompson, Ellis &
Wildavsky 1990). A person may assume the role of a hierarchist when working in
the office but assume the role of an egalitarian when discussing issues on land
conservation at a conservationists meeting. The composition of parties within the
arena may change from one arena to another. Parallel to this, the amount of
interaction between the different policy systems within each arena may also differ.
An interesting point to note is that, viewing the case organisations from the social
arena metaphor provides additional insights that could be gained by the extension of

- cultural theory to different parties in the arena.

With respect to the third contribution, the internal perspective shows a better picture
of the relationship between the risk perception of the people within the organisations
to the risk reporting by the organisations; and the external perspective gives a
discussion of the interrelationship between the different policy systems within the
environment in which the organisations operate. It also shows the applicability of
the cultural theory to the interaction process between the case organisations and the
different policy systems within their arena. In this sense, the application of cultural
theory could help explain the action and reaction of the different policy systems in
the social arena, giving a better interpretation of the risk reporting by the case
organisations whilst the application of the social arena metaphor interprets the risk

reporting within each organisation’s social arena.

The above section discussed the contribution of the research to knowledge. The next

section will discuss the layout of the thesis.
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Structure of the thesis

Chapter One 1ntroduces the thesis and states the motivation, gives a detailed account
of the research objectives, research questions and research hypotheses, a brief
account of the research methods, states the confribution to knowledge and the

structure of the thesis.

Chapter Two reviews the literature and develops the theory underpinning this
research. It is divided into three main sections, namely the stewardship-accounting
role of management, ‘accountingisation’ and risk; risk perception, including a
discussion of cultural theory and the social arena metaphor; and risk reporting. The
first section discusses the management’s responsibility for risk reporting, including
preparing accounts for the owners, the second section examines amongst others, the
definition of risk, the objective and subjective schools of thought, some major
sociological perspectives on risks, the definition of culture, studies on culture and
discusses risk and culture. The third section explores the risk reporting literature,

divided into accounting disclosure and information communication.

Chapter Three involves an introduction to the research ontology, epistemology,
methodology and goes on to explain the research methods, limitations to the research
and how the data was analysed. The research methods cover the issues on the
rescarch methods, the choice of cases, the years chosen for the Annual Financial
Statements, the problems of accessibility, control and the secrecy oath, the consent to
research and the different research methods, i.e. interviews, questionnaires and
documentation review. The section on data analysis describes how the research
findings were analysed, for example, how to determine the respondents’ risk
rationality according to cultural theory as proposed by Douglas (1966) and developed
by Schwarz and Thompson (1990) and Thompson, Ellis and Wildavsky (1990). The
data analysis section includes the decision rules on risk disclosure within the media.
It also presents the expected disclosures adapted according to the Islamic disclosure

requirements as per Maali, Casson and Napier (2006).

In accordance with the first and second research objectives, Chapters Four and Five

present the empirical findings within the case organisations. Chapter Four starts with
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a general introduction to statutory bodies including a disclosure on changes 1n
reporting regulations and then gives a more detailed explanation of the first case
organisation, the Pilgrims Fund. The explanation includes firstly, a discussion on the
changes to the incorporating regulations of one of the case organisations, impacting
on values and secondly a discussion on the changes in management, with respect to
the background and the tenure of the management. As per the first objective, these
chapters explore on the risk perceptions of the individuals within the organisations
through the findings of the interviews and the questionnaires in relation to the
cultural theory, 1.e. through inter-departmental meetings; visual representations of
internal communication documentation and enforcement of the internal
communication rules and procedures. In accordance with the second objective, it
then discusses the risk reporting of the organisation, where a major part of the
findings were sourced from items made available by the organisations to the
researcher, especially for documentation review, for example, copies of the Annual
Financial Statement. Chapter Five presents the empirical findings on the Armed

Forces Fund in a similar structure to Chapter Four.

In accordance with the third and fourth objectives, Chapter Six firstly illustrates the
social arena within which each case organisation operates, the constituent different
policy systems within the arena, their respective roles in the arena and the inter-
relationship between the different policy systems; and the hierarchy of control; as
well as the relationship between the different policy systems with the case
organisation. These policy systems vary from one case organisation to the other.
For the Pilgrims Fund, these include the Minister-in-charge of the Pilgrims Fund, the
board of directors, the management, the potential and existing contributors, the
founding father, the experts, the government, the general public, the Auditor-
General, the Public Accounts Committee, the pro-government newspaper, the
members of the opposition party and the pro-opposition party newspaper. For the
Armed Forces Fund, these are the Minister of Defence, the board of directors, the
management, the experts, the potential, existing and ex-contributors and their family,
the government, the general public, the Auditor-General and the Public Accounts
Committee. Findings from Chapter Six would also give a significant contribution to

the analysis chapter, Chapter Seven.
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In accordance with the third objective, Chapter Six emphasizes on the risk reporting
of the organisations in terms of their media representations in the arena, especially
the categorization of reported risks according to the risk category framework
(Institute of Chartered Accountants in England and Wales (ICAEW) 1998) and the
frequency of reporting. Information was secured through means such as the free
newspaper archives and individual web sites on the internet. Similar to the findings
on risk reporting in the Annual Financial Statements in the Chapters Four and Five,

this discussion on risk reporting also explores the categories of risk presented and the

source of the information.

Chapter Six also explores the fourth hypothesis, 1.e. that the application of one
economic-based regulatory mechanism for all, (economic-based framework on
value-based organisations), will not satisfy the information needs of the users. It
expands on how the different policy systems may have influenced the risk reporting
by the case organisation, and if there is any other alternative to remedy the situation
(Baydoun & Willet 2000), for example, by producing supplementary information. It
~also explores 1f the amplification by the different policy systems within the
environment affects the policy making and reporting of the organisation, i.e. an

application of the arena metaphor to the study.

Chapter Seven presents the analysis of the empirical findings based on the literature
review. It is divided into three sections similar to the sections in the literature
review. The analysis shows that the case organisation which has operational issues
due to having different risk rationalities i.e. the Pilgrims Fund; did not have much
alternative but to abide by the mandatory rules imposed on them. However, due to
the ambiguity of the reporting regulations, the way in which their reporting was done
was such that the longitudinal comparability between the statements was seriously
impaired. Surprisingly, the statements were given clean audit reports. This is
apparently due to the inclination of the regulations towards economic-based
reporting, where the organisation was supposed to show how much profits were
made during the financial year, not what reporting was required according to the
values of the different policy systems within the arena. Consequently, through social

amplification, the different policy systems requested further information through the
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media, which was also the means used by the Pilgrims Fund to reply. Apparently it

ceems that there was a gap where the economic-based reporting regulatory
requirements did not quite satisfy the value-based reporting needs therefore the need
for alternative reporting. There also seems to be a rippling effect, since the media
amplification brought the matter to the attention of higher authority that in turn
compelled one case organisation, the Pilgrims Fund, to comply with requests. On the
other hand, the other case organisation, the Armed Forces Fund did not seem to have

any issues in abiding with reporting rules and their contributors seem contented with

the comparatively high annual yield.

There seem to be harmony when the reporting regulations and the requirements of
the contributors were similarly economic-based, which 1s in accordance with cultural
theory, but, on the other hand is notably strange, because, the contributors to the
Armed Forces Fund, being in the same cultural group in terms of ethnicity and
religion as contributors to the Pilgrims Fund, would be expected to retain the same
cultural values as that of the contributors to the Pilgrims Fund, for example, to
demand a value-based reporting. It seems that the values that are expected to apply
within the cultural community from which the majority of the contributors to both
the Pilgrims Fund and Armed Forces Fund originated are practiced to different
extents within the different social arenas of the case organisations having different
objectives, i.e. the contributors within the Pilgrims Funds apparently are demanding
more value-based reporting whilst contributors within the Armed Forces Fund seem
content with the high economic returns and apparently leave the religious aspect of

the income derivation to the fund managers.

Chapter Eight gives the conclusion for the research and provides suggestions for
future research. The findings and analysis propose a strong connectivity to cultural
theory and the social arena metaphor. Individuals with the same risk perception
work well within an organisation operating in an arena where the stakeholders and
the actors have the same attitude, whilst an organisation with individuals of different
risk perceptions in a multi-risk rationality environment, face risk management issues.
This environment affects the manner in which risk reporting was done by the

organisations. The Pilgrims Fund seems to have complied with regulations but
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closer scrutiny shows that comparability was seriously impaired through usage of
different terminologies and the reclassification of i1tems within the financial
statements of consecutive years. On the other hand, the Armed Forces Fund has
<shown considerably uniform reporting throughout the period studied and only made

changes to comply with the regulatory requirements over the period.

In terms of future research, it would be interesting to study organisations where the
individuals have a different risk perception to that perceived of the organisation, for
example, studying failed statut‘ory bodies, such as the Subang Golf Club, i.e. how
they managed to be in existence for a period of over thirty years and why their

Annual Financial Statements have never been prepared since incorporation.

Another possibility is to do similar research in organisations with different cultural
background or in a different country, 1.e. an inter-cultural study of the different risk
rationalify, how it affects risk perception within the organisation and how risk

perception may affect the operations of the organisation within its environment.

It is also interesting to do a comparative study on Malaysian and British
organisations where the individuals have similar very strong value-based risk
perception to that perceived of the organisation but where the regulatory requirement

has another perspective, for example, studying the economic-based

"accountingisation’ of the value-based National Health Service (NHS) (for example,

see Broadbent & Laughlin 1998; Hill, Fraser & Cotton 2001 and Lapsley 2007) and

similar private health companies in Malaysia.

Another area for future research is to identify factors influencing the mobility of the
parties within the social arena. An insight into these factors will enable the
organisations to prepare for future courses of action. It will also be interesting to
explore what might happen if the organisations work in a different social arena
setting — would they be able to perform better or will they be worse off? For
example, would the organisation i.e. Pilgrims Fund, have acted differently if it was
put in the other’s i.e. Armed Forces Fund’s social arena? Then, would the cultural

theory still hold true?
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Summary

This chapter introduces the thesis. The motivation to do this research is due to the
fact that the researcher is a contributing member to the Pilgrims Fund; one of the two
case organisations. The researcher is aware of the fact that the Pilgrims Fund has
managed to secure media and public interests for both positive and negative reasons

as opposed to the other organisation which seems to be performing well.

There are four res-carch objectives and research hypotheses, exploring risk
perceptions within the organisations; exploring the organisations’ risk reporting
through both regulatory reporting channel and the media amplification and exploring
the application of a blanket economic-based reporting regulation on the case
organisations. The analysis chapter will also reflect on the findings of the

“environment external to the organisations.

The discussion on research objectives and hypotheses was deliberately made at
length as it forms a crucial framework to the thesis and 1s regarded necessary at this
stage. This 1s followed by a brief summary on the research methods which will be
explained in greater detail in Chapter Three. There are three contributions to
knowledge, firstly being an extension of the cultural theory to the intra-cultural
environment of the organisation, secondly an extension of the social arena metaphor
to the environment in which the organisations operate and an integration of both the

internal and external scenario to provide an interpretation for risk reporting.

Then this chapter discusses the structure of the thesis which briefly summarises the
rest of the thesis. The chapter ends with Table 1 which shows a summary of the
research objectives, research questions and hypotheses. The following chapter will

give a review on the literature.
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CHAPTER 2 LITERATURE REVIEW

Introduction

The previous chapter introduced the research, its ‘motivation, the research objectives,
research questions and research hypotheses, the research methods, the contribution to
knowledge and the structure of the thesis. Based on the research objectives, research
questions and the research hypotheses, this literature review chapter has three main
sections. The first section examines the stewardship-accounting role of management,
‘accountingisation’ and risk, i.e. the evolution of stewardship-accounting role of
management; the ‘accountingisation’ of value-based organisations; value-based

versus economic-based research; public sector and risk.

The second section is on risk perception. Risk perceptions are interpretations of
actual risk By each individual. In accordance with the first research objective, i.e. to
identify the risk perception of the organisations and that of the individuals within,
this section gives the definition of risk, introduces the objective versus subjective
- schools of thought on risks, explains the social arena metaphor of risk debates,
discusses some of the major sociological perspectives on risks, cultural theory, the

definition of culture, studies on culture, and a discussion on risk and culture.

This section includes a discussion of the social arena metaphor of risk debates (Renn
1992¢). It discusses the different policy systems within the arena, their roles, their
risk rationality and their relatidnships within the arena and with the organisation; i.e.
exploring how strong these roles, values and relationships are within the social arena
and discusses the degree of their impact on the organisations’ policy-making. This
discussion is crucial due to the fact that the social arena metaphor of risk debates

torms one of the two underlying concepts underpinning this research.

The discussion on culture is important because the existence of multiple cultures
with different beliefs and experiences within the organisation may result in issues in
operations due to the resulting different risk perceptions. As the cultural theory
forms the second of the two underlying concepts underpir;ning this research, it will

be applied to the case organisations for the second hypothesis, (i.e. the alignment of
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the organisation’s risk rationality with the rule enforcer’s risk rationality in each
arena will determine the risk reporting practises); and third research hypothesis, (i.e.
the alignment of the case organisation’s risk rationality with the risk rationality of all
the different policy systems within the social arena will determine the nature and
extent of the risk reporting gap); cultural theory will be explained in greater detail

compared to the other perspectives.

This section is in line with the third (1.e. the alignment of the case organisation’s risk
rationality with the risk rationality of all the different policy systems within the social
arena will determine the nature and extent of the risk reporting gap) and fourth
research hypotheses (1.e. if value-based organisations have to comply with the
requirements of the economic-based reporting regulations, then there will be a risk
information gap which will be evident by a higher amount of alternative reporting by

the policy systems within the arena in the media).

In line with the second and third hypotheses, the third section is on risk reporting,
~which 1s further divided into accounting disclosure and information communication.
Accounting disclosure focuses on risk disclosure, accountability, transparency and
regulations of disclosure; and disclosure and culture. Information communication
focuses on internal communication, external communication and mass media
influence on the information communicated. The chapter ends giving some thoughts

on the literature review and this research.

Stewardship-accounting role of management, ‘accountingisation’ and risk

Evolution of stewardship-accounting role of management

The stewardship-accounting role of management has significantly advanced from the
early days when guardians recorded information on increases or decreases in the
owner's wealth, through modifications in recording methods, for example by the
introduction of the double-entry bookkeeping method, and later the application of
professional reporting rules. The recording of accounting information facilitated
reporting and in search of comparability and uniformity of accounting reports, rules

were developed, Incorporating several concepts and conventions, including the use of
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the monetary measurement concept. This concept puts a value on all gains and

losses, and in a way permitted the calculation of nisks.

Although the monetary measurement concept provided a means to calculate risks,
financial reports still had limitations on reporting risks. This awareness led to studies
of nsk disclosure'requirements (ICAEW 1998, 1999 & 2002a). At the same time,
surveys on institutional investors showed a strong demand for better corporate risk
disclosure to improve investment decisions (Solomon, Solomon, Norton & Joseph
2000). Discussions on general risk management policy and lack of coherence in the
risk narratives (Beretta & Bozzolan 2004; Linsley & Shrives 2006) implied that there
was a risk information gap which existed, which consequently made it very difficult

for stakeholders to assess the risk profile of a company.

‘Accountingisation’ of value-based organisations

There was also an awareness of the ‘accountingisation’ (Power & Laughlin 1992;
Broadbent & Laughlin 1997; Power 1997; Hood 1998; Lapsley 1998; Thomson &
Veitch 2000; Power, Laughlin & Cooper 2003) of value-based services; 1.e. a
tendency to ‘steer the organisation into a new form of behaviour’ (Broadbent &
Laughlin 2005, p. 19) thus imposing accounting rather than appreciating values of
the organisation. It seems that organisations formed with value-based objectives
such as helping people are gradually pushed towards complying with accounting
rules and regulations such that they apparently seems to be both economic-based and

profit-oriented; deviating from their original purposes of existence.

‘Accountingisation’ can therefore be defined as an act of steering the value-based
" organisation into a new form of behaviour by gradually increasing the influence of
professional accounting on the organisation (Power & Laughlin 1992; Broadbent & |
Laughlin 1997; Power 1997; Lapsley 1998; Thomson & Veitch 2000; Power,
Laughlin & Cooper 2003). The second phase of new public management 1s partly
described by ‘accountingisation’ because of the introduction of new tools of accrual
accounting and audit, besides ‘market bureaucratisation’ because of the emphasis on

competition and privatisation, and ‘contractualisation’ because of the reliance on
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specified individual, unit and institutional performance for which people are held

accountable (Thomson 1999).

This ‘accountingisation’ may be due to the fact that value-based organisations are
subjected to a higher degree of risks compared to their profit-based counterparts. In
terms of reporting, the more they proposed to be value-based, the more they are
scrutinised. For example, there was considerable media interest when the Body Shop
which propagated animal rights was sold to a company which admitted testing its

products on animals’. The following section discusses the issue in more detail.

Value-based versus economic-based research

The second phase of new public management is partly described by
‘accountingisation’ because of the introduction of new tools of accrual accounting
and audit (Thomson 1999). This stems from the need to measure performance of the -
public sector’s stewardship which is interpreted in monetary terms by the
performance indicators. This measure is justified in cases where the organisation is
economic-based, 1.e. profit-oriented and emphasises profit making or the generation
of income for the benefit of the stakeholders. However, it contradicts the value-
based aspirations of the stakeholders in some value-based organisations since

accounting which applies the money measurement concept is used as an indicator of

performance (Laughlin & Broadbent 1991; Lapsley 1998; Lapsley 2007).

In some value-based organiéations, monetary gain is not the main motive for
investment by the stakeholders. The stakeholders may champion other values such
as religion, humanity (Broadbent & Laughlin 1998) and trust (Lapsley 2007).
Economic-based organisations place emphasis on monetary measurement to justify
profitability of the organisation without emphasising these other values. Value-based

organisations, on the other hand, renders values on items that they believe cannot be

_—

) Thc.extent to which the Body shop proposed not to have tested its products on animals are
que:s,tloned in www.jonentine.com/reviews/Body Shop Roddick audit.doc. L'Oreal has admitted to
IES:tm_g new products on animals; see http://www.indiescribe.com/news/index.html In contrast to the
Pﬂn?lples held by The Body Shop, L’Oréal has been criticised for animal testing by animal rights
E:hamy PETA, although it says it stopped animal testing for its entire range of cosmetics in 1989 but it
1s compelled by European law to test some products on animals. Brand Republic; see

ht www.bandt.com.awnews/46/0c03e646.asp 17/10/2007
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purchased by money, for example, life 1n the hereafter. This differing basis in

measuring performance led to contrasting views of yardstick applicability (Laughlin

& Broadbent 1991).

Before examining risk perception in greater depth, the next section will explore the

public sector and risk.

Public sector and risk

Awareness of the lack of a theoretical background to public sector research activity is
raised when it i1s stated by Lapsley (1988) that perhaps the most distinctive aspect of
research activity 1s the absence of a theoretical background which provides a

framework for the development of accounting principles and practices in the public

sector.

Although government accounting has its roots in ancient times, it had been ignored
by academics and practitioners alike (Pallot 1992). She addressed the issue of the
- conceptual framework for public sector accounting although later it 1s stated that the
aim of conceptual framework has proved elusive (Lapsley 2005). The i1gnorance has
formed a gap within the literature which has, over the past two decades, seen more
efforts to discuss 1ssues in public sector accounting (see for instance, Degeling,
Guthrie & Anderson 1988; Lapsley 1991; Laughlin & Broadbent 1991; Gray &
Jenkins 1991; Broadbent & Guthrie 1992); accountability (Humphrey, Miller &
Scapens 1993; Gray & Jenkins 1993; Broadbent, Dietrich & Laughlin 1996; Parker
& Gould 1999; White & Hollingsworth 1999) and transparency (Gray, Dey, Owen,
Evans & Zadek 1997; Mclvor, McHugh & Cadden 2002).

The public sector has gradually accommodated an increasing amount of influence of
professional accounting labelled as “accountingisation” of the public sector as
mentioned above leading stakeholders to secure needed information through social
amplification means such as the media (Kasperson 1992, Renn 1992¢; Kasperson,
Kasperson, Pidgeon & Slovic 2003). There is apparently an absence of mandatory

risk reporting regulation in the public sector (See the discussion on risk reporting
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later in this chapter). Any form of risk reporting will therefore be considered as

voluntary.

It is reported that Australian Accounting Standards are applied to the public sector in
Australia in adopting accruals accounting (Barton 2005), but the reason given for
their application to the public sector 1s questionable, since the operations of the two
sectors are different. He suggested that accounting standards must be tailored to suit

the specific information needs of each sector, in order to provide relevant

information.

He showed where changes are needed in the four accounting concepts statements and
the broad requirements of Australian Accounting Standards (AAS) 29 and AAS 31 to
provide more relevant information to the public sector. He stated that this would
better enable accrual accounting information systems to assist in promoting the
efficiency and effectiveness of public sector operations and the accountability of

governments to parliament and citizens.

In Malaysia, the onus of disclosure 1s required by law of the Senior Officer in Charge
of each statutory body’s Financial Management, who is required to declare according
to the Statutory Declaration Act 1960, that the financial statements have been
prepared in an accurate manner and that the accounts are true. The Chairman,
together with one other member of the board of directors are also required to certify
that to the best of their knowledge, the Annual Financial Statements have been

prepared to represent a true and fair view on the affairs of the organisation.

Accountability was defined as “identifying what one is responsible for and then
providing information about that responsibility to those who have rights to that
information.” Its function is to “to require individuals and organisations to present
an account of those actions for which society holds them — or would wish to hold
them — responsible.” (Gray 2001, pp. 9-11). Public accountability is defined as the
act of giving public account that is shared by all members of the community and to
which no one should be intentionally denied access (Fuchs 1986, p. 110). Perhaps

the definition that best suits accountability of the public sector in monetary terms is
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where policy makers can and will be held to account for the economic performance
of the targets in their care, 1.e. policy makers will be held responsible for how close

the indicators of economic performance come to the target values set (Demertzis,

Hallet & Viegi 1998).

Transparency is a very important element of accountability (de Haan, Amtenbrink &
Eijffinger 1998). Corporate transparency has been defined as “the availability of
firm-specific information to those outside publicly traded firms.” (Bushman,
Piotroski & Smith 2004, p. 207). They conceptualized corporate transparency as the
output from a multifaceted system where the components of the system produce,
gather, validate and disseminate information; and categorised transparency into

financial transparency and governance transparency.

Financial transparency covers the intensity and timeliness of financial disclosures
and their interpretation and dissemination by interested parties and the media.
Governance transparency covers governance disclosures for external investors and
holds management responsible. It 1s found that governance transparency is higher in
countries with a common law legal origin and high judicial efficiency whilst
financial transparency is higher in countries with low state ownership of enterprises,
banks and low risk of state exploitation of organisation’s wealth (Bushman, Piotroski
& Smith 2004). Transparency means that the information is made public (De Bruijn
2002). The public sector reporting can be said to be transparent when it is explained

and published for distribution to the degree that satisfies the requirements of the
interested parties.

The above section discussed the public sector and risk. Before examining risk

reporting in greater depth, the next section will explore the different perceptions of

nsk.

Risk perception

Perceived risk is defined as, “the combined evaluation that is made by an individual,
of the likelihood of an adverse event occurring in the future and its likely

tonsequence (Royal Society for the prevention of accidents 1983, p. 94).”
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Many different factors affect risk perception, for example, the outcome of previous
decisions, aspiration levels, trust, expectations, and loss functions for outcomes that
deviate from expectations (Weber & Hsee 1998, p. 1215). The four key dimensions
of trust are perceptions of commitment, competence, caring and predictability.
Distrust often arises from violations of expectations that people have in social

relations (Kasperson, Golding & Tuler 1992, p. 161). Adams 1995, p. 180 stated:

The way people deal with something is influenced by the way they perceive it,
and the act of dealing with it alters it...risk perceived 1s risk acted upon. It
changes in the twinkling of an eye as the eye lights upon it...the cultural filters
through which we perceive risks are formed in our experience of dealing with
it. Thus, the perception of the probability and magnitude of some future
adverse event 1s shaped by our previous experience, and undergoes continuous
modification as we act upon the perception.
For example, when a policy is based on average calculations the individual who will
face a greater hazard than the average individual as a consequence of that policy
should be allowed to object it. Some crucial factors such as the individual’s lifestyle
‘and anecdotal knowledge may determine to what extent he will be exposed to a
specific risk, even though this information may not be available to the scientists.
Together, subjective risk analyses complement the objective quantification of risk

(
analyses by covering other areas of risk (Renn 1992a, pp. 60-61).

Surveys and experiments have revealed that perception of risks is influenced by a
series of perceived properties of the risk source or the risk situation (Slovic,
Fischhoff & Lichtenstein 1981, in Renn 1992a, p. 65; Johnson & Tversky 1984).
Among the most influential factors are the perception of dread with respect to the
possible consequences; the conviction of having personal control over the magnitude
or probability of the risk; the familiarity with the risk; the perception of equitable
sharing of both benefits and risks; and the potential to blame a person or institution

responsible for the creation of a risky situation (Renn 1992a, p. 65).

This section will be divided into seven subsections. The first subsection discusses
the definition of risk, the second examines objective versus subjective views of risk,
the third introduces Renn’s (1992¢) social arena metaphor of risk debates, the fourth

states some major sociological perspectives of risks, the fifth discusses the definition

b
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of culture, the sixth discusses studies on culture and the seventh explains risk and
culture. Due to its relevance to this study, the social arena metaphor of risk debates

and the cultural theory will be explained in greater detail as it will form a basis for

the analysis in this research.

Definition of risk

Risk has been variously defined (Lowrance 1979, p. 5; Royal Society for the
prevention of accidents 1983, p. 22; Adams 1995, p. 180; Encarta world English
dictionary 1999, p. 161). Most of these definitions centre on the probability of an
adverse event. Risk is not something that is known prior to it happening but could be
estimated. The technical concept of risk focuses on the probability of events and the
magnitude of the consequences and defined risk as the multiplication of the two
terms, i.e. probability of events and the magnitude of the consequences; with the
assumption that society 1s indifferent toward low-consequence/high-probability

hazards and high-consequence/low-probability hazards (Kasperson 1992, p. 155).

Bemstein (1996) stated that the word “risk” dernives from the early Italian risicare,
which means “to dare”. He gave a very detailed account of thinkers such as Luca
Paccioli who have tried to initiate the quantification of risk using his balla problem
in the Sumima de arithmetic, geometria et proportionalita (Ibid., p. 42), Pascal and de
Fermat in 1654 (/bid., p. 3) on the theory of probability, Bernoulli’s concept of risk-
taker as ‘the player who chooses how much to bet or whether to bet at all’ 1n 1738
(Ibid., pp. 99 and 106), Laplace’s Central Limit Theorem 1n 1809 (/bid., p. 143), up
to the mathematical demonstration of why putting all one’s eggs in one basket is an
unacceptably risky strategy (Markowitz 1991, p. 6).{? However, despite his account of
the quantitative ways in which risk has been determined, Bernstein agreed that,
“Different people have different information; each of us tends to colour the
information we have in our own fashion. Even the most rational among us will often
disagree about what the facts mean.” (Jbid.,, p. 111). On the topic of risk
aversiveness, Bernstein stated, “Different people, however, are risk-averse in

different degrees.” (Ibid., p. 113).
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Others (sec National Research Council 1983; Fischhoff, Watson & Hope 1984; and
[ yhmann 1990, in Renn 1992a, p. 56) stated that provided the distinction between
reality and possibility 1s accepted, the term risk denotes the possibility that an
undesirable state of reality (adverse effects) may occur as a result of natural events or
human activities. It includes the analysis of cause-effect relationships, which may be
scientific, anecdotal, religious, or magical (Dnglas 1966); but 1t also carries the
implicit message to reduce undesirable effects through appropriate modification of
the causes, or though less desirable, mitigation of the consequences. Further, it was
stated that, “The definition of risk contains three elements: undesirable outcomes,
possibility of occurrence, and state of reality. All risk perspectives provide different

conceptualizations ot these three elements (Renn 19925, p. 56).”

On the reports produced by the British Royal Society for the prevention of accidents
(1983), two main classifications of risks are highlighted; objective nisk, 1.e. “the sort
of thing “the experts” know about.” and subjective risks, 1.e. “the lay person’s often

very different anticipation of future events (Adams 1995, p. 7).”

On the other hand, proponents of the ‘subjective’ definition of risk often question
both the determination of the probability of the future event and how the degree of
utility is derived (Hoos 1980; Mazur 1985; Douglas 1986; Freudenburg 1988; Clarke
1989; Meyer-Abich 1989). Risks are considered “subjective’ when risk perception or
anticipation by a person of a future event is crucial in deciding what, to the
mdividual, is risk (Adams 1995). Risks change through time, owing to
circumstances, for example, recruitment of new employees, introduction of new
technology or business restructuring and expansion.. There are different types of
nisks, such as unintentional errors, deliberate errors, unintentional losses of assets,
theft of assets, breaches of security and acts of violence or natural disaster. Risk
exposure may arise from a variety of internal and external sources, such as
employees, members, criminals and acts of nature; and is affected by the frequency

of occurrence, the vulnerability of occurrence, and the size of occurrence (Wilkinson,

Cerullo, Raval & WongOnWing 1999, pp. 243-245).
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However, Power 2004, pp. 13-14, perhaps summed up the idea when he stated, “the
question ‘what is risk?’ 1s less important than the question: ‘how do we know risk

and what are the social and economic institutions which embody that knowledge?’

The above section gave some definitions of risk whilst the following section will

expand the discussion on objective and subjective views of risks.

Objective versus subjective views of risk

There have been many prominent writers on risks such as Thompson 1979; Schwing
and Albers 1980; Douglas and Wildavsky 1982; Fischhoff, Watson and Hope 1984;
Schwarz and Thompson 1990; Beck 1992; Krimsky and Golding 1992; Adams 1995;
Bernstein 1996; and Slovic 2000. The topic of discussion varied on issues such as
risk acceptability (Fischhoff, Lichtenstein, Slovic, Derby & Keeney 1981; Douglas
1986), risk assessment (National Research Council 1983; Royal Society for the
prevention of accidents 1983); risk communication (Rohrmann 1990; Fisher, Pavlova
& Covello 1991; Linsley & Shrives 2000, 2005, 2006; Cabedo & Tirado 2004;
Beretta & Bozzolan 2004), risk compensation (Wilde 1976); risk evaluation (Evans
& Wasielewskl 1983; Hambly & Hambly 1994), risk management (Spira & Page
2003; Knechel & Willekens 2006), risk perception [Kasper 1980; Slovic, Fischhoff
& Lichtenstein 1981; Royal Society for the prevention of accidents 1981; Johnson &
Tversky 1984; Weber & Hsee 1998; Slovic 2000)] and risk reduction (Marin 1992).

Across the board, there have been different schools of thought on risk from being
very objective to very subjective with discussions ranging between both. Scholars in
the objective school such as Jacob Bemoulli introduced the different methods of
statistical sampling and the normal distribution, wh’i?h 1s also known as the bell
curve, and Abraham de Moivre introduced the conc&:pt of standard deviation. In
order to quantify risks, experts use mathematical tools to calculate the risk or benefit
of an event based on knowledge and understanding of the probability of the event,
multiplied by the expected utility of the event (Bernstein 1996, pp. 3-5). This
mathematical quantification of risk requires identification and accessibility to all

visible and known information that is possibly available surrounding the
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circumstances (Lee 1981, p. 5), transparent or otherwise, and is often made with the

prior assumption that other factors remain constant.

Quantiﬁcation makes available the estimation of probable profit or loss, in monetary
terms as a result of a certain event. This has made possible the calculation of
probability of proﬁts or loss risks particularly in the shares market as well as
:nvestments and paved the way for the insurance industry. Calculations are made by
experts who are distinct from the people affected by the event and the experts seem
to be hired by the party proposing the event. In reality, given the limitéd

accessibility to information, risk reduction 1s the best alternative (Renn 1992a, p. 54).

On the other hand, the basis for the subjective school was introduced by sociologists
and anthropologists including Marx (1818-1883), Durkheim (1858-1917), Weber
(1864-1920) and Simmel (1858-1918) as cited by Renn (Op. Cit., p. 53). Proponents '
argue that the quantitative research is not sufficient to conclude on the feelings and
behaviour of the subjects. Often the findings are superficial and inadequate since
field research is not normally conducted by the social scientists themselves and thus
they do not have a first-hand experience of the non-quantitative responses. Thus, the
scientists do not understand the social context in which the research was done.
Generally people does not treat low-consequence/high-probability hazards and high-

consequence/low-probability hazards the same as assumed in Kasperson’s (1992, p.
155) definition of risk.

Circumstances surrounding each event are different and will most likely not give the
same results as a previous event. Proponents of the subjective school suggest that
decision making is affected by attitudes towards risk based on the decision maker’s
own interpretation of the situation or event (Adams 1995; Holling 1979, 1986;
Douglas & Wildavsky 1982), assuming the pre-existence of preferences as providing
a motivation for decision makers as individuals as well as social organisations to
select definite courses of action (Schwarz & Thompson 1990, p. 49). This
Interpretation differs from one person to another and varies according to a number of
factors, of which culture is considered the main determining factor (Douglas &

Wildavsky 1982).

36



As stated by Renn (1992a, pp. 56-58) the definition of risk includes: undesirable
outcomes, possibility of occurrence and state of reality. Renn stated that all concepts
of risk stem from three guiding questions: How can we specify or measure
uncertainties? What are the undesirable outcomes? What is the underlying concept
of reality? Real events are interpreted by different policy systems according to their
social interpretations. These social interpretations normally are related to group
values and interests. Besides referring to probabilities of an everit, group knowledge
and vision assist decision making. As stated by Renn (1992a, p. 72), “Lastly, reality
is seen as a system of both physical occurrences (independent of human
observations) and constructed meanings (with respect to these events and to abstract

notions, such as fairness, vulnerability, and justice).”

Subjectively, risk is said to be an interactive phenomenon with each party having
their own risk “thermostat”; a balancing behaviour between the propensity to take
risks based on rewards and the perceived danger of “accidents” (Adams 1995, pp.
19-22). However, being interactive, the main difficulty 1s when those who perceive
are different from those who enjoy the benefits of the reward, who are different from
those who bear the costs of the accident. Therefore, the only person who can
justifiably calculate the compensation required is the loser himself, although many

people would resist the idea that such losses could be translated into cash at all

(Adams 1995, p. 171).

-
i

An individual or an organisation should be able to ex'p]ain that the action taken 1n
response to an event is a consequent of their interpretation based on prior beliefs and
experiences (Schwarz & Thompson 1990, p. 49). In the real world, not all of the
information required for the individual or organisational decision making is
available, adequate or properly communicated for several reasons such as non-
disclosure, inaccessibility, non-transparency, non-regulation or invisibility, thus
leading to uncertainties (Renn 1992a, p. 53). Often judgements about potential risks
are made on the basis of inadequate substantiation (Adams 1995, p. 176). It was
found that in these situations, decision makers assume that nature behaves in certain
ways (Holling 1979, 1986; Schwarz & Thompson, 1990) resulting in distinctive

Management style for each prior conception of nature (Adams 1995, p. 33).
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The subjective school proposed the reasons why individuals react the way that they
do. Taking a subjective viewpoint, “risk is seen as a cultural or social construction,
risk management activities would be set according to different criteria, and priorities

should reflect social values and lifestyle preferences.” (Renn 1992a, p. 54).

As stated by Adams (1995, p. 42), “Diverse behavioural responses to the same
objective reality imply that reality 1s filtered by paradigms or myths of nature, both
physical and human”. Lupton discussed the topic of risk and subjectivity (1999, p.
106) stressing that the general public often have different perspectives of risk from
the experts. She stated that this results not from ignorance or inability to understand
probabilities, but suggests that the phenomenon of risk is a production of varying

knowledge about the world.

The above discussion on objective and subjective views of risks implied the varied
range by which risks could be interpreted. The following section will introduce the
social arena metaphor of risk debates (Renn 1992c). This metaphor is selécted
because i1t seems to best represent the overall scenario of each case organisation and
their respective interactions with the different policy systems within each social
arena (for further detail on why this metaphor(is selected, see section on the social

arena metaphor of risk debates).

The social arena metaphor would represent a range of views of the different policy
systems within each of the Pilgrims Fund and the Armed Forces Fund environment.
The range of views of the different policy systems could be determined by their
answer to the second research question in the first research objective, i.e. “What
is/are the rationalities of the people within the organisations?” and the fourth
research question in the third research objective, i.e. “What are the risk rationalities

of the different policy systems?” (see pages 23-24) respectively.

Social arena metaphor of risk debates

The social arena metaphor (Renn 1992c) states that every organisation operates
within an environment which consists of different policy systems such as actors,

potential and current stakeholders, general public, rule enforcers, issue amplifiers,
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social groups and political 1nstitutions. These different policy systems debate risks
within the arena and collectively they impact on the policy making of the
organisation. It 1s this interaction between the different policy systems, the differing
degree of their control on the values and how they influence the interactions within
the environment which suggest that this is the theory that could most appropriately
describe the scenario in this research. This interaction between the policy systems is
also made possible partly by the information communicator, i.e. the issue amplifier
that plays a significant role in the dissemination of information which would

otherwise only be available to a smaller more limited audience.

The following subsection will explore in greater detail the policy systems, their roles

and relationships as per Renn’s (1992c) social arena metaphor.

Policy systems, roles and relationships

Understanding the fact that the organisations do not operate in a vacuum, the social
arena theory states that the policy process may be influenced by policy systems
outside the organisation. The arena metaphor can be used to describe social conflicts
as a struggle between various actors in the arena. The actors, the political institution
and the rule enforcement agencies are observed by the all-important issue
amplifiers/theatre critics, i.e. the media who interprets the actions, communicate with
the principal actors and amplifies their findings to a larger audience whether they are
pro-government or pro-the-opposition party. Without the issue amplifiers, the
majority of the audience will most probably be left in the dark. The amount of
communication is influenced by the issue amplifier’s allocation of resources to
mobilise public support within the arena. The audience consists of potential and
existing stakeholders, i.e. contributors and the general public; social groups,
including individuals who may feel motivated to show their support or displeasure

with one or several actors or the arena as a whole.

As stated by Renn (1992c, p. 180) the modified arena theory claims “that social
groups 1n a political arena try to maximise their opportunity to influence the outcome
of the collective decision process by mobilising social resources.” The mobilisation

of social resources can be used to gain the attention of the general public, to
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influence the arena rules, and to “score” in the arena competition with other actors
(Renn & Kastenholz 2000, p. 59). Through the amount of attention gained, the
- social groups would have an enhanced degree of control over the other social groups

within the arena. This best describes the scenario within the environment of the case

organisations.

Renn further stated that (1992c¢, p. 181):

The outcome of this theory i1s based on the assumption that individuals
and organisations can influence the policy process only if they have
sufficient resources available to pursue their goals. The political
organisation of an arena and the external effects of each group’s actions
on another group’s actions constitute structural constraints that make the
outcome of an arena struggle often incompatible with the evidence and/or
the values of any participating group.
A significant fact of the environment of the case organisations is the necessity of
sufficient resources that are available to the influencing individuals and organisations

to pursue their goals.

Renn’s statement above that “the outcome of this theory is based on the assumption
that individuals and organisations can influence the policy process only if they have
sufficient resources available to pursue their goals” (Ibid.) well represents the
research since it is the insufficiency of the resources that could restrict information
communication and probably lead to information distortion. The distorted
information may be used by other actors within the arena to their own advantage thus
as per Renn (lbid., p. 182), “making the outcome of an arena struggle often
incompatible with the evidence and/or the value of any participating group.” The
number of actors and the types of public institutions may change from one stage to
another but all these stages have the same functional goal of providing social input to

the policy process.

Referring back to the arena, at its centre are the principal actors; those groups in
society that seek to influence policies. Some groups focus on several issues at once
and are hence involved in different arenas. Others focus only on one issue in a single

arena. On the outer sides of the metaphor are the stakeholders. Sternberg (1997, p.
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31) defined stakeholders as “those groups without whose support the organisation
would cease to exist” and later as “any group or individual who can affect or is
affected by the achievement of the organisation’s objectives.” (Ibid., p. 46).
Stakeholders include people who have relatively little ability to exert economic
‘nfluence over a particular company, whose lives are significantly affected by the
company’s activities (Unerman & Bennett 2004, p. 687). Hill, Fraser and Cotton
(2001, p. 459) stated that the definition of stakeholders depends on prevailing legal,

financial and economic interests; and recognise the possibility of lack of power of a

particular stakeholder group.

In the United States, stakeholder dialogues have become a control measure against
risk exposure. However, two main problems regarding the stakeholder dialogues are
identifying and reaching a wide range of stakeholders; and determining a consensus
set of stakeholder expectations from a range of different views held by different
stakeholders (Unerman & Bennett 2004, p. 685). Unerman and Bennet (2004)
propose building a discourse criteria of an ideal speech situation advocated by
Habermas; a suitable theoretical model for determining a consensus set of social,
environmental, economic and ethical responsibilities to be addressed by an
organisation which could take the form of an internet-based web forum. However, if
this forum is to be conducted by the organisation, judgement has to be made as to
whether this constitutes a safe channel for the organisation to di?fuse stakeholder

gnievances (Ibid., p. 704).

In the United Kingdom, the importance of internet-based communication with the
stakeholders so as to promote greater organisational accountability and to identify
stakeholder concerns and issues has been discussed (Cooper, 2003). This
communication could enable the organisation to cater for the needs of each
stakeholder group. Table 2 shows Cooper’s (2003, p. 234) classification of the

primary and secondary social stakeholders and non-stakeholders.

Catering for the needs of stakeholders further, Hill, Fraser and Cotton (2001, p. 466)
suggested that “the social audit process may enable a coming together of different

stakeholders® aspirations, feelings and community perspectives.”

41



Table 2: Primary and secondary stakehdlders and non-stakeholders

Source: Cooper (2003, p. 234).
Primary social Secondary social

Primary non-

Secondary non-

social social
stakeholders stakeholders

regulators environment ressure groups

Employees and Animal welfare

Managers groups organisations
species

Tradobodies | [

Suppliers and other | Media and
business partners academic

stakeholders stakeholders

commentators

| Competitors |

The scenario 1s quite different in Malaysia. Although Malaysia has seen the advance

of the internet, this technology 1s mainly centred in larger populated areas and due to
either insufﬁci'ency of infrastructure (technological facilities suchr as
_ phone/cable/broadband access) or personal resource (limiting.access to a computer,
thus to the internet), some stakeholders still rely on the newspapers and therefore the
dissemination of information to this audience i1s quite limited - regional or localised -
depending on the availability of facilities. The issue 1s a lesser possibility of securing
these stakeholders’ response to the information communicated. In terms of social
audit, although this will satisfy shareholders’ aspirations, social audit 1s not yet

practiced 1n the public sector in Malaysia, thus denying stakeholders their aspiration.

Reverting back to the arena metaphor, according to Renn (1992c), each social arena
1s characterised by a set of formal rules that are coded and monitored by a rule
enforcement agency, and informal rules that are learnt during the process of
interaction between the actors. Among the formal rules are laws, acts, and mandated
procedures. Among the informal rules are regulatory styles, political climate of
group Interactions, and role expectations. In most cases the rules are external
constraints for each single actor. Formal rule changes require institutional action.

Informal changes occur as a result of trial and error and may change according to
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whether or not rule bending 1s penalized. Several actors may join forces to change

the rules even if they disagree on the substance of the issue (Ibid., p. 182).

The duty of the rule enforcement agency is to ensure that the actors abide by the
formal rules and to coordinate the process of interaction and negotiation. In many
arenas the rule enforcement agency is the ultimate decision maker. The actors make
their claims known to the rule enforcers and try to convince the rule enforcer to adopt

their claims through arguments or public pressure (Ibid., p. 182).

In contrast to traditional role theory or the theatre stage metaphor (Goffman 1959;
Palmlund, Chapter 8), the arena concept does not picture the actions on stage as a
play with a script or actors performing role assignments. Arenas are more like
medieval courtyards in which knights have fought for honour and royal recognition
according to specified arena rules that determine the conditions for the fight, but
leave 1t to the actors to choose their own strategies. Accordingly, modern arenas
provide actors with the opporfunity to direct their claims to the decision makers and
thus to mfluence the policy process. Their behaviour is not necessarily defined by
behavioural roles and routines; actors may use innovative approaches to policy
making or use traditional channels of lobbying. Arenas are regulated by norms and
rules, however, which limit the range of potential options. Actors may decide to
ignore some of the rules if they feel that public support will not suffer and if the rule

enforcement agency is not powerful enough to impose sanctions on actors who

violate the rules (Renn 1992c, p. 184).

The outcome of the arena process is undetermined. On one hand, various actors may
play out different strategies that interact with each other and produce synergistic
effects (game theoretical indeterminacy). Strategic manoeuvring can even result in
an undesired outcome that does not reflect the stated goal of any actor and may
indeed be suboptimal for all participants. On the other hand, interactions in the arena
may change all the arena rules (structural indeterminacy). Novel forms of political
actions may evolve as actors experience the boundaries of tolerance for limited rule

violations.
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Therefore, arenas often behave like indeterministic or nonlinear systems; small
changes in strategies or rules are capable of producing major changes in conflict
outcomes. It 1s also difficult to predict who 1s going to benefit from potential rule
changes induced by trial and error. Both characteristics of arenas limit the use of

arena theory for predictions, but do not compromise its value for explanation and

policy analysis (/bid.).

An examination of the different major sociological perspectives on risks (see page
46) seems to show that the social arena metaphor 1s potentially the metaphor that
may best describe the factors within the case organisations’ arena for this research
due to its ability to portray the different policy systems within the environment in
which the case organisations operate, the communication flow and the social
mobilization (see Figure 1 on page 45). Being one of the different ways of
conceptualizing risks within the social sciences (Renn & Kastenholz 2000) it suits
this research because it encompasses the scenario, accommodating the different
alliances within the environment, their control and inter-relationship with one
another and the effect of this control and inter-relationship on the policy decisions of
the organisation. Kitschelt (1980) used the social arena metaphor to describe the
symbolic location of political actions of all social actors involved in a specitic issue;
influencing collective decisions or policies (in Renn 1992c, p. 181). The metaphor
 seems able to discuss the process of policy formulation and enforcement 1n a specific
policy field, incorporating the impact of the policy systems within the arena. It
shows the segmentation of society into different policy systems interacting with each
other whilst at the same time preserving their autonomy. The social arena concept of
risk debates have been used by other accounting researchers (see Steward, 2001;
Georgakopoulos & Thomson, 2005, 2006, 2007). The application of the social arena

concept of risk will be discussed again in the section on cultural theory (see page 47).

The different policy systems, i.e. the actors, the potential and current stakeholders,
the general public, the rule enforcers, the issue amplifiers, the social groups and the
political institutions will be discussed in greater detail in Chapter Six. Figure 1
shows a graphical representation of the arena metaphor as per Renn (1992c). The

next section will enlist some major sociological perspectives of risk.
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- Some major sociological perspectives of risk

Renn (1992a) gave an overview of some of the major sociological perspectives on
risk namely the rational actor concept (Stallings 1987; Dawes 1988), the social
mobilisation theory (McCarthy & Zald 1977; Klandermanns 1984; Watts 1987;
McAdam, McCarthy & Zald 1988; Gamson 1990), the organisational theory (Perrow
1984; Clarke 1989), the systems theory (Luhmann 1986, 1990; Stallings 1987), the
neo-Marxist and critical theory (Habermas 1984-87; Forester 1985; Dombrowski
1987) and the social constructionist concept (Appelbaum 1977; Wynne 1983;
Johnson & Covello 1987; Rayner 1987; Bradbury 1989; Dietz, Stern & Rycroft
1989; Gamson & Modigliani 1989). There are several other sociological perspective
of risk such as the attribution theory (Heider 1958; Kelley 1967; Jones, Worchel,
Ooecthals & Grumet 1971; Jones & Wortman 1973; Ross 1977 and Ross & Fletcher
1985) and the social amplification of risk framework (Kasperson 1992). As stated by
Dietz, Frey and Rosa (2002) “humans do not perceive the world with pristine eyes,
but through perceptual lenses filtered by social and cultural meanings transmitted via

primary influences such as the family, friends, superordinates, and fellow workers.”

Later this section will look at the definition of culture, studies on culture and will
discuss on risk and culture. Due to the fact that this research looks at the intra-
cultural arena within the case organisations, the next section will discuss the cultural
theory (Thompson, Ellis & Wildavsky 1990) which, together with the social arena
metaphor of risk debates (Renn 1992c) discussed above, apparently would best

explain the findings of this research.

Figure 2 below shows the major sociological perspectives of risk as per Renn 1992a,
p. 68.

Cultural theory

There are many variants of cultural theorists. One of its most prominent writers is
perhaps Hofstede (1979, 1980, 1982, 1983, 1991), who studied culture in an
organisationa} setting across different nations exploring the impact of different
cultural backgrounds on the organisation. Since this is an intra-cultural study on

organisations within a single nation, involving individuals with the same ethnicity
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Figure 2: Major sociological perceptions on risk.
Source: Renn (1992a, p. 63).

and religion, the version of cultural theory that 1s applied will be quite different from

Hofstede’s inter-cultural cultural theory. The selected variant 1s one proposed by
Douglas (1966) and later developed by Thompson, Ellis and Wildavsky (1990) and
argued by Hood (1998, p. 6):

e orid/group cultural theory captures much of the variety in both current
and historical debates about how to organize in government and public

_services, because it offers a broad framework for analysis which 1s
capable of incorporating much of what is already known about
organizational variety;

e application of cultural-theory framework can illuminate many of the
central analytic questions of public management, including the analysis
of collapse and failure in public services, the analysis of control and
regulation, and the analysis of how public management ideas become
persuasive.

This variant of cultural theory is applied in the context of the social arena concept of
risk debates (Renn 1992¢). Whilst Hofstede researches one organisation in different

countries, within different ethnicity and religion thus different cultural groups, this

47



study intends to research two organisations within one country, mainly within one
ethnic group and religion, thus a single cultural group; and looking at the different
policy systems within each arena. Cultural theory (Thompson, Ellis & Wildavsky
1990) 1s applied to the different policy systems in understanding their risk
perception. The difference between Hofstede’s vanant of cultural theory and the
variant used in this research is due to the fact that this research explores risk
perception as a result of people’s different beliefs and experiences, even when they

belong to the same cultural group.

Hood’s (1998) statement above justified the use of cultural theory in this study.
Cultural theory will form a significant part of this study, thus the detailed discussion
in the following paragraphs.

As per the subjective school of thought, Renn (1992a), Adams (1995) and Lupton
(1999) confirmed Douglas and Wildavsky’s (1982) theme that risk i1s “culturally
constructed”. Thompson, Ellis and Wildavsky (1990) and Schwarz and Thompson
(1990) combined this theme with Holling’s (1986, 1979) myths of nature,
ascertaining patterns contained in the four myths of human nature (Adams 1995, p.
35). By integrating the four myths of human nature to the typology of physical
nature, Schwarz and Thompson (1990) developed the four rationalities: the
egalitaritan with a view of nature ephemeral, the fatalist with a view of nature
capricious, the hierarchist with a view of nature perverse/tolerant and the
individualist with a view of nature benign (Figure 3). Schwarz and Thompson

(1990) summarised this to the basic determinants of the four political cultures (Table

3).

The original 1dea for cultural theory was first introduced by Douglas (1966),
although in a much later speech she states that it is “very much the joint creation of
Michael Thompson and Aaron Wildavsky” (Douglas 2005). Schwarz and
Thompson’s Divided we stand (1990) and Thompson, Ellis and Wildavsky’s
Cultural theory (1990) elaborated on Douglas’s (1966) fourfold typology giving
specific chardcteristics for each culture. Weber and Hsee (1998, p. 1215) stated that
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“A culture’s position on the individualism - collectivism continuum seems to

contribute to the risk preference of

Fresoibed insquality

Nature perverseftolerant

The hierarchist

Nature capricious

®.
l The faiaiist l

@ﬁs& i_J

Nature ephemeral

Nature benign

The individuslist ' The eqgaltarian

Figure 3: The four rationalities

Source: Renn (1992a, p. 74), Schwarz and Thompson (1990, p. 9) and Adams (1995,
p. 37).

Table 3: The basic determinants of the four political cultures

| Egalitarian | Fatalistic Individualistic

Preferred Margin Nested bounded | Ego-focused
way of bounded group group network
organizing |

(myth of ephemeral capricious perverse/tolerant

nature)

Rationality | Critical Fatalistic Procedural

Context Risks should be | Lifeisa Risks are Risks offer
avoided unless lottery. Risks | acceptable as opportunities
they are are out of our | long as and should be
inevitable to control; safety | institutions have | accepted in
protect the public | is a matter of | the routines to exchange for
good. luck. control them. benefits.

Source: Schwarz and Thompson (1990, p. 61), Renn (1992a, p. 74).

2%

1ts members.” Renn (1992a, p. 73) has the same view when he stated, “Culture is

said to form a perspective which determines individual’s interpretation of risks and

benefits.” Lupton (1999, p. 107) stated:

49



Many people appear to have accepted the notion that one should make

oneself aware of risks and act in accordance with experts’ risk advice so

as to prevent or diminish the impact of risk. Indeed the notion that one is

personally responsible for the control of risk appears to be acculturated

very early in life.
Although not all proponents agree that it applies to larger social aggregates such as
organised groups or institutions as opposed to individual attitudes or convictions
(Wildavsky & Dake, 1990), a study for predicting individual responses could be
made using cultural prototypes; in their roles as representatives of agencies,
industries or private organisations (Wildavsky, 1979). Organisations do not exist
independent of its members but are created by the interaction between them
(Heritage, 1984). The above paragraphs have discussed cultural theory as a social
perspective of risk. The following paragraphs will discuss Renn’s (1992a)

discussion against it.

Arguments against cultural theory as a comprehensive theory of risk

In terms of the three guiding questions derived from his definition of risk, Renn
I (1992a, pp. 74-5) stated if it 1s true that cultural analysis implies three items; firstly
the definition of undesirable events, secondly, the generation of possibilities and
thirdly, constructions of reality; depend on the cultural affiliation of the social group,
then, “Cultural theory would qualify as an exclusive and comprehensive theory of

risk since all risk experience 1s seen as a reflection of cultural affiliations.”

He therefore questioned the applicability of cultural theory “as an exclusive and
comprehensive theory of risk” (Ibid., p. 75) based on several reasons one in which he
quoted Johnson (1987). Johnson (1987) proposed that individuals may belong to
different organisations and groups with different cultural profiles. An individualist
may belong to an egalitarian organisation and serve for charity in a hierarchist
organisation. Renn (1992a, p 75) stated, “But role differentiation and segmentation

of individuals are mirrored in the functional differentiation of social aggregate.”

For this section perhaps the best accumulation of theories was made by Renn (/bid.)
who discussed the first seven perspectives at length, 1.e. the rational actor concept,

the social mobilisation theory, the organisational theory, the systems theory, the neo-
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Marxist and critical theory, the social constructionist concept and the cultural theory
(See earlier discussion on page 46-47). Renn (Ibid.) ordered the approaches with
respect to two dimensions; individualistic (i.e. epistemological position that “the
individual or the social aggregate, such as an institution, a social group, a subculture,
or a society”) versus structural (1.e. “interactive, often unintentional effects among
individuals and between these larger units), and objective (i-.e ontological position
with its concept 1implying “that risks and their manifestations are real, observable
events”) versus constructivist (with its concept “claims that risks and their
manifestations are social artefacts fabricated by social groups or institutions.”) (See
Figure 2 on page 47). He stated (Ibid., p. 69) that “objective and constructivist
concepts differ in their view of the nature of risk and its manifestations”. A
limitation was that his study did not include “case studies, problem-oriented studies
without reference to a theoretical concept, purely normative or ethical approaches
and the (ever popular) conspiracy ideologies” (/bid., p. 69). This is important
because the limitation leaves an information gap on case studies which this research

intends to pursue.

The above paragraphs discussed arguments against cultural theory as a
comprehensive theory of risk. The following paragraph will explore how culture has

been interpreted in prior studies.

Definition of culture

Jahoda (1984, p. 140) stated that, “Culture is arguably the most elusive term in the

y

generally rather fluid vocabulary of the social sciences.” In anthropology, culture

was defined as, “that complex whole which includes knowledge, belief, art, morals,
laws, customs and any other capabilities and habits acquired by man as a member of

society.” (Taylor 1871 as quoted in Weber & Hsee 1998, p. 1208).
Renn (1992a, pp. 72-3) stated that:

In recent years, anthropologists and cultural sociologists have suggested
that social responses to risk are determined by prototypes of cultural
belief patterns, that 1s, clusters of related convictions and perceptions of
reality. Based on studies of early organisational principles in tribal
communities, one school of anthropologists identified several generic

51



patterns of value clusters that distinguish different cultural groups from
each other.

Hofstede (1980, p. 25) defined culture as “the collective programming of the mind
which distinguishes the members of one human group from another.” Trompenaars
(1993, p. 7) stated that there are different levels of culture; the national or regional
society culture, which depends on the country or the region in which one lives; the
corporate culture, on which attitudes are expressed within a specific organisation;
and the professional culture, which is the culture of the particular functions within

the organisation. He studied the ways in which culture structure the perceptions of

people’s experiences and stated (Trompenaars 1993, p. 13):

Culture 1s a shared system of meanings. It dictates what we pay attention to,
how we act and what we value. Culture organises such values into what Geert
Hofstede (1980) calls “mental programmes”. The behaviour of people within
organisations is an enactment of such programmes.

In accordance with the definitions above, the following section will discuss some

prior studies on culture.

Studies on culture

Perhaps the most prominent theory on culture used in accounting research is
Hofstede’s four cultural dimensions (1979, 1980, 1982 and 1983; Hofstede and
Bond, 1984). According to Hofstede (1979, 1983), the first cultural dimension is
power distance; 1.e. the extent to which the less powerful members of institutions and
organisations accept that power is distributed unequally. The second is uncertainty
avoldance; 1.e. the extent to which people feel threatened by ambiguous situations,

and have created beliefs and institutions that try to avoid these.

The third is individualism versus collectivism; this reflects the position of the culture
on a bipolar continuum. Individualism is a situation in which people are supposed to
look after themselves and their immediate family only, whereas collectivism is a
situation in which people belong to groups or collectives which are supposed to look
after them 1n exchange for loyalty. The fourth is masculinity versus femininity.

Masculinity is defined as “a situation in which the dominant values in society are
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success, money, and things,” whereas femininity is defined as “a situation in which

the dominant values in society are caring for others and the quality of life.

Hofstede (1991, p. 164) added another dimension from his study of the Chinese
national culture originally labelled ‘Confucian dynamism’ which describes the time
orientation, long-term versus short-term. Long-term orientation cultivates virtues
oriented towards future rewards, in particular perseverance and thrift. Short-térm
orientation encourages virtues related to the past and present, in particular respect for

tradition, preservation of ‘face’, and fulfilling social obligations (Hofstede 1991, pp.
261-262).

In line with Hofstede (1979, 1980, 1982 and 1983) and Hofstede and Bond (1984),
Trompenaars (1993, p. 8) stated that the basis of cultural differences lies in three
classifications; those based on the relationship between people; those which arise
through time; and those which relate to the environment. He identified seven

fundamental dimensions of culture, five of which comes from the first classification.

Hofstede’s (1991) and Trompenaars’ (1993) studies on intercultural organisations
draw on the results of an earlier study by Geertz (1966) on person, time and conduct
on the people of Bali, i.e. that there were dimensions of culture that could be

interpreted differently by people from other cultures.

Hofstede’s (1979, 1980, 1982 and 1983) and Trompenaars’ (1993) studies were
similar because they are based on organisations consisting of people from different
cultures. Geertz’s (1966) study on the people of Bali is different from Hofstede and
Trompenaars® studies because Geertz studied people from only one culture. This
research 1s similar to Hofstede’s (1979, 1980, 1982 and 1983) and Trompenaars’
(1993) studies in the sense that this is a study on organisations but differs from them
because this research concentrates on one single nation. This research is similar to
Geertz’s (1966) study because it uses an intra-cultural approach. It is apparent that
although a majority of the individuals within the arena have the same culture, their

behaviour is quite different from one another.
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Studies on nrganisat'ional culture found that organisations are also tied to specific
cultures Hofstede (1979, 1980, 1982 and 1983) and Hofstede and Bond (1984),
Trompenaars (1993, p. 8). Davies (2000, p. 53) defined commercial culture as
values, the way the organisation does business, its management style and how it
treats its employees, customers, suppliers and other stakeholders.” Pettigrew (1979,
p. 574) stated that the culture of an organisation is a system of “...publicly and
collectively accepted meanings operating for a given group at a given time”. Schein

(1985, p. 9) provided the following definition of organisational culture:

A pattern of basic assumptions — invented, discovered, or developed by a

given group as it learns to cope with its problems of external adaptation

and internal integration — that has worked well enough to be considered

valid and, therefore, to be taught to new members as the correct way to

perceive, think, and feel in relation to those problems.
Therefore, even though the culture of a society identified several generic patterns of
value clusters that distinguish different cultural groups from each other, it seems that
within the cultural groups there is diversity, which could be explained by the cultural
theory risk rationalities (Thompson, Ellis & Wildavsky, 1990). Within the social
arena metaphor (Renn 1992¢), cultural theory could be used to identify the risk
rationality of each different policy system within the arena to help explain its
behaviour. The social arena metaphor seems able to explain the environment in

which the organisations operate and the interactions between the ditterent policy

systems in the arena and with the case organisation.

As a reflection, this research will observe the larger scenario, i.e. the action and

reaction of different policy systems in the social arena within which the organisations
operate, and how the different policy systems may have influenced the organisations’

risk reporting actions.

The above section gave the different studies on culture. For the purpose of this
study, culture will be taken to mean the ethnicity and the religious belief of the
majority of individuals within the case orgahisations and the environment in which

the case organisations operate. It should be noted that although the people has the
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same culture, they have different perceptions of risk which depends on their risk

rationality.

The next section will discuss risk and culture prior to discussing Islamic accounting,
risk and culture to help understand the differences that exist between individuals
even when they have the same culture; and to help understand the interactions of the

different policy systems within the arena of the case organisations.

Risk and culture

In this study it 1s crucial to see why culture 1s important to the understanding of risk
perception and risk reporting. Studies seem to show that there is an influence of
culture on how people react to risks, 1.e. culture influences the actions taken by the
subjects of the study, and there has been clear links between culture and accounting
or risk reporting where culture was equated to, for example, religious belief
(Gambling & Karim 1986; Hamid, Craig & Clark 1993; Maali, Casson & Napier
2006) and ethnic background (Haniffa 2001; Haniffa & Cooke 2005). Culture is
considered an important determinant of the course of action to pursue but as seen
earlier, culture itself is a concept which has many different interpretation and
definitions, since the response by the individual to an event itself may represent an

attempt to change culture. As stated by Bernstein (1996, p. 7):

To judge the extent to which today’s methods of dealing with risk are
either a benefit or a threat, we must know the whole story, from 1its very
beginnings. We must know why people of past times did — or did not —
try to tame risk, how they approached the task, what modes of thinking
and language emerged from their experience, and how their activities
interacted with other events, large and small, to change the course of
culture. Such a perspective will bring us to a deeper understanding of
where we stand, and where we may be heading.

Islamic accounting, risk and culture

The relationship between Muslims and Islamic culture is perhaps best stated by
Gambling and Karim (1986, p. 39):

The collective personalities or mazeways of the individual people who
comprise a group or society, form their culture, and accounting theory 1s
part of the personality and hence part of the culture. If the individuals are
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Muslims, their personalities are Islamic and their culture is Islamic.
Therefore their accounting theory is Islamic and encompasses the

Shari’ah along with much else.” (Gambling & Karim 1986, p. 39).

Shari’ah as defined by the Malaysian Accounting Standards Board (2004, p. 3), in its
Islamic Financial Reporting Standards FRSi1-1,094 means, “Islamic laws derived from
- Al-Qur’an and As-Sunnah (1.e. the acts or sayings of Prophet Muhammad (peace be

upon him))”.

In Islam, Shari’ah law (i.e. the Islamic law of human conduct) covers economic,
social and legal aspects of life, as well as spiritual matters. The economic law
requires firstly, keeping of proper accounts (A/-Qur’an, 2:282), secondly, the
payment of Zakat, a sum set aside for the economy, including relief of the poor (A4!/-
Qur’an, 9:60) and thirdly, the condemnation of usury, interpreted as any form of
taking advantage of the poor and ignorant, which 1s commonly interpreted as the

charging of interest (Gambling & Karim 1986, pp. 40-42).

It is clear that Islam imposes a need for an accounting system which is adequate to
provide the required tax-base on which Zakat should be paid. Al-Qur’an has
specified the different categories who are supposed to receive Zakat (Al-Quran
9:60). These include the poor, the deprived, people who cannot atford to pay their
debts, travellers, and ‘those in the path of Allah’ (Gambling & Karim 1986, p. 43).

Other recipients include health and education services.

On the prohibition of interest, Gambling and Karim (1986, p. 42) said that i1t 1s
arguable that this total rejection of any form of interest is correct since it 1s also
debatable whether the pure ‘time value of money’ can truly exist. Investment in the
bonds of a stable government may be free of the risk of default by the borrower, but
not of loss through depreciation of the currency itself. If the time value of money is
no more than a premium against risk, Muslims will condemn 1t on the grounds that
uncertainty in this world is the common lot of all men and women, and no one has

the right to exempt themselves from it at another’s cost (Gambling & Karim 1986, p.
42).
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Hence, risk 1n Islamic culture can be seen to be quite different from other cultures.
In Islamic culture, a degree of importance is placed on the integrity of the individual,
and all actions of the individual should be based on the A-Qur’an. If the economic
laws of keeping accounting records, payment of Zakat and the prohibition of usury
are to be assumed by an organisation, it should be prepared to face a series of
challenges which are quite different from the Western profit-based system. There

will be more value-based risks involving the individual and the organisation.

The organisation should also be aware that the Islamic economic law which seems
lentent on the individual; 1.e. based on trust, based on the individual’s
promise/words; comes coupled, all facts of the case being considered, with what may
be taken as some quarters as punitive consequences for those who break the rules.
Considering the various ways in which people respond to risk and uncertainty, there
is no way an organisation could impose one law without the other, since imposihg
the lenient economic law but not having the power to impose the punishments for

law-breakers is a recipe for mayhem.

Although Western influence is prevalent in regional colonies such as Pakistan,
Bangladesh and Malaysia, the religion element of culture seemed to have a higher
impact on business conducts of these Islamic nations; 1.e. the practice of commerce
and finance. Important business ethics in Islam flow from the practice of religion,

not from the codes imposed by the professional associations (Hamid, Craig & Clark

1993, p. 133). Maali, Casson and Napier (2006, p. 271) stated:

In Western models of accountability, firms (seen either as entities in their
own right or as represented by managers) are accountable to their
stakeholders; a major theoretical i1ssue is identifying who are the relevant
stakeholders who have rights to information, and how far such rights
extend. In these models, the responsibility and therefore the
accountability of companies are not considered to extend beyond human
society, and therefore such theories do not envisage any accountability to

God (Haniffa 2001, p. 9).

Important points to note are the main differences between Western and Islamic
banking, including firstly, the attention to people and their business, rather than on

accounts; secondly, the forbiddance of usury; which includes proscription of interest
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as well as any speculative transactions and financial instruments having inherent
interest content; and thirdly, forbiddance of hoarding of money or stores of value
such as gold and jewellery. This sets the case for a redefinition of risks for the
financial institutions, 1.e. risk of non-compliance with the A/-Qur’an. Considering
another perspective, Citibank’s David Hightower commented that Islamic banking
“is a way of mobilising part of the money supply, which has in the past been

relatively inert.” (As quoted in Temple 1992, p. 47.)

The essence of Islamic banking is to use money for a productive purpose, for
example, in the form of a partnership, where the provider of capital and the

entrepreneur shares in the financial risks and rewards of the venture (Temple 1992, p.

46).

There are not any specific criteria in the Shari’ah to which a Muslim might refer for
guidance as to what constitutes an allowable, non-speculative investment. The
assessment is a matter of conscience for the individual to grapple with, and Muslims’
decisions in this respect are fashioned by their belief that only God knows what is

speculative and what is not, and that they are answerable before God for their

investing actions.

Consequently, all Islamic banks have religious committees who may disagree on the
acceptability of certain issues themselves. But Temple (Ibid., p. 47) stressed the

measures taken by Islamic banks to avoid problems:

It is worth stressing at this point that bank of Credit and Commerce
International (BCCI) itself was not an Islamic bank as such although
certain of its funds were supposedly managed under Islamic banking
principles. As far as money laundering is concerned, since the A/-Qur’an
specifically prohibits intoxicants of any description, true Islamic banks
have sophisticated systems and rigorous scrutiny of customers and
transactions, designed to avoid the problem and to protect their own
image and integrity...market participants foresee the continuing
development of bona fide Islamic banking to the point where 1t represents
a significant, albeit perhaps not a majority, share in the banking markets
of most Islamic countries.

Baydoun and Willet (2000, p. 71) developed a theory about the form and content of

the financial information that should be disclosed in an Islamic financial statement.
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The theory suggests that Islamic re]igion as a cultural variable affects the
interpretation of certain accounting measures and the way in which information
should be disclosed. They identified two important criteria for Islamic accounting
firstly, a form of social accountability and secondly, a rule of full disclosure. They
suggested that the Islamic Corporate Reports (ICRs) should contain a value-added
statement (see Table 4) as the focus of performance of the accounting entity and a
current value balance sheet in addition to the historic cost balance sheet. These, they
said, would better serve the needs of users wishing to act in accordance with the

Islamic code.

Chapter Six will attempt to explore the extent of use of the Value-Added Statement
to the Annual Financial Statements as per Baydoun and Willet, 2000. Chapter Six
will also try to explore if the social amplification of risks by the different policy

systems within the environment affects the policy making of the case organisations.

Table 4: Value added statement

Sources of value added

£
Revenues X
Bought-in items (X)
Revaluation X
Distributions, p.

Beneficiaries (e.g. Zakat) X
Government (e.g. taxes) X
Employees (e.g. wages) X
Owners (e.g. dividends) X
Charities, mosques (e.g. gifts) X

Reinvest funds, p.

Profit retained (note) X
Revaluations X

BIE

Note: Detalils of the traditional form of profit and loss account would be shown in
the notes to the accounts. |

Maali, Casson and Napier (2006, p. 266) conducted a study in which they developed
a benchmark set of thirty items of social disclosures appropriate to Islamic banks
according to the Shari’ah law and applied these to the actual social disclosures

contained in the Annual Reports of twenty-nine Islamic banks in sixteen countries.

59



They also appliéd content analysis to measure the volume of social disclosures.
Their analysis suggests that social reporting by Islamic banks might be avolding
1ssues that could negatively affect their Islamic image, such as charging penalties
which resemble usury, whilst at the same time, promoting issues that could positively
promote their image, for example, through their charitable activities. This may be
due to the fact that “negative corporate image can have a serious economic

implication for organisations.” (Buhr & Freedman 2001, p. 294).

This practice is clearly against the principles of full disclosure and accountability of
individuals and organisations to God and the Islamic community. Islamic financial
institutions should disclose all information deemed important from the Islamic
perspective for people in the societies they operate, and not just the information that
would help in constructing a beautiful Islamic image. Maali, Casson and Napier
(2006, p. 286) also found that Islamic banks falls significantly short of their
expectations and that Islamic banks have not met the expectations of the Islamic

community.

This research adapts and integrates Maali, Casson and Napier’s (2006) benchmark of
social disclosures appropriate to Islamic banks (See Table 5 for a list of thirty
expected disclosures) to the risk disclosure categories (ICAEW, 1998) (See
discussion of the risk disclosure categories and Table 6, for the risk disclosure
categories) to highlight the risk disclosure categories appropriate to the Islamic banks
(see Table 16 in Chapter 3) which should be applicable to the Pilgrims Fund, as an
Islamic financial organisation. The integration of Maali, Casson and Napier’s (2006)
thirty expected disclosures according to the Shari’ah law to the ICAEW’s (1998) risk
disclosure categories will represent a contribution of this research to accounting since
the framework could be used to assess if the financial statements of an organisation
1s 1n accordance to Shari’ah law whilst at the same time showing the risk disclosure
categories as per ICAEW (1998). Table 5 shows the disclosure index based on their

expectations.

The above subsection discussed on the Islamic accounting, risks and culture. The

next section will give a detailed discussion on risk reporting.
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Risk reporting

This section will be divided into two main subsections, accounting disclosure and

information communication.

Accounting disclosure

This subsection shall discuss firstly, risk disclosure, accountability, transparency and

regulations and secondly, disclosure and culture.

~ Risk disclosure, accountability, transparency and regulatibns

Cvetkovich and Timothy (1992, p. 11) stated that, “Much .of the published advice for
improving risk communication consists of unsystematic unevaluated suggestions.
There 1s a great need for systematic evaluations of risk communication.” The
American Accouﬁting Association and the Financial Accounting Standards Board
jointly sponsored a conference in 1997 in which academics, analysts, board
members, regulators and corporate financial officers discussed and shared their
-perspectives on current accounting issues. In the “Risk and Financial Reporting”
session of the conference, issues related to developing accounting standards for risk
disclosures in financial statements were discussed; firstly, on the current disclosure
requirements and secondly, specific issues related to risk that complicate the
improvement of the reporting requirement process. The discussion suggested that

the United States companies were providing insufficient risk information in their
Annual Reports.

The general agreement on disclosure requirements was that they show inadequate
exposure about risks and uncertainties (see American Institute of Certified Public
Accountants (AICPA), 1987) despite the fact that there was authoritative guidance
on risk disclosures, i.e. Statement of Position (SOP) 94-6, Disclosure of Certain
Signiﬁcant Risks and Uncertainties, developed in 1994 (AICPA 1994a); as well as
by the Securities and Exchange Commission (SEC) (1997) in S-1 registration
statements and in Management’s Discussion and Analysis (MD&A) and the issuance

of new requirements by the SEC for market risk disclosure in 1997.
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In their commentary about the conference, Shrand and Elliott (1998, p. 273) stated

that the major questions raised were:

“(1) Which types of risks should be disclosed; and
(2) How should these risks be measured?”

They also raised the issues of the definition of risk as well as how risks could be
quantified. This 1s because the degree of management control over risks varies by
the type of risks and flexibility in making assumptions on risk measurement.
Flexibility could allow managers to make more informative disclosures, at the same

time, 1t could lead to manipulation.

On a broader scale, financial reporting standards (FRS) were established in an
attempt to standardise accounting practice. However, the judgements guided by the
definitions of the accounting concepts contained within the standards can often have
a major 1mpact on an organisation’s external reporting as due to their subjectivity

they are again subject to manipulation (Hronsky & Houghton 2001, p. 123).

In terms of nisk disclosure, 1n the United Kingdom in 1993, the Operating and
Financial Review recommended listed companies include a review of key risks. A
study (ICAEW, 1998) found that amongst the companies that have disclosed an
operating and financial review, only 13% made ‘available clear discussion of trends
affecting the future and 18% identified some relevant risks and uncertainties in the
main business that could have a considerable effect on future results. Another study
(ICAEW, 1999) found that companies make extensive disclosures about a wide
range of risks and related actions and measures i{l prospectuses but provide

substantial but rather less complete information in Annual Reports.

In view of the low percentage of companies making risk-related disclosures, the
ICAEW has 1ssued three discussion documents (1998, 1999 and 2002a) to encourage
company directors to report on risks in greater depth. The risk disclosures identified
were classified into six risks categories consisting of financial risks, operations risks,

empowerment risks, information processing and technology risks, integrity risks and
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strategic risks; using a risk model developed by one of the professional accountancy

firms (ICAEW, 1998) (See Table 6).

Table 6: Risk disclosure categories

Source: ICAEW (1998), Linsley and Shrives (2006, p. 402).

Financial risk Interest rate

| Exchange rate

Commodity

Liquidity

Credit

Operations risk Customer satisfaction
Product development
Efficiency and performance
Sourcing

Stock obsolescence and shrinkage
Product and service failure
Environmental

Health and safety

Brand name erosion

Leadership and management
Outsourcing

Performance 1ncentives
Change readiness
Communications
Integrity

Access

Empowerment risk

Information processing and technology
risk

Availability
Infrastructure

Integrity risk | Management and employee fraud
| Illegal acts
Reputation

Strategic risk . Environmental scan

Industry

Business portfolio
Competitors

Pricing

Valuation

Planning

Life cycle

Performance measurement
Regulatory

Sovereign and political
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It 1s important to note that most of these risks are not part of mandatory disclosure
requirements of Annual Financial Reports and therefore the majority of risk reporting

will be voluntary in nature rather than due to regulatory compliance.

Another effort to fill the gap of nisk reporting was made through corporate
governance, a process that comprises of directors’ accountability to the shareholders,
supervision of managerial action and setting strategic directions (Tricker 1984).
Corporate governance supervises and guides corporate behaviour (Rayman-Bacchus
2003, p. 180). The fact that stakeholder groups hold corporations to account for their
decisions and actions, made possible through the internet, suggests that corporate _
behaviour has become more open to scrutiny and action (Whysall 2000) and are

answerable to the public (Samuels 2001).

A further influence on the development of risk management systems in the United
Kingdom has been the internal control and risk management disclosure requirements
of the Combined Code of Best Practice in Corporate Governance produced by the
‘Turnbull Committee and published by the London Stock Exchange in 1993 where
listed companies are required to state that they maintain a sound system of internal
control, emphasizing the need for internal risk management procedures as well as to
recommend companies report externally on their key risks. Spira and Page (2003, p.
640) found that developments in corporate govemance reporting requirements,
brought about by recent changes in internal audit, allows for the appropriation of risk

and 1ts management by interested groups.

In their study, Beretta and Bozzolan (2004, p. 269) defined risk disclosure as, “the
communication of information concerning a firm’s strategies, characteristics,
operations, and other external factors that have the potential to affect expected
results.” They contended that, in the analysis of disclosure of risks made by public
companies, attention has to be paid not only to how much 1s disclosed but also to
what is disclosed and how. They proposed a framework for the analysis of risk
disclosure that considers four different but complementary dimensions: the content

of information; the economic sign attributed to expected impacts; the type of

66



-~ measures used to quantify and qualify the expected impacts; (the outlook orientation

of risk communication) and the managenal approach to the management of risks.

Based on the professional bodies’ (AICPA 1994b, Canadian Institute of Chartered
Accountants (CICA) 2001, FASB 2001, ICAEW 2002b) guidance on voluntary risk
reporting, on the accounting literature (Robb, Single & Zarzeski 2001), and on the
guidelines for risk assessment and analysis proposed by practitioners (Bell, Marrs,
Solomon & Thomas 1997; DeLoach 2000), Beretta and Bozzolan (2004, p. 270) built
their risk framework to analyse risk communication and proposed an index to

measure the quality of risk disclosure.

The contents of disclosures is reduced to the following categories: strategy (goals for
performance, mission, broad objectives, and way to achieve objectives); company
characteristics, such as financial structure, corporate structure (changes in ownership,
mergers and acquisitions), technological structure (core and support technologies),
organisation (organisational structure and human resources management), and
business processes (concerning the way operati-ons are managed); and environment
around the company (legal and regulatory, political, economic, financial, social,

natural and industry) (Zbid.).

For the analysis of the semantic properties of the information disclosed, they
proposed that disclosure is enriched by the way the expected impact of disclosed
risks are qualified and quantified. The communication measurement of the expected

impact can be articulated in two complementary components:

- the economic sign, that communicates the direction of the expected impact of risks

upon the future performance of the firm;

- the type of measure used in order to specify the economic sign. The measurement
can be expressed in qualitative or quantitative terms, using either monetary or non-

monetary scales (Ibid.).

Based on the guidance proposed by CICA (2001) and ICAEW (2002b) which

underlines the importance of communicating management’s approach to risks, the

67



capabilities and resources devoted to it, another dimension of analysis is considered
in the proposed framework: the outlook orientation. Outlook orientation reflects
both the time orientation of the information disclosed (information may just refer to
the actual state or be projected into the future and the approach management takes
towards adopted risk (disclosed information can simply communicate general
hypothesis or expectations concerning the future, or provide information concerning
management programmes or action to be taken in order to face exposed risks).

(Beretta & Bozzolan 2004, p. 271). Table 7 presents the classification scheme
proposed.

Table 7: A classification scheme: risk factors and semantic properties
Source: Beretta and Bozzolan (2004, p. 271).

Category Modalities

Risk factors |

Content Company strategy
Strategy

Company characteristics
Financial structure
Corporate structure
Technological structure
Organisation
Business processes
Environment around the company
Industry
Legal — regulatory environment
Environment: political, economic,
Financial, social, natural,
Legal — regulato

Semantic properties

Economic sign Positive
Equal
Negative
Not disclosed

Type of measures Financial quantitative
Financial qualitative
Non financial quantitative
Non financial qualitative
No measures

Outlook orientation Hypothesis — expectation
Programs
Actions or decisions taken
Actual state
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Linsley and Shrives (2006, p. 390) stated that Beretta and Bozzolan’s (2004) analysis
was the most extensive risk reporting study on companies to date. A key conclusion
was that firms focus upon disclosing information on past and present risks, rather
than future risks. Where future risks are disclosed, directors are reluctant to indicate
whether the impact 1s likely to be positive or negative. Additionally, directors have a
predisposition to self-justification when reporting on risk; that is they feel compelled
to attribute risks with negative outcomes to external events. Ascribing the cause of
negative outcomes to factors that are beyond directors’ responsibilities suggests

attribution theory (Aerts 1994) may be a factor in risk reporting.

Along similar lines, using available disclosure quality scores extracted from detailed
analysis of Annual Reports, Daske and Gebhardt (2006) found that the disclosure
quality of Austrian, German and Swiss firms which have voluntarily fumished
information and complied with the International Financial Reporting Standards in
response to specific stock market segments has increased significantly. Similar to
other UK studies (Firth 1979; Beattie, McInnes & Feamnley 2004b) and in the non-
‘UK study (Hossain, Perera & Rahman 1995), Ahmed and Courtis (1999, p. 49) found
that the corporate size was significantly associated with disclosure levels in Annual
Reports but that there was only a positive relationship between profitability and the
disclosure levels (Ahmed & Courtis 1999, p. 53). More specifically, a significant

association was found between the number of risk disclosures and the company size

(Linsley & Shrives 2006, p. 387).

Towards 1improving the quality of risk disclosure, in an earlier study, Linsley and
Shrives (2000) and Beretta and Bozzolan (2004) proposed that companies should
quantify the size of a risk wherever possible, as the placing of a monetary value upon
a risk enables the reader to assess its potential impact upon the company. However,
Linsley and Shrives (2006, p. 391) later stated that there are significant difficulties
associated with quantifying risks. The measurement of risk can be problematic
because of a lack of data (Frame, 2003). A risk measurement technique may only be
applicable in limited circumstances, for example when applying value at risk
methodologies (Dowd, 1998). Therefore, directors will often have to use best

judgement to estimate the size of a risk knowing that the eventual risk outcome may
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be quite different from this original estimate. As disclosure of estimated risk
quantification leaves directors open to ex-post censure, and potential legal claims
where 1nvestment decisions have been based upon these erroneous estimates, the
directors have a greater propensity to describe and discuss risks within the Annual

Report without providing quantified estimates of potential outcomes (Linsley &
Shrives 2006, pp. 391-2).

In terms of risk disclosure and the level of company risk, it could be postulated that
companies with higher levels of risk will disclose greater amounts of risk
information as the directors have a greater need to explain the causes of this higher
risk. In addition, these directors could have a strong incentive to detail to
shareholders and the wider stakeholder community on how they are managing this
risks and this would also result in higher levels of risk disclosure. Thus a positive
association between risk disclosures and risk levels would exist. At the same time,
companies with higher levels of risk may not want to draw attention to their
‘riskiness’ and therefore may be reluctant to voluntarily disclose significant amounts

- of risk information.

On the other hand, companies with lower levels of risk, perhaps because of the
nature of their business activities or their superior risk management abilities, may
wish to signal this through improved risk disclosure. There is the possibility of a
circular relationship between risk levels and risk disclosure. The ICAEW (1999)
have argued that companies disclosing more risk information will find that the
marketplace better understands the company’s risk position and the company is then
deemed to be less risky than before. Therefore, increased risk disclosure could

impact upon the perceived level of company risk, although to what extent is
unknown (Linsley & Shrives 2006, p. 391).

This research will adapt the risk disclosure categories (ICAEW, 1998) to categorise
the risks reported by the case organisations. Even though Linsley and Shrives (2006)
has stated that Beretta and Bozzolan’s (2004) analysis was the most extensive risk
reporting study prior to their study, Beretta and Bozzolan’s classification scheme

(Beretta & Bozzolan, 2004, p. 271) is best suited for companies in the private sector
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and not to the semi-govemmenf case organisations. At the same time, the
classification scheme would not categorise the risks reported by the case
organisations. Risk categorisation 1s important to this study because it intends to
explore the risk reporting of the organisation and possibly to find a reason linking

risk reporting to risk perception.

The above presented a discussion on risk disclosure, accountability, transparency and
regulations. The following subsection will elaborate on disclosure and culture, to

understand the impact of culture on disclosure.

Disclosure and culture

In their study, Haniffa and Cooke (2005, p. 391) seek to increase understanding of
the potential effects of culture and corporate governance on social disclosure in
Malaysia. They used ethnic background as the proxy for culture. The study showed
a significant relationship between corporate social disclosure and boards dominated
by Malay directors, boards dominated by executive directors, chair with multiple

'directorships and foreign share ownership.

Another study by Bimberg and Snodgrass (1988, p. 460) found that the presence of a

culture which 1s homogeneous and cooperative would lead to less emphasis and
resources could be spent on communicating across organisational levels and

directing information to the proper individual or work group.

In neighbouring Indonesia, Efferin and Hopper (2007, p. 254) suggested that the
cultural values of the Chinese business owners and the Pribumi (indigenous)
employees were complementary: i1t was the history of state discrimination and wealth
differentials that fuelled ethnic tensions, which were a latent residual from previous

Cras.

In another study on culture, 1t was found that the tone of voice portrays different

images in different cultures. In Nigeria, it was found that raising the tone is effective
for important issues, but in Malaysia, shouting is a sign of loss of face and colleagues

will not take shouting seriously (Trompenaars 1993, p. 69).
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The above section discussed disclosure and culture. The following section will
explain information communication because how the information is communicated

will have an effect on its perception.

Information communication

This subsection shall be further subdivided into internal information communication,
i.e. communication within the organisation and external information communication,
1.e. referring to communication with or between parties external to the organisation

and mass media influence on the information communicated.

Internal information communication

A study by Rowe and Struck (1999, p. 179) on internal information communication
stated that the most frequent objectives of information communication are to “get
precise information”, “transmit precise information” and to “discuss/exchange
information”. In order to get precise information, the mode of communication most
often used 1s the telephone. Other reasons why the telephone is used are to: “resolve

problem/decide”, and “discuss/exchange information”.

When transmitting precise information, individuals within the organisation normally
use written media, 1.e. email and fax. More ambiguous and interactive objectives
promote the use of the telephone which all studies rank higher in richness than voice
mail (vmail), email and fax (Zmud, Lind & Young 1990 and Rice 1992). Rowe and
Struck’s study (Rowe & Struck 1999, pp. 178-9) on the individual’s use of
telecommunication services (fax, email, vmail and telephone) within an organisation
showed that use is generally related to access. For example, use of internal telephone
depends on the access differences inside the company. -PeOple who share offices
have less privileged access to telecommunication services. Their study also showed
that people who have access to email and vmail use the phone 60% less than people

who do not.

The priority is to have clear reporting channels and protections for informers (Davies
2000, p. 3). Business unit management, group management and internal auditors

should monitor operations and seek explanation for irregularities (Davies 2000, p.
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58). With regards to the International Standards on Auditing (ISAs), internal
auditors are required by the Institute of Internal Auditors (IIA) (2000) to discuss
audit matters with the board of directors. The focus of communication by the
internal auditors 1s mainly the internal aspects of the organisation (Colbert 2002, p.
147). The internal audit department should therefore have the expertise to fulfil their

‘role as consultants and should be well coordinated with the audit committee and

external auditors (Nagy & Cenker 2002, p. 130).

External information communication

A study by Fraser and Henry (2003, pp. 43-44) stated that:

Respondents indicated that the shareholders were taking an interest in a
wider range of information than ever before. One risk manager indicated
that in his company assurances were given to shareholders on risk
management at the annual shareholders’ meeting with the presentation
being posted on the company website.
The wider range of information required by the shareholders represents a shift in the
~attitudes of the shareholders, 1.e. they want to know more about their investment,

including its risk management.

In terms of external information communication, organisations could learn from
other businesses and set communications policies (Davies 2000, p. 76). Results of
the study by Maali, Casson and Napier (2006, p. 278) proved that although the
Islamic principles upholds social issues in human conduct, the Annual Reports did

not disclose as much information as they could have.

This contradicts the findings of Buhr and Freedman (2001, p. 293) where culture
heightened voluntary disclosure in corporate reports. They found that in recent
years, the collectivist nature of the Canadian society has led to a higher level of

voluntary environmental disclosure in the environmental report.

In terms of market responses to the information communicated, Burton, Coller and
Tuttle (2006, p. 107) found that qualitative information induces varying beliefs
within the society because such information is interpreted using the relevant

knowledge possessed by the recipients.
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With regards to information communication from auditors, the International
Standards on Auditing (ISAs) require external auditors to communicate with the
client’s governing body. The focus of communication by the external auditors
mainly serves their duties to the external users. In terms of the audited companies,
information provided to employees preceding an audit appears to improve the
performance of the individual (Neidermeyer & Neidermeyer 2005, p. 26).
Management should therefore hold more informational meetings to discuss with
employees the expectations of the auditors as well as the management to reduce
employee errors. On the other hand, the board requires financial, operational as well
as compliance information from the auditors which are utilised to efﬁ;:iently and

effectively govern the organisation (Colbert 2002, p. 147).

Mass media influence

Media 1s a powerful influence on public attitudes, beliefs and intended behaviour
(Philo 1999; Kitzinger 1990; Bartels 1993; Miller 1995 and 2006). It establishes
public awareness of an issue (Eldndge, Kitzinger & Williams 1997, p. 168).
-Television and newspaper representations are the lens through which most people
view reality (Eldridge, Kitzinger & Williams 1997, p. 163). There i1s a clear
relationship between certain recurrent themes in news reporting and what 1s recalled,

understood, and sometimes believed by audience groups.

Some audience absorb considerable information from the press and television
(Kitzinger 1999, p. 5), even when the media have given false accounts (Miller 1995;
Philo 1999, p. 282), maybe due to the absence of other sources of data (Eldridge,
Kitzinger and Williams 1997, p. 167); whilst others scrutinise the information,
consequently rejecting messages interpreted as unrepresentative, illogical or
contradictorily covered in the different media outlets particularly due to their

personal experience (Eldridge, Kitzinger & Williams 1997, p. 162; Kitzinger, 1999,
p. 13).

Public interpretation of the media coverage could be influenced by cultural
associations and the underlying logic of the reporting (Eldridge, Kitzinger &
Williams 1997, p. 164). It is also possible to identify clusters of meaning and to link
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these to the social position of the audience and their interpretative communities (Héll
1973). Other studies showed that even if the public resists the dominant message of
a programme (Eldridge, Kitzinger & Williams 1997, p. 162), it will have conveyed

facts to influence their ideas, assumptions and attitudes.

In all forms, media help to shape the perceptions of key social i1ssues (Eldridge,
Kitzinger & Williams 1997,ﬁp. 160). They are regarded as “the 1ssue amplifiers; the
professional “theatre critics” who observe the actions on stage, communicate with
the principal actors, interpret their findings, and report them to the audience”, within
the arena metaphor. There are also the social amp]iﬁérs of risks (Kasperson 1992;

Renn, Burns, Kasperson, Kasperson & Slovic 1992; and Kasperson, Kasperson,

Pidgeon & Slovic 2003).

Through this comﬁlunication process, they influence the allocation of resources and
the effectiveness of each resource to mobilize public support within the arena. The
audience consists of other social groups who may be enticed to enter the arena and
‘individuals who process the information and may feel motivated to show their
support or displeasure with one or several actors or the arena as a whole. Part of the
political process is to mobilize social support by other social actors and to influence

public opinion (Renn 1992c, pp. 183-4).

Media power does not operate in a social vacuum. Media dissemination of a
message is a social process involving exchange of ideas and information between
two parties. Information from the media can either enhance or weaken ways of
understanding. The influence of any particular message relates to the value of a
particular item of information or a specific story in a social context and people’s
willingness to reiterate what they have read or seen (Eldridge, Kitzinger & Williams
1997, p. 165). Although media is not the audience’s only source of information, the
burden of good journalism is to seek information which do not fit and develop them

into critical accounts (Philo 1999, p. 283).

Jones and Xiao (2003) considered the media as a vehicle for corporate disclosure.
Bearing in mind that the audience wants more information from the organisation,

about changes in the economy and society, the media and the organisation should
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constructively think about these information needs, desp-ite the major perceptions of
the organisation on the media and vice versa. The first major perception of the
organisation on the media is that mass media representation of the organisation will
tarnish the organisational image through writing about the bad and ignoring the good.
Secondly, the media is anti-organisation, is biased, and tend to show the organisation
as insensitive to social needs. Media favours public interest groups. Thirdly, the

media are too powerful.

On the other hand, the first major perception of the media against the organisation 1s
that the organisation covers its wrongdoings. Secondly, it i1s manipulative, and
sometimes deceptive on information about itself. Thirdly, the organisation has

unrealistic expectations about how it should be treated and fourthly, business is

arrogant and self-deluding (Hoge 1983, pp. 296-297).

One of the reasons that the organisation may consider the media exposure as a risk 1s
due to the fact that from a different perspective, the media is seen as a watchdog for
accounting fraud (Miller 2006, p. 1001). The press rebroadcasts inhformation from

other sources such as analysts, auditors and lawsuits as well as from their own

investigation.

Miller stated that the media plays a dual-role whereby the business-oriented press 1s
more likely to undertake original analysis whilst non-business press rebroadcasts.
His study found that the determinants of press coverage include public interest and

investigation costs (Miller 2006, p. 1030).

The paragraphs above discussed information communication, i.e. internal
information communication, external information communication and the mass
media influence. The next section will give some thoughts on the literature review

and this research.

Some thoughts on the literature review and this research

The first section of this chapter examined the stewardship-accounting role of
management, ‘accountingisation’ and risk. It seems that through the modifications in

the recording methods for stewardship accounting, the management has increasingly
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made the records less transparent to the owners. This 1s worsened by the requirement
of adherence to accounting rules by professional bodies, such that lay persons would

find financial statements filled with accounting jargon, further limiting transparency.

Economically speaking, the preparation of financial statements itself is an art of
balancing the needs of the different users. The company must be careful so as not to
disclose too much information, making them vulnerable to competitors. At the same
time within the business world, owners and potential investors need information as to
what investments would give best returns. Thus the need arise to compare financial

information to estimate the best companies to invest in.

The concept of using financial statements for comparative purposes is quite different
in the statutory organisations in Malaysia. Prior to the year 2000, non-specificity of
terminology in the rules and regulations enabled some statutory organisations to
produce financial statements which have limited longitudinal comparability.
Longitudinal comparability is stressed because there is no necessity for investors to
compare between statutory organisations since each was set up with its own
objectives. This limited longitudinal comparability hampers efforts to measure the
performance of such organisations. In Malaysia rules and regulations to standardise
disclosure to facilitate uniformity, thus promoting longitudinal comparability, was
only made 1n the year 2000. Nevertheless, despite the lack of rules and regulations
on the financial reporting, it seems that other statutory organisations are producing
financial statements similar to that produced by the private sector enabling easy
access and comparability, and because of the ease of comparison, the financial

statements seems to be more transparents.

Even though there 1s no need for comparison of the financial statements of the
statutory organisations, because the statutory organisations invest the funds
contributed into them to generate profits to satisfy different objectives as specified in

the incorporating Act, organisations which received lesser returns were often

3 Easy access means the financial statements arc given free to anyone who has interest in them.
Comparability was facilitated due to usage of standard terms to represent items in the financial
statements throughout the years 1996 to 2003.
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criticised by their owners®. In the statutory organisations, it seems that the attitude of
the management 1tself plays a role in determining the amount of disclosure. Another
deciding factor seems to be how long the management have been in office, 1.e. how
well they know the organisation. The experience and the background that the

management have also seem to influence their disclosure’.

The second section is on risk perception. This section mainly discussed several
major sociological perspectives on risks, but due to the application of the social arena
metaphor and the cultural theory to this study it was explained in greater detail
compared to the others. Although there is vast literature on cultural theory, it seems
that Hofstede’s organisational culture 1s the most prominent. However, Hofstede’s
theories could not be applied to this research because Hofstede emphasized on inter-
cultural organisations, having different ethnicity and beliefs and living 1n different

countries.

The case organisations in this research are both operating within Malaysia and are
comprised of individuals, a majority of whom are from the same ethnicity and race.
Thompson, Ellis and Wildavsky’s cultural theory (1990) apparently will be most
successful in explaining most of the findings, 1.e. Although the subjects of the study
have the same culture, they may have different risk rationalities, which can result in
different attitudes towards reporting and the consequent disclosure or non-disclosure.
The cultural theory explains behaviour of the organisation and persons within the
organisation. It also explains the behaviour of the individual policy systems within

the social arena.

However, the interactions between the different policy systems are perhaps best
explained by the social arena metaphor which shows the movement mobility of
members of the different policy systems within the arena as well as the nisk reporting

between the different policy systems. The subsection on the social arena discussed a

® See percentages of negative reports in the media in Chapter Six.

" Management of the Armed Forces Fund has more experience in profit making organizations, since
they are also the management of other Main Board group of companies and has had a long tenure in
the organisation. Management of the Pilgrnims Fund has normally had a short tenure. The present
Chairman is the first with a business experience, i.e. he was involved in privatization of the Malaysian
Postal Service prior to joining the Pilgrims Fund.
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way of conceptualizing risk debates within the social sciences. There are different
policy systems within the arena. The hierarchy of control seems to start at the
political institution. Their findings are communicated to the social arena by the issue
amplifiers, 1.e. news reporters, web bloggers who each have their own motives. For
the economic-based 1ssue amplifiers, the more interest they generate, the more they
profit. On the other hand, if they have not seen possibility of profit from their

venture, they most probably will not report any issues®.

The third section discussed the risk reporting. This is divided into two sections,
accounting disclosure and information communication. Accounting disclosure
includes risk disclosure, accountability, transparency and regulations, as well as
disclosure and culture. Information communication aspects of risk reporting,
focusses on both internal and external information communication and the influence

of the mass media.

With the mandatory requirement that financial statements of the case organisations
be prepared according to the standards adopted from the private sector, there has
been a shift in some value-based organisation to report economic-based information
in accordance to the law. During the period 1996-2003 the Auditor-General has
given a higher number of clean reports to statutory organisations, demonstrating that
the statements have been prepared in a true and fair manner. However, one should
bear in mind that clean audit reports do not mean that the organisation has satisfied
the information needs of its audience. The benchmark is that clean audit reports
represents an ‘economic’ meaning of ‘clean’. The economic-based report would
certify satisfaction of the requirements of economic-based regulations. This may not
satisfy the requirements of the different policy systems within each of the case

organisation’s social arena.

The report would satisfy the needs of the economic-based user in economic-based
statutory organisations but would have neglected the needs of value-based users 1n

value-based organisations. It is expected that the value-based users will make their

® Some statutory organizations has numerous reports in the newspapers, others have very few. For
more information, refer to the findings in Chapter Six.
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concerns heard. It 1s not surprising therefore, when they used the media to air their

needs for more disclosure, especially on issues relating to the values they uphold.

Summary

This chapter was intended to give an underpinning idea of the research. The first
section examined the stewardship-accounting role of management,
‘accountingisation’ and risk. The section on risk perception mainly discussed several
major sociological perspectives on risks, but due to the application of the social arena
metaphor and cultural theory to this study these were explained in greater detail
compared to the others. Together they form the two main concepts underpinning this

research.

The third section -viewed the literature on risk reporting, divided into accounting
disclosure and information communication. Accounting disclosure discussed risk
disclosure, accountability, transparency and regulations as well as disclosure and
culture. Information communication focused on both intermal and external
information communication and the influence of the mass media. The next chapter

will discuss the research methodology and methods.

%))
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CHAPTER 3 RESEARCH METHODOLOGY AND METHODS

Introduction

The previous chapter analysed the literature. This chapter intends to explore the
methodology and methods of the research. Due to the fact that this research
investigates risk perceptidns, risk reporting and the social arena, the methodology
used will not just concentrate on the qualitative aspect but also on the quantitative,
where the measurements of the frequency of risk disclosure in the Annual Report and

the media are involved.

The social arena metaphor of risk debates (Renn 1992¢) forms one of the two
concepts underpinning this research. In Renn’s (1992c¢) study he looks at the
different policy systems within the arena. The theory he uses considered each
individual policy system and his social arena metaphor of risk debates depictéd how
the interactions between the different policy systems influence policy making. Other
accounting researchers (Georgakopoulos & Thomson 2005, 2006, 2007) have also
used this theory and applied the social arena metaphor. Applying Renn (1992c¢) to
this research, where the analysis on risk perception and the interpretation of the arena
metaphor are subjective and dependent on culture, beliefs and experiences, the
methodology attempts to interpret the subjectivity; thus adopting an

interpretive/qualitative appﬁroach on the subjective paradigm.
J

As opposed to the objective paradigm, the subjective paradigm focuses on meanings
to try to understand what 1s happening. The understanding of these meanings is
neccessary when inductively trying to consider the risk rationality of the individual
policy systems within the arena. Towards this end, this research applies both the
four rationalities (Renn 1992a, p.74, Schwarz & Thompson 1990, p. 9 and Adams
1995, p.37) and cultural theory on risk perception (Schwarz & Thompson 1990,
Thompson, Ellis & Wildavsky 1990).

Cultural theory i1s the second conceptual underpinning in this research. Besides
looking at each policy system individually, the subjective interpretivist stance also
requires looking at the totality of each situation and to develop ideas through

induction from data (Easterby-Smith, Thorpe & Lowe 1991). Thus, the research
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involves a mix of both qualitative and quantitati\?e methods. Within subjective
reality, where what is perceived as effective from one person’s point of view may not
be so in another’s, there exists no one essence of reality and no absolute laws. What
is effective or ‘true’ varies, depending on the observer or the subject. It is subjective,
depending on the perception of the subjects. The aim is to understand people’s
interpretations and perceptions; using atomism to understand the whole, on the basis
of the parts and at the same time, using holism to understand the parts on the basis of
the whole. Saren and Beech (2003, p. 10) very clearly showed the relationship
between ontology, epistemology, methodology and techniques, and the approaches

taken for this research have been circled (see Figure 4).

Ontology Harmony Conflict
~__ > l

Epistemology Pos\‘itivist @ Action

Methodology Hyp()th ticq-deductive @ Co-operative

Inquiry
7) 'l
Techniques .
Statistical Participajion
Testing

Experimental

Secondary data

Analysis _

Figure 4: The research philosophy approaches for this research

The following four sections will discuss the research ontology, epistemology,

methodology and methods.
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Research ontology

Aristotle argued that knowledge 1s gathered by observation and categorisation, and
he challenged the existence of ideal forms. He established that through repeated
observation of particulars, an understanding of the properties of an environment is
formed and these general properties are open to logical extension and analysis (in
Ryan, Scapens & Theobald 2002, p. 11). However, the same could not be said
‘would happen in a different space and time, in different environmental conditions.
There are questions as to the reality of events; how risks are perceived within the

social arena; and risk reporting.

An issue is in bringing together the appearances of reality (what 1s perceived) and the
reality of the thing in itself. Kant’s (in Ryan, Scapens & Theobald 2002, p. 15)
transcendental idealism tries to do this by stating that the notion of discrete objects as
knowable in an absolute sense 1s wrong, but rather they are known by the application
of certain principles of causality, space and time; that these principles are knowable a
‘priori, i.e. deductively, from a general principle to the specific expected facts/effects;
through the use of pure reason and are also synthetic in that they are true propositions
about the world. Kantian philosoplg states that reality is mentally constructed
whereas the common orthodoxy in the social sciences 1s that reality 1s socially

constructed.

This Kantian philosophy was later taken up by the critical realist who argues that
naive realism is clearly problematic and that reality does not subsist in the ‘surface
layer’ of objects (Bhaskar 1997). For example, the laws of behaviour (such as laws
of physical motion or the equations of quantum mechanics) have always existed —
irrespective of their discovery by human beings. Relativism on the other hand,
contains ideas which argue that truth is relative to the beliefs of the observer, and

theories are socially constructed.

The research ontology gives what is believed as the ‘reality’ — the way things are and
how things really work (Coulson & Ciancanelli 2003). From the title, and looking at
the first, second and third research hypotheses, this 1s a subjective research, i.e.

implied by suggesting the study of perception and values. At the same time, due to
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the second, third and fourth research hypotheses, reports are classified as objects i.e.
what and how much 1s 1n the report, and how it is categorised; are representations of
risk  perspectives. Therefore, the research ontology represents a
qualitative/subjectivist position in particular and will be discussed later as the

interpretivist methodology.

Research epistemology

The research epistemology 1s adopted from the critical and interpretivist paradigms.
These are employed to investigate how the social reality is created, since the research
1s concerned with understanding the social world; trying to be aware of the social
character of daily life. One of the central motives of qualitative research is to
identify in what ways the people being studied understand and interpret their social
reality (Bryman 1988, p. 8). In the research, theory would be used to provide
explanations of human intentions and adequacy 1is assessed through logical
consistency and subjective interpretation. In the interpretivist paradigm, Ryan,
Scapens and Theobald (2002, p. 42) quoted the dominant assumptions by Chua
(1986) and slightly adapted it, “Reality is socially created and objectified through
human interaction. Human action 1s intentio2il and has meaning grounded in the
social and historical context. Social order is assumed and conflict mediated through

shared meanings.”

For this research, the critical approach is chosen because an evaluation is needed on
the financial reports so as to be able to deduce whether the risk reporting has in been
made. For the second research hypothesis, the critical approach should be able to
scrutinise the reports for example, in what categories has risk been reported, where in
the reports are risks disclosed and who are the ones disclosing the risks. The critical
rationality determining reporting practice approach should also be used when
scrutinising the media, for example who reports the risks, what are they reporting and
how many times are they reporting it. On the other hand, the interpretivist paradigm
will be used in proving the first, second and third research hypotheses, i.e.
interpretation of the subjective factors such as risk rationality of the case

organisations, the individuals within it and the different policy systems.
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Saren and Beech (2003) stated that the interpretivist paradigm is socially constructed;
reality 1s shaped by social, political, cultural, economic, and ethnic and gender
values; crystallized over time. Morgan and Smircich (1980), in their subjective-
objective debate within social sciences pointed out that in the subjective-objective
continuum, the reality as social construction lays on the subjective part of the
continuum, where man is viewed as the social constructor, the symbol creator.
Reality appears as real to individuals because of human acts of conscious or
unwitting collusion. Epistemologically, how people come to know what they know’,

1s actually knowledge (Morgan & Smircich 1980).

Research methodology

The methodology 1s actually the theory guiding the choice of the methods and
justifying why a particular method(s) have been chosen. It is the relationship
between the researcher and what can be known, linking to epistemology. This
research follows the inductive and co-operative inquiry methodology. Towards the
subjective end in the subjective-objective continuum, reality appears as real to
individuals because of conscious human acts or of collusion. Using cooperative

inquiry means doing a joint-actiol. form of work to investigate the phenomenon.

With reference to Morgan and Smircich’s network of basic assumptions (1980, p.
492) (see Table 8), the core ontological assumption of this research is that reality is a
social construction. Correspondingly, the basic epistemological stance 1is to
understand how social reality 1s created. The favoured metaphors, is language game
as well as culture (see discussion in the next paragraph) and the research method is
hermeneutics. The methodology fies towards the subjective end of the subjective-
objective continuum (Morgan & Smircich 1980), trying to understand meanings of
what 1s happening, looking at each situation in its totality and forming ideas from

data.

In this study, the favoured metaphors consists of both language game and culture
because the study involves both analysing the interpretation of the interviews, i.e.
words used to express feelings; and the interpretation of the Annual Financial

Statements, 1.e. words used for risk reporting. It also favours culture because culture
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has an impact on how the respondents in the study react. Although this involves two
different stances in the continuum, Morgan and Smircich (1980, p. 492-493) stated
that, “The transition from one perspective to another must be seen as a gradual one,
and it is often the case that the advocates of any given position may attempt to

incorporate insights from others.”

Research methods

Specifically, under the inductive method, the researcher gathers evidence,
conceptualises the evidence and theorizes, i.e. doing ‘a posteriori’ argument. In
other words the research will interpret the situation, i.e. what reality is. Using co-
operative inquiry the research methods will be used to enable a critical interpretation
of the case organisations. Research evidence could mean any representation of the
situation; but in this fesearch, the focus is on risk perception and risk reporting. The
data gathering method that would be pursued is case study which incorporates
interviews, questionnaires and documentation review. The emphasis 1s on social as
well as economic view of operations and the understanding that human s sense-

making rather than objects of study.

Considering the research objectives and hypothesis, this research 1s based on case
studies because this method is useful in answering the research questions, what 1s

happening and why it is happening; and is concerned with “the detatled examination

of a single case” (David & Sutton 2004). As stateﬁ by Yin (2003, p. 1-2):

“As a research strategy, the case study is used in many situations to
contribute to our knowledge of individual, group, organizational, social,
political, and related phenomena. Not surprisingly, the case study has
been a common research strategy in psychology, sociology, political
science, social work (Gilgun 1994), business (Ghauri & Gronhaug 2002)
and community planning...In all of these situations, the distinctive need
for case studies arises out of the desire to understand complex social
phenomena. In brief, the case study method allows investigators to retain
the holistic and meaningful characteristics of real-life events — such as
individual life cycles, organizational and managerial processes,
neighbourhood change, international relations, and the maturation of
industries.”
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It 1s also well suited for studying the dynamic reporting in the media including the
internet (Brenner and Kolbe 1996; Eldndge, Kitzinger & Willlams 1997 and
Kitzinger, 1999).

With regards to the research objectives, this case study does not intend to modify
existing theories, but to conduct exploratory research. This exploratory approach,
seeking basic insights, seems sensible given that a study on risk research in statutory
organisations in Malaysia is a relatively new area. However, it is not the intention of -
this research to do a comparative study on the two case organisations, since bbth are
“unique” organisations (Yin 2003, p. 40) with their own incorporating legislative
Acts. This research also represents a “longitudinal case: studying the same single
case at two or more different points in time” (Yin 2003, p. 41) due to the analysis of
risk reporting in the Annual Financial Statements between the years 1996 to 2003.
Recognising the importance of case boundaries, the findings from this research
which represents a case study on two unique organisations over a period of time,
would therefore not be generalisable to other statutory organisations in Malaysia.

Thus, any theoretical analysis derived from this research would only be applicable

individually to each case organisation.

With regards to research methods, the case study draws on three different sources of
data: interviews with the organisations and members of the social arena; two sets of
questionnaires, the first on risk rationalities of individuals within the organisations '
and the second on the attitudes of the contributors and a review of hardcopy and
electronic documentation in web searches and e-mail responses. This research uses
case studies incorporating interviews, questionnaires aryl documentation review since

the mix of these research methods each have their own mernits. As stated by David

and Sutton (2004, p. 45):

“The use of mixed methods is the explicit attempt to gain some benefit
from different methods from across the different spectra. It is an attempt
to get the best of all the available options.”
w)
Amongst others the use of the interview method permit better understanding of

meaning since answers may be solicited not only verbally but also through body
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language. The use of questionnaires permits a wider respondénts base otherwise
unreachable due to limiting constraints such as money and time. The use of
documentation review allows access to primary information sourced from both case
organisations. “The use of mixed-method is likely to increase the quality of final
results and to provide a more comprehensive understanding of analyzed
phenomena.” (Sydenstricker-Neto n.d., p.1). Similarly, Burke Johnson and
Onwuegbuzie (2004, p.14) stated “A key feature of mixed methods research is its
methodological pluralism or eclecticism, which frequently results in superior

research (compared to monomethod research).”

Throughout the process, the researcher applies the four rationalities (Renn 1992a, p.
74, Schwarz and Thompson 1990, p. 9 and Adams 19935, p. 37) and cultural theory
(Douglas 1966 and Thompson, Ellis & Wildavsky 1990) to the findings from the
interview and questionnaire methods to capture the risk perception thus the risk
rationalities of the different policy systems. In addition, the review of documentation
seeks to supplement the findings derived from both the interviews and the
questionnaires. Although it is apparent that the research method which would best
secure the meanings from the different policy systems is the interview method, there
are time and financial costs that limit the quantity of interviews that could be made.
Therefore the researcher has to resort to other means such as the qﬁestionnaires and

the documentation review.

The main disadvantage of the questionnaire 1s that there 1s no personal
communication between the researcher and each respondent which may prove crucial
in a qualitative study. The main limitation of documentation review 1s that the
documents only reveal what the organisations want to disclose. At ‘imes, this may
not fulfil the information needs of the research. Findings from the mix of the three
methods are incorporated for each.case study. The social arena metaphor or risk
debates (Renn 1992c¢) is then applied to the arena of both case organisations giving a

graphical representation of the arena metaphor.

The above section discussed the risk philosophy in general whilst the next section

will discuss issues on research methods including choice of cases, the years chosen
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for the Annual Financial Statements, the problems of accessibility, control and the
secrecy oath, the consent to research and the research methods, i.e. interviews,

questionnaires and documentation review.

Issues on research methods:

Choice of cases

Although the main 1ntention was to research on the Pilgrims Fund, being the unique
financial institution set up to facilitate pilgrimage, the researcher has contacted five
other similar financially autonomous organisations; four of which are statutory
bodies and one a co-operative operating in similar environment although with
different turnover volumes. Only one other statutory body responded’. The General
Manager of the Co-operative gave verbal agreement to the research. Subsequent
findings showed that the co-operative was governed by a different set of rules and
regulations and comes under the responsibility of a Minister-in-charge of all co-
operatives. This renders it different from the statutory bodies. The General Manager
‘was arrested for breach of trust one week after he gave an interview for this research.
The following section 1s subdivided into similarities and differences of the case

organisations.

Similarities

The respondent statutory bodies are two out of the four financial institutions which
are recognised by the Malaysian Parliament as a Bumiputera Trust Agency'® which
entitle them to special privileges under the Malaysian constitution and 65%
entitlement of shares from the Ministry of International Trade and Industry (MITI).
Both organisations are governmental financial institutions which collect vast
amounts of money from their contributors cum members cum depositors cum
customers, mainly from the same. cultural group, i.e. belonging to the same ethnic
group and having the same religious belief, enabling the organisations the financial

strength to contribute to the economy.

? This other respondent was the Armed Forces }F{md.
'% http://www.parlimen.gov.my/hindex/pdf/DN-04-08-1998.pdf
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Both organ'isations are required to submit to government regulations concerning
them 1n addition to their own prescribing Act. The Armed Forces Fund operates in
largely the same legal, economic, ethnic and religious environment as the Pilgrims
Fund. Similar to the Pilgrims Fund, the Armed Forces Fund is also a statutory body

with its own Act of Parliament.

Differences

The Pilgrims Fund i1s a unique organisation in terms of the Malaysian Federal
Constitution because, normally, Religious Affairs come under the jurisdiction of the
different State Governments. Pilgrims Fund was established by an Act of
Parliament; therefore it is under the jurisdiction of the Federal Government and is the
responsibility of a Minister without portfolio in the Prime Minister’s Department.
The earlier Pilgrims Management and Fund Act 1969 (Act 8) was repealed and
replaced by a new Act, the Pilgrims Fund Act 1995 (Act 535), effective 1 June 1995.
With this legal change, many powers that were vested in the Monarch, as the Head of
Islamic Religion, in the earlier Act were transferred to the Minister. The Pilgrims

Fund has had some major changes in its management throughout the period of study.

On the other hand, the Armed Forces Fund reports to the Minister of Defence ever

since 1ts incorporation. There have not been any major changes to its incorporating

Act, the Armed Forces Fund Act 1973 (Act 101).

The years chosen for the Annual Financial Statements

At the time of data collection, the latest Annual Report secured was that of the year
2003. The years 1996 to 2003 were chosen to represent the years before, during and
after the financial crises within Asia in the later half of 1997 and as a direct impact of
the September 11 bombings in the United States, i.e. from wh'en the economy was
booming; through times of the A‘sia"h financial crisis and in the aftermath of the
bombings, through the recovery period to 2003. It should allow enough time for
compliance to the Malaysian Accounting Standards, later known as the Financial
Reporting Standards (FRS) a ‘blanket’ one rule for all mechanism imposed on the
statutory organisations effective from the year 2000 Annual Financial Statements so.

as to enhance reporting in economic terms as contradictory to some of the value
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terms associated to the organisations by the users. This ‘blanket’ mechanism
apparently was not very successful in creating comparable reports proven by the
introduction in 2007 of a new more detailed guideline on the preparation of financial
statements for statutory organisations, including the case organisations, effective for

the 2007 financial statements.

Problems of accessibility, control and the secrecy oath

In terms of the research methods, the researcher employed only methods ordinarily
accessible to the general public, i.e. the information derived from the case
organisations would be similarly distributed by the organisation to the general public.
There are access problems such as: a varying degree of willingness to accommodate
the research interview requested with time constraints being the main reason given
for not entertaining the request, besides stating that the study is not related to their

function.

In view of the secrecy oath which every employee has to pledge on initial
employment, restricting them from communicating any organisational information to
external parties, data collection was quite restricted. The researcher approached the
top management of each organisation for their consent to research. Therefore,
interviews with personnel were conducted and the questions were asked by the
researcher only after prior approval by the top management. Similarly, the
researcher does not have control over how long respondents were given to complete
the questionnaires, since in each organisation the questionnaires were left, to be
collected in a period of between seven to ten days’ time, with a manager who was
interviewed''; with directions to distribute them to the staff pczsibly from different
departments, including accounting, auditing, information technology, human

resources, strategic planning and risk management.

Consent to research

The Armed Forces Fund promptly responded to the research request. Their Strategic

Planning Manager called the researcher two days after the letter for consent to do

''In the Pilgrims Fund, the Branch Operations Manager and in the Armed Forces Fund, the
Processing and Information Technology Manager.
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research was mailed to the Chairman of the board. This is quite extraordinary
because organisations are usually quite strict about their expenses, and calling a
mobile in Malaysia could be quite expensive. The researcher was informed that the
Strategic Planning Manager was requested to give full assistance for this study by the
Chairman himself acting as a precedent as no other researcher was ever given such

degree of attention.

Meanwhile, however, there is some degree of reluctance in the Pilgrims Fund where
it initially did not respond to the requests sent. However, the researcher made
repeated phone calls and managed to talk to the Chairman’s Personal Assistant and

was referred to a manager in the Corporate Communications Department.

The above section referred to the issues on research methods. The following section

will discuss on the inethods used.

Research methods - Interviews

The interview is a research method particularly well suited to gather a broad range of
in-depth information from a few subjects. The researcher could analyse the results to
obtain a ‘bigger’ picture (Suler 1995), could discover how individuals think and feel
about a topic and why they hold certain opinions; and could be used to obtain
information on topics which people may feel uncomfortable discu%;ing otherwise.
An interview adds a human dimension to impersonal data, deepens understanding

and explains numerical data'’.

The semi-structured interview for this research combines the advantages of not
deviating from the main purpose of the interview and allows the researcher and
interviewee to engage in flowing conversation. The questions can be adjusted
according to the way the interviewee is responding, and the interviewer may
stimulate responses by adding self opinion. This structure requires much more skill,

but is far more interesting to conduct and reveals more about the interviewee (Suler

1995).

' http://www.evalued.uce.ac.uk/tutorial/4c.htm 05/09/2007
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The semi-structured interviews for this research were conducted on people within the

organisation as well as at a location outside the organisation. This is done to see if

there 1s any difference 1n the response that will be given to the interview questions.

Table 9 shows a list of the interviewees.

Table 9: List of interviewees

Institution
Pilgrims Fund

Armed Forces Fund

Rule Enforcer

Expert

Interviewees

Branch Operations Manager

Corporate Communications Manager

Human Resource Development Manager
Information Technology employee (off-location)
Ex-pilgrim (1) (off-location)

Strategic Planning and Quality Implementation Manager
Processing and Information Technology Manager

Senior Internal Auditor

Risk Manager

Ex-serviceman (1) (off-location) (Served more than 10 years,
Royal Malaysian Air Force, retired post-1973)
Ex-serviceman (2) (off-location) (Served more than 10 years,
Congo ex-serviceman, retired post-1973)

Ex-serviceman (3) (off-location) (Served less than 10 years,
Malaysian Territorial Army, retired pre-1973)

Ministry of Finance Officer responsible for statutory bodies

Chief Executive Officer of the Malaysian Institute of
Corporate Governance
Integrity Inspector from the Integrity Institute of Malaysia

An example showing the main questions asked and the reasons why these questions

were asked is given in Table 10. Due to constraints on the period of interviews and

sometimes the length of answers given, not all questions have been raised and not all

answers were secured during some interviews.
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Table 10: Main interview questions

To interviewees within the organisation:

I. What are your duties? Do you have a works procedures manual? Could you
show me them? Who do you report to? Reasons asked: To see if segregation of
duties were practised, to check internal control procedures and to find out if
employees knew the line of reporting.

2. What do you understand by the term risk reporting? How and to what extent do
you think your organisation has made risk disclosures? Reasons asked: To find
out what employees understand by “risk reporting” and to find out the extent of
risk disclosures by the organisation from the employees’ point of view.

3. How do you communicate risks within the organisation? How do you
communicate risks externally? Who are the parties interested in the risk
information communicated? Reasons asked: To seek the extent of risk
communication within the organisation, as well as externally, and to identify the
interested parties.

4. What do you see as rnisks? What do you think are risks in the organisation?
What external risks affect the organisation? How do you think the organisation
react to this risk? Does the organisation see this as a problem? Reasons asked:
To know the perceptions of risks internal and external to the organisation and to
relate employees’ perception of risks to the way in which they see the
organisation reacted to the risks.

5. Do you think the individual perceptions of people within the organisation are
important in tackling problems relating to risk? Reasons asked: To see how
united or divided the employees’ perceptions were.
To interviewees outside the organisation:

1. Are you satisfied with the services you received from the organisation? Would
you recommend how they could improve? Do you think they could have done
better? Did you feel left out or uncared for? Would you consider the
~organisation have fulfilled its objectives? Reasons asked: To secure positive or
negative perceptions on the organisation from the customers’ view point.

2. How are the audit report accounted for once the annual audit are done? What
follow-ups would you expect? Where are the records kept? Reasons asked: To
secure perceptions on the organisation from the auditor’s view point.

3. Where does your funding come from? Are you regulatory? Are you satisfied
with the performance of the organisations? What improvements would you
suggest to 1mprove them? What 1s the role of your Institute 1n this? Would you
say that risk reporting in the organisation could have differed with different risk
perceptions? Reasons asked: To establish the relationship between different
policy systems within each organisation’s social arena and to form an idea of the
relationship between risk reporting and risk perception.

4. How 1s the Integrity Instituted established? Could you show me the documents
that led to the establishment of this organisation? Do you think that the
performance of the organisations could improve? Could you suggest how? Do
you think risk perception within the organisations have influenced their risk
reporting? Reasons asked: To identify the purpose of existence of different
policy systems and their role in improving the performance of the organisation.

To identify any relationship between risk perception and reporting.
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Research methods - Questionnaires

The questionnaires were distributed to people within the organisation as well as at a
location outside the organisation. This is done to see if there 1s any difference in the
response that will be given to the questions. The purpose of issuing questionnaires is
to obtain information from other respondents not interviewed due to time and

resources constraints.

The questions for the questionnaire were adapted from a study by Thomson (2004).
The questions were asked using the five-point Likert scale. In this study, the five-
point Likert scale was chosen because it does not allow for the neutral point of view
but 1nstead, allow for the “not applicable” option. Although neutrality could be
chosen as the respondent’s true stance on the question, neutrality could also be
chosen to avoid answering the question or to avoid further scrutiny of the question.
The scale 1s chosen therefore, to force the respondents to think before they answer
each question. At the same time, due to the different set of respondents (i.e. the test
group of full-time undergraduate accounting students majoring in risk management
and two sets of part-time students studying for the professional examinations of the
Malaysian Institute of Certified Public Accountants (MICPA) or the Association of
Chartered and Certified Public Accountants (ACCA)) that the same set of
questionnaires were given, there are bound to be questions that the respondents see
as not applicable to their situation, thus the availability of the option. These three

groups of students will form a control on the response to the questionnaires.

The questionnaire was made up of fifteen sections each asking the respondents four
questions. The topics of the sections were belief, effectiveness of control measures,
control, risk exposures, attitudes towards risks, organisational teamwork, peer
influence, work supervision, fraud, training, organisational property, computer

security, physical security, employment and communication channel.

Each question 1s analysed according to the four myths as per Douglas (1966),

Douglas and Wildavsky (1983), Schwarz and Thompson (1990), Thompson, Ellis
and Wildavsky (1990), Adams (1995), 1.e. how a person from each rationality will

answer. Table 11 gives an example of the interpretation protocol for one section of
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the research. A more extensive interpretation protocol for the questions answered 1s

given in Table A9 in the appendix.

A different set of questionnaires which is much shorter was also emailed and
manually distributed to persons who have savings in the Pilgrims Fund. This
questionnaire was much shorter to obtain most response. The questionnaires are later
either emailed back to the researcher or manually collected. Although the

disadvantage of the email method i1s that it targets only a section of the market having

an email address as well as a computer connected to the internet, the intention is to

Table 11: Analysis of questionnaire questions from the respondent’s point of
view.
Results if the questionnaires are given to persons from the four myths of rationality.

(H=Hierarchist  I=Individualist E= Egalitarian F= Fatalist)

Effectweness

5 | A control measure is effective if it could stop risk exposure.
| H-Agree. (Bindingprescriptions)
| 1—Strongly disagree. (Relatively free from controlby others.) |
| E—Disagree. (Little respect for externally imposedrules)
| F—Agrec. (Regulationisatamaximum)

Control measures are never fully effective.

H — Agree. (‘Never fully’ - Rules are managed by a capable institution. Strong
oroup boundaries and binding prescriptions.)

I - Agree. (Relatively free from control by others.)

E — Agree. (The world is an unforgiving place and the least jolt will trigger its
complete collapse.)

F — Disagree. (Regulation at a maximum.)
7 Effectlveness of control measures reduces over time (Adams).

H - Strongly agree. (‘Effectiveness ... reduces over time.” (Rules are managed

by a capable institution. Binding prescriptions, everyone knowing his/her
1&0‘3.)

I - Agree. (Little respect for externally imposed rules other than those imposed

by nature.)
E — Agree. (Non-interventionist.)
F — Disagree. (Regulation at a maximum.)

Constant reviews are needed to maintain effectiveness (Adams).
H - Strongly agree. (Binding prescriptions.)

I — Disagree. (Nature is benign. One is relatively free from control by others.)
E - Disagree. (Constant reviews are arrived at democratically.)

F — Agree. (Basically Hierarchist.)
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secure the response of the would-be pilgrims from the younger generation. The
respondents to the questionnaires which were manually distributed and collected

varied in terms of their age. A copy of the questionnaire 1s given in Table 12.

Table 12: Questionnaire survey on keeping money in the Pilgrims Fund

1. Age: ~___.(Reason asked: To i1dentify if there 1s any change in the average
age group of respondents. When the Pilgrims Fund was first established, the
majority of the contributors were old aged persons, most with the infention of dying
in the Holy Land, however, with the present advances in technology leading to better
information communication, there seems to be more awareness in the younger
peneration to be contributors.)

2. How long have you kept your money 1n the Pilgrims Fund? (Reason asked: To
form an 1dea on the values attached by the contributors to savings in the Pilgrims
Fund. Longer savings period apparently shows trust and commitment as well as
weaker economic standing, shorter period shows recent awareness.)

3. Why do you keep your money there? (Tick all that are relevant.)
O To do the Pilgrimage. |

[0 For safekeeping.

(0 For the betterment of my religion.

To manage my savings in an Islamic way.

[0 No risk investment.

O Their record of money not being stolen is good.

O I could not think of any better place to deposit my money.

[1 The Pilgrims Fund is the only organisation in Malaysia to use to perform the
Pilgrimage. (Reason asked: To ascertain the values attached to the Pilgrims Fund by
the contributors.)

4. Would you still save with the Pilgrims Fund when you have performed the

Pilgrimage? (Reason asked: To ascertain religious values of the contributors).

5. Do you have savings anywhere else? (Reason asked: To ascertain religious
values of the contributors).

Research methods - Documentation review

Documents reviewed include legal documents such as the Armed Forces Fund Act
1973, (Act 101), the Annual Report and financial statements of the case
organisations for the years 1996 to 2003, the Pilgrims Management and Fund Act
1969, (Act 8), Statutory Bodies (Aécounts and Annual Reports) Act 1980, (Act 240),
the Auditor-General’s Reports, the Pilgrims Fund Act 1995, (Act 535) and the
Pilgrims Fund’s special pull-out magazines on 5 January 2003 and 27 December
2003, the special promotional magazine entitled ‘Lets aim for success’ and the
monthly news bulletins between January to June in the year 2005. These were

sourced through the case organisations, public libraries, and by means of the internet,
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i.e. through the Auditor-General’s and the Ministry of Finance’s websites as well as
through general google searches. The newspaper pull-outs from 5 January 2003 and
27 December 2003 were not 1n the archives of the e-newspaper and emails sent to the
news agency as well as the Pilgnms Fund Chief Executive Officer received no

replies. The method for data analysis will be discussed in a later section.

Limitations of the research

This section would explain the limitations of the research. The first limitation was
regarding the organisations studied. The researcher avoided approaching politically
problematic statutory bodies for example the Subang Golf Club which did not
prepare 1ts accounts since 1967 because non-reporting will render impossible trying
- to relate risk perception and risk reporting; or statutory bodies that were practically
inaccessible to the general public and have concentrated on the top performing larger
sized statutory bodies because they are assumed to have better reporting compared to

the problematic bodies.

‘Secondly, in the process of getting the organisations’ consent to the study, the
researcher wrote to their top management for permission to proceed with this study.
This was necessary for all governmental or non-governmental departments because
they normally impose an oath of secrecy on all employees in the form of an
agreement which each employee has to sign at first employment, expressly agreeing
that they will not reveal any information which they knew by reason of their office to
any outside parties. The only way that a person from outside the organisation could
get any information is by protocol, 1.e. approaching the top management who would
then give either a written or verbal permission or agreement to the research being

conducted. Only three of the six organisations responded, the first to do so being the

Armed Forces Fund.

The Pilgrims Fund and another organisation verbally agreed to the study. Although,
there has been no written response from these three organisations, their agreement to
the research has enabled the researcher to attain some necessary information.
However, this research is limited to only two of the three organisations due to the

General Manager of the third organisation being arrested a week after he gave an
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interview and further requests for interviews were rejected by the secretary to tﬁe
board. It was later found that co-operatives are bound by a set of rules and
regulations which is different from that applied to statutory bodies. Being case
studies, the results of the study would not be generalisable to all other organisations.
Furthermore, generalisability is not feasible as each statutory organisation has a

different incorporating Act and a different purpose of incorporation.

Thirdly, the data collection for the research, mainly the interviews, questionnaires
and the documentation needed, were mostly accumulated during July and early
August 2005 when the researcher was in Malaysia. The questionnaires were
collected between seven to ten days from the date of the first visit. This time period
was deemed necessary due to the length of the questionnaires, to give the
respondents enough time for to response. Due to time and resources, i.e. monetary
constraints 1t was not possible for the researcher to make more repeated journeys to
Malaysia to collect further information from the organisations. However,
supplementary documentation was found through internet searches and a set of

questionnaires were also distributed via email.

Fourthly, although the scope of this study covers the risk perception of the people
within the organisations towards risk, risk reporting, and the social arena of the
organisations in Malaysia, the information attained during the study i1s limited to that
made known to the researcher in her capacity as an outsider during the data
collection. This 1s pertinent to the study because it represents the information that
the general public could know on the organisations. It shows how much or how little
the organisation is willing to communicate and disclose to the general public who
would otherwise have no access. Therefore, some classified information on the
internal controls on risk within the organisations as well as measures to maintain

organisational reputation, if any, has not been available for this research.

Fifthly, the experts interviewed and emailed mentioned about an integrity study,
which was jointly conducted between the Malaysian government with the assistance
of researchers from a public university. The findings of this major research on

integrity of teenagers in school, has prompted the formulation of the National
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Integrity Plan, which provides for the setting up of the Integrity Institute of Malaysia.
This is an effort to help educate the new generation through integrity and instilling
beliefs and experiences, with the hope to build a different risk perception for them
from the present generation. However, the researcher found that this research was
embargoed by the government and thus 1naccessible. Lastly, the bibliography in this
thesis shows the items specifically mentioned within the thesis. These materials also

pro'vide a basis for the ideas in this study.

The above section dealt with the research philosophy encompas'sing the research
ontology, epistemology, methodology, methods and limitations of the research. The

following section explains how the data will be analysed.

Data analysis

As this research i1nvolves three main data collection methods, i.e. interviews,
questionnaires and documentation review, data analysis 1s done accordingly.
Interviews were transcribed and significant themes extracted. Questionnaires
findings were input into MS Excel to calculate simple percentages of the responses.
Documentation review was divided into three sections. The reviews were generally
based on the risk disclosure categories as per ICAEW (1998), the decision rules for
risk disclosures (Linsley & Shrives 2006) and 1n the case of the Pilgrims Fund; as per
an adaptation of Maali, Casson and Napier’s (2006) benchmark of social disclosure
in Islamic financial statements. Firstly, a basic count of how many times risk has
been disclosed in each risk category in the Annual Financial Statements was made.
Secondly, a basic count was made of the number of times risk reporting was made in
each risk category by the media. The frequency of risk disclosure in the Annual
Financial Statements was then compared to the frequency of risk reporting made by
the media. This information is then compared to the significant themes from the

interview and the questionnaires to answer the research questions.

Risk perception - Analysis of institutions

To study the risk perception of the individuals, initially, the questions were classified
according to what risk rationality each individual would strongly agree to. This led

to identification of the following rationalities to each question (Table 13).
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Table 13: Identification of rationalities to each question — strongly agree

Hierarchists would strongly agree to Questions 1,7, 8,9, 10, 12, 14, 15, 19,
25,27,29, 31, 32, 34, 36, 37, 38, 40, 45,
46, 48, 49, 50, 51, 53, 54, 59 and 60.

Individualists would strongly agree to Questions 3, 11, 17, 18, 20, 26, 28, 42

and 43.

Egalitarians would strongly agree to Questions 13, 22, 24 and 44.

Fatalist would strongly agree to Question 55

Non strongly agreed to Questions 6, 16, 21, 23, 30, 33, 35, 39,
41,47, 52, 56, 57 and 58.

The researcher found that the responses to the other questions will not significantly
be ‘strongly agree’ for any specific rationality. Therefore, due to the many numbers
of questions to which the hierachists could be identified with; to supplement the
above table, another analysis was done to triangulate, using the other extreme i.e.
factors that the four rationalities would strongly disagree to, leading to identification

of the questions that each would strongly disagree to in Table 14 below:

Table 14: Identification of rationalities to each question - strongly disagree

Hierarchists would strongly disagree to Questions 11, 17 and 30.

Individualists would strongly disagree to | Questions 2, 5, 9, 10, 12 and 15.

Egalitarians would strongly disagree to Questions 18, 28 and 35.
Fatalist would strongly disagree to No relevant questton.

The researcher realised that the questionnaires did not pay much attention to the
fatalist rationality. This was not purposefully done initially, but fits well into the
study because fatalists are not ‘cooperative’ people (since fatalists have a fatalistic
rationality), living in the high grid but low group category and will not voluntarily
have applied for employment in a hierarchist or egalitarian organisation in the first

place.

The responses for each organisation will be used to determine their rationality. The
results were averaged to find the average rationality of the respondents within the
institution. This 1s 1n accordance to the original idea of cultural theory applying to
organisations, instead of to individuals within the organisations (Thompson, Ellis &
Wildavsky 1990). Once the average rationality of the respondents was determined,
the results were reclassified into just two scales, agree or disagree to compare the

outcomes from the two institutions.
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As a control study, a similar survey was conducted on full-time undergraduate
accounting students (S) majoring in risk management and two sets of part-time
students (P) who are pursuing a professional accounting course (Malaysian Institute
of Certified Public Accountants (MICPA) and Association of Chartered and Certified
Accountants (ACCA)). The percentages were calculated based on the total responses
for each question for agree and disagree questions only. This 1s to show how many
percent of the respondents did answer the questions and those who did not chose ‘not
relevant’ as their answers. The percentage of respondents who chose not to answer
the questions or to choose ‘not relevant’ as their answer 1s not significant. Table 15

shows the findings from the control group.

Table 15: Findings from the control group

Students majoring in risk management
Strongly agreed to questions 1,2,8,9,10, 11, 12, 15, 18, 23, 24, 25, 27, 29, 32,
38, 40, 41, 43, 47, 49, 50, 51 and 53.

Strongly disagreed to questions | 17, 30, 52 and 55.

MICPA students

Strongly agreed to questions

1,2,5,8,10,11, 12, 14, 15, 18, 23, 24, 25, 27, 29,
30, 31, 32, 33, 34, 36, 37, 38, 40, 41, 42, 43, 45,
46, 47, 48, 49, 50, 51, 52, 53, 54, 55, 56, 58, 59
and 60.
Strongly disagreed to no questions.

ACCA students

Strongly agreed to questions 1,2,8,9,10, 11, 12, 14, 15, 18, 23, 24, 25, 27, 29,
| 30, 31, 32, 33, 34, 36, 37, 38, 39, 40, 41, 42, 43,
45, 46, 47, 48, 49, 50, 51, 52, 53,54, 55, 56, 58, 59
and 60.
Strongly disagreed to questions | 4, 6 and 17.

The responses from the control set, acted as a dummy for the actual findings. The
students majoring in risk management strongly agreed to 16 out of the 29 (55%)
questions that hierarchists would strongly agree to. They also strongly agreed to
three out of the nine (33%) questions that individualists would agree to. They
strongly agreed to one out of the five (20%) questions that the egalitarian would
agree to. At the same time, they strongly disagree to two out of the three (67%)
questions that hierarchists would strongly disagree to. This response showed that the

risk management students had hierarchist-individualist rationality, as is expected
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since most of them would soon be employed in hierarchist-individualist business
organisations such as audit firms or in the accounting department of various trading

organisations.

The MICPA students strongly agreed to 26 out of the 29 (90%) questions that the
hierarchists would strongly agree to, four out of the nine (44%) questions that
individualists would agree to and one out of the four (25%) questions that

egalitarians would agree to. This is very similar to the findings from the ACCA

group.

The ACCA students strongly agree to 27 out of the 29 (93%) questions that
hierarchists would strongly agree to, they strongly agree to four out of the nine (44%)
questions that individualists would strongly agree to and they strongly agree to one

out of the four (25%) questions that the egalitarians would strongly agree to.

[t seems that both the MICPA and ACCA students strongly agree to the only
_ Question that fatalists would strongly agree to. This strong hierarchist-individualist
mix 1s expected of professional accountants but their strong agreement to the fatalist
rationality would also understandably signify that as accountants, although they
could present the pros and cons of decisions, they do not have a final say on what
decision would be ta<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>