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ABSTRACT

The objective of the study is to examine the effect of firm size and profitability on the
extent corporate social disclosures in audited annual reports in Nigeria. A sample of twenty
quoted companies selected using the simple random sampling technique was utilized for the
study. Secondary data retrieved from content analysis of the audited financial reports of the
selected companies for 2011 financial year was employed in the study. The ordinary least
squares regression technique was used as for data analysis. There was a negative correlation
between the extent of CSR items disclosed and Firm Size. Profitability was positively related to
the extent of CSR disclosures by companies. We recommend that there is the need for regulatory
agencies to develop an environmental responsibility framework that focuses considerably on
utilizing firm interest and providing corporate incentives and penalties for corporate social
responsiveness and irresponsiveness respectively.
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INTRODUCTION

The evolving challenge in contemporary business firms is the need to reconfigure their
performance indices to incorporate societal and environmental concerns as part of the overall
objective of business. Corporate Social Responsibility (CSR) practices and reporting provides a
strategic framework for achieving this holistic re-appraisal of corporate performance. Although
it is not a new concept, Corporate Social Responsibility (CSR) remains an interesting area of
discourse for academics and an intensely debatable issue for business managers and their
stakeholders. Owing to the plethora of definitions linked to the concept, the notion of CSR has
led to the emergence of a variety of perspectives. However, the most commonly used definition

of Corporate Social Responsibility is that given by the Commission of the European
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Communities in 2001. According to the Commission, Corporate social responsibility is the
integration of social and environmental concerns by companies in their business operations and
in their interaction with their stakeholders on a voluntary basis. It suffices to note that the
increasing demand for companies to be socially responsible seems to have witnessed
considerable perceptual divergences especially within the context of the stakeholder-shareholder
debate. The idea which underlies the “shareholder perspective” is that the only responsibility of
managers is to serve the interests of shareholders in the best possible way, using corporate
resources to increase the wealth of the latter by seeking profits (Jensen, 2001). In contrast, the
“stakeholder perspective” suggests that besides shareholders, other groups or constituents are
affected by a company’s activities (such as employees or the local community), and have to be
considered in managers’ decisions, possibly equally with shareholders (Werhane and Freeman,
1999). The evolution of the theory of CSR redefines the shareholder perspective bringing to the
awareness of corporations the need for profit objective to be balanced with social considerations.

In Nigeria, corporate social reporting is still largely voluntary and companies exercise
considerable control over the choice to report or disclose their CSR related activities. The
motivation for disclosure could be perceived as a purely endogenous function of a company’s
evaluation of the cost-benefits of such disclosure and other associated firm specific factors. The
effect of economic rationality seems to have held sway as the inducement to corporate social
disclosure and its increasing growth especially within the context of voluntary CSR disclosures.
The research on corporate social responsibility (CSR) disclosure has attracted much attention
over the past three decades. This is largely due to the activities of oil and gas producing firms in
the host communities in the Niger-Delta area of Nigeria. The emission of gaseous substances and
the discharge of liquid and solid wastes are not without their attendant consequences on the
health and socio-economic activities of the people who reside in this area.

It should be noted that militancy and kidnapping of expatriates reared their ugly head and
reigned supreme in this region as a result of alleged neglect of the oil and gas companies to
perform their CSR functions to cushion the effects of the implications of their activities on the
people. A socially responsible company irrespective of the effect of its operations on the people
will likely receive popular appeal and gain prominence among the host communities.

According to Dhaliwal, Naiker, and Navissi, (2006) CSR reporting reduces the
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information gap between the firm and stakeholders and thus lowers the firm’s cost of capital.
Margolis and Walsh (2003) note that CSR reporting also provides a channel through which the
firm can manage its public image. As observed earlier, the investigation into the determinants of
CSR reporting in annual audited reports has seen quite a number of studies focusing on the role
of corporate characteristics such as firm size, leverage, and industry, among others (Gray, Kouhy
and Lavers 2001, Reverte, 2009). However, the existing evidence is inconclusive and hence there
is need for more studies to provide research evidences across contexts. More importantly, the
empirical evidence in this area from developing economies is still largely inadequate and a
number of reasons may account for this and of paramount amongst them being the voluntary
stance on CSR reporting. However, the study fills this gap by providing empirical evidence from

Nigeria in this regards.

2. LITERATURE REVIEW AND HYPOTHESES DEVELOPMENT
2.1 The Concept of Corporate Social Responsibility

There have been several definitions for Corporate Social Responsibility (CSR) but
according to an online study (Dahlsrud, 2008), the most commonly used definition of Corporate
Social Responsibility comes from that given by the Commission of the European Communities
in 2001. The commission defines the concept as the practice whereby companies integrate social
and environmental concerns in their business operations and in their interaction with their
stakeholders on a voluntary basis. Corporate social responsibility (CSR) is often seen as a
response to pressure from outside stakeholders who may be adversely affected by company
practices, or as a pro-active attempt by firms to pre-empt or at least mitigate these pressures and
enhance the reputation and value of the corporation. This integration of social and
environmental concern is important for sustainable development to restore and protect the
environment and conserve it for future generation.

In 1999 the World Business Council for Sustainable Development (WBCSD) defined
Corporate Social Responsibility as the commitment of business to contribute to sustainable
economic development, working with employees, their families, the local community and society
at large to improve their quality of life. Both the definitions by EU commission and WBCSD

have ethical concern for integrating social and environmental aspects and contributing
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sustainable economic development in the business. To improve the quality of life means all the
people are meeting their essential needs. CSR has become a key part in the strategies of
companies around the globe to promote sustainable development. In brief, the concept of CSR
encompasses many dimensions of business activity ranging from the social to economic to the
environmental. One early definition of CSR was proposed concept by Carroll (1979), who
argued that the social responsibility of business encompasses the economic, legal, ethical and
discretionary expectations that society has of organizations at a given point in time. Others such
as Frederick (1986) later argued that the fundamental idea of corporate social responsibility is
that business corporations have an obligation to work for social betterment.

Wood (1991) suggested that the basic idea of corporate social responsibility is that
business and society are interwoven rather than distinct entities; therefore, society has certain
expectations for appropriate business behavior and outcomes. Other contemporary definitions of
CSR reflect a narrowing of the term wherein society is replaced by more proximate stakeholders.
Bakker et al. (2005) argue that CSR reflects societal expectations of corporate behaviour that is
alleged by a stakeholder to be expected by society or morally required and is therefore justifiably
demanded of a business. In sum, CSR invokes and overlaps with a number of other concepts
used to describe the relationship between business and society (Crane and Matten, 2004),
including corporate social responsiveness (Acherman and Bauer, 1976), corporate social
performance (Wood, 1991) and stakeholder management (Clarkson, 1995).

According to Lea, (2002) CSR can be roughly defined as the concerns in business
operations, including Environmental dealings with stakeholders. CSR is about businesses and
other organizations going beyond the legal obligations to manage the impact they have on the
environment and society. In Environmental particular, this could include how organizations
interact with their employees, suppliers, customers and the communities in which they operate,
as well as the extent they attempt to protect the environment

However, the subject of CSR has been criticized on several fronts. This is because it is
seen as a distraction from the fundamental economic role of business or a nothing more than
superficial window dressing. CSR is also seen as aiding business to pose ineffective market-
based solutions to social and environmental crises, deflecting blame or problems caused by

corporate operations onto the consumer and protecting their interests while hampering efforts to
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find just and sustainable solutions (Corporate watch 2012). It has also been argued that CSR is
more of a Public Relation Issue where the companies act mainly in order to appeal to customers'
consciences and desires but with the true intention of benefitting themselves. CSR helps
companies to build brand loyalty and develop a personal connection with their customers
(Corporate watch 2012).
2.2 Company Size and Corporate Social Responsibility Disclosure

There is considerable consensus in the literature with regards to the effect of company size on
CSR reporting. The effect has been identified as positive as a firm size is expected to increase is
its information reporting level. There are at least three reasons for this link. First of all, large
firms are more willing to disclose information to reduce their political costs, since their higher
visibility can easily lead to more litigation and governmental intervention (Watts and
Zimmerman, 1978; Bujaki and Richardson, 1997). Secondly, owing to more developed internal
reporting system, the costs associated with a higher disclosure level are lower for large firms.
Thirdly, smaller firms are more likely to hide crucial information because of their competitive
disadvantage within their industry (Singhvi and Desai, 1971; Firth, 1979). These studies posited
that corporate size would be related to social responsibility activities because larger companies
are more likely to be scrutinized by both general public and socially sensitive special interest
groups. Exploring the relationship between size and social and environmental disclosures has
produced somewhat more consistent results (Balkaoui and Karpik, 1989; Trotman and Bradley,
1981; Adams et al., 1995; Adams and Hart, 1998; Hackston and Milne, 1996). Singh and Ahuja
(1983) find no relationship between size and social and environmental disclosures. According to
the Political Cost Hypothesis of Positive Accounting Theory larger firms have higher political
costs due to their visibility which might lead to higher government and society attention.
According to Hackston and Milne (1996) both agency theory and legitimacy theory also contain
arguments for a size-disclosure relationship. Also, larger companies have more shareholders who
might be interest in social and environmental disclosure. In addition, Firth (1979) suggests that
companies with higher visibility tend to report more information to improve corporate image.
2.3 Profitability and Corporate Social Responsibility Disclosure

According to Stakeholder Theory, economic performance of a firm affects management’s

decision to engage in corporate social and environmental reporting or disclosures. When
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companies are not performing well, economic demands take precedence over social and
environmental responsibility expenditures (Roberts, 1992). Furthermore, such a firm is less
likely to have the financial ability to disclose more information to satisfy the needs of the various
stakeholders of the company (Meek, Roberts & Gray 1995). Stakeholder theory postulates a
positive relationship between economic performance and the level of decision by a company to
engage in CSR reporting. According to Akerlof (1970) profitable firms are more likely to
disclose more information in order to screen themselves from less profitable firms. Prior
empirical research on the relation between corporate environmental performance and
profitability has reported mixed results. Bragdon & Marlin (1972) argued that both are not
compatible. Spicer (1978) sought to examine the implications of profitability on environmental
issues. However, Freedman & Jaggi (1992) examined the long-term relationship between
corporate social and environmental performance and corporate performance, using the
percentage change in three pollution measures and various accounting ratios as empirical proxies
for environmental performance and corporate. An inverse relation between environmental and
corporate performance is in line with the orthodoxy associated with traditional economic thought
that depicts this relation as a tradeoff between the firm’s profitability and acting on its
environmental responsibility (Freedman, 1992).
2.4 Theoretical Framework

e Stakeholder Theory

Freeman and Reed (1983) have identified stakeholders as ‘those groups who have an interest
in the actions of the corporation. In a follow-up study, Freeman (1984) revisited stakeholder
theory and redefined stakeholders as any individual or group who has an interest in the firm
because he (or she) can affect or is affected by the firm’s activities. Carroll (1993) has defined a
stakeholder as ‘any individual or group who can affect or is affected by the actions, decisions,
policies, practices, or goals of the organisation. Stakeholders can be identified by the legitimacy
of their claims which is substantiated by a relationship of exchange between themselves and the
organisation, and hence stakeholders include stockholders, creditors, managers, employees,
customers, suppliers, local communities and the general public. Stakeholder theory suggests that
an organisation will respond to the concerns and expectations of powerful stakeholders, and

some of the response will be in the form of strategic disclosures. Stakeholder theory provides
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rich insights into the factors that motivate managerial behaviours in relation to the social and
environmental disclosure practices of organisations. Previous social and environmental
accounting research which utilised these theories indicate that organisations respond to the
expectations of stakeholder groups specifically, and more generally to those of the broader
community in which they operate, through the provision of social and environmental information
within annual reports, and in so doing reveal the legitimation motives underlying such
organization’s disclosures..

Hypotheses Statements

H1: There is a significant relationship between Profitability and the extent of CSR Disclosure by
quoted firms in Nigeria.

H2: There is a significant relationship between company size and the extent of CSR disclosure

by quoted firms in Nigeria.

3. METHODOLOGY

The design adopted for the study is cross-sectional research design. The design is well
suited in examining the several sample units across time. The population of the study covers
quoted companies in the oil and gas sector. The population of the study consists of all quoted
companies in the oil and gas sector. A sample of 20 companies was selected using the simple
random sampling technique. Secondary data were utilized for the study from annul reports for
2011 and content analysis was adopted in extracting the data for the dependent variable. In
extracting the information on the extent of CSR disclosure, we also used content analysis. The
extent of disclosure can be taken as an indication of the importance of CSR disclosure to the
reporting entity (Krippendorf, 1980). We used the ordinary least squares regression analysis as
the data analysis method. Four tests were conducted to test the critical assumptions of the OLS
regression namely; normality test, the assumption of linearity of the model parameters. Thirdly,
is the assumption of homoscedasticity which requires the variance or standard deviation of the
dependent variable within the group to be equal and fourthly is the assumption of independence
of error terms. Finally, to test for multicollinearity, this study applies correlation coefficient and
variance inflation factors (VIF) tests.

4. MODEL SPECIFICATION
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The model for the study is specified thus;
CSRDISC =F (SIZE, PROFIT, ORIGIN, U )...... (1)
This can be re-specified in regression form as;
CSRDISC = a +f; SIZE +p, PROFIT+B3 ORIGIN + Uiy 2

Where:
CSRDISC = CSR Disclosure. This study used content analysis by word to quantify
environmental reporting in Nigerian corporate annual reports used in 2011. Based on previous
studies by Deegan and Gordon (1996), Suttipun and Stanton (2012), there are 22 themes that can
be used to categorize CSR information in annual reports. The data for Extent of corporate social
responsibility reporting (ECSRR) was computed from content analysis of the number of items
disclosed in a company’s audited financial report.
PROFIT = Profitability proxied by Profit after tax (PAT)
SIZE = Company Size (proxied by log of total asset,)
ORIGIN = country of origin of the company used as a control variable. It is dummy variable
with 1 = international, 0 = domestic.
U, = Stochastic term

The apriori signs are By~ 0, B,>0, B;> 0, By >0

5. PRESENTATION AND ANALYSIS OF RESULT

Table 1. Descriptive statistics

SIZE PROFIT ORIGIN CSRDISCL
Mean 52190317 11986984 0.45 2.6
Median 11923619 1275531 0 2.5
Maximum 2.36E+08 1.26E+08 1 5
Minimum 136062 -97974 0 1
Std. Dev. 74239240 29409794 0.510418 0.9947
Jarque-Bera 5.938269 113.2959 3.334694 0.984
Probability 0.051348 0 0.188747 0.6114
Observations 20 20 20 20

Source: Eviews 7.0

Where;

Size= company size

Profit= profitability of company measured by net profit.

Origin= Country of origin of the company, dummy variable with 1 = international, 0 = domestic.
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Analysis of Descriptive Statistics

From the descriptive statistics of the variables (table 1), it is observed that size has a
mean value of 52190317 and a maximum and minimum value of 2.36E+08 and 1306062
respectively. The standard deviation measuring the spread of the distribution stood at 74239240
which is very large and indicates considerable dispersion from the mean and that the distribution
is inclusive of firms with significant variations in their size. The Jarque-Bera-statistic stood at
5.94 and the p-value of 0.00 indicates that the data is normally distributed at 5% level of
significance (p<0.05). Profitability is observed with a mean value of 11986984 with maximum
and minimum values of 1.26E+08 and -97974 respectively. The large standard deviation value of
29409794 indicates considerable dispersion from the mean. The Jarque-Bera statistics of 113.
2959 and p-value of 0.00 indicates that the series satisfies the normality criterion and that
selection bias is unlikely in the sample. The mean value for origin is 0.45 and this shows that
about 45% of the companies in the study have a domestic origin and are owned by Nigerians.
The standard deviation stood at 0.51 indicates the existence of clustering of the sample around
the sample mean. The Jarque-Bera-statistic of 3.55 and the p-value of 0.2 indicate that the
distribution fails the normality (p<0.05). 0.00 indicate that the distribution is normal. Finally, the
mean value for the number if items disclosed is 2.6 with a maximum and minimum value of 5
and 1 respectively. The standard deviation stood at 0.99 suggesting the presence of some
clustering of the distribution about the mean. The Jarque-Bera-statistic of 0.9 and the p-value of
0.6 indicate that the distribution fails the normality test (p<0.05).

Table 2 Pearson Correlation Result

Size profit origin CSRdiscl
Size 1
Profit 0.07712 1
Origin 0.040747 0.256308 1
Discl 0.427683 0.544295 -0.16586 1

Source: Eviews 7.0
Analysis of Correlation Result

Table 2 presents the Pearson correlation coefficient result of the variables. As observed,
Company Size and Profit were positively and strongly associated (r=0.077). Industry (IND) also
showed positive correlation with company size (r=0.23) and with profits (r=0.03). Company

Origin was also positively correlated with company size (r=0.04). Finally, the number of
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Disclosure (DISCL) items is observed to be positively correlated with Company Size (r=0.43),
with Profit (0.54) and a negative correlation with Origin (-016). The correlation coefficient
results show that none of the variables are very strongly correlated and this indicates that the
problem of multicollinearity is unlikely and hence the variables are suitable for conducting
regression analysis.

Table 3 Regression Result

Dependent Variable: CSRDISCL

Method: Least Squares
Included observations: 20
White heteroskedasticity-consistent standard errors & covariance

Variable Coefficient Std. Error t-Statistic Prob
C 3.814567 0.809286 4.713496 0.0003
SIZE -7.93E-10 4.47E-09 -0.177373 0.8616
PROFIT 2.33E-08 9.04E-09 2.579653 0.0209
ORIGIN 0.5907 0.422766 -1.397222 0.1827
R-squared 0.433702

Adjusted R-squared 0.282689

S.E. of regression 0.842473

F-statistic 2.871957

Prob(F) 0.000

Mean dependent var 2.6

S.D. dependent var 0.994723

Akaike info criterion 2.707367

Durbin-Watson stat 2.212043

Source: Eviews 7.0
CSRDISC=3.8146 -7.93E-10 SIZE;; + 2.33E-08 PROFIT;; + 0.59070RIGIN;; + U;

(4.71) (-0.177) (2.579) (-1.397)
N:B. The t-value are in parenthesis

Analysis of Regression Result

Table 3 shows the ordinary least squares regression result conducted using Eviews 7.0.
The white heteroskedasticity-consistent standard error is used to control for possible
heteroskedasticity in the model. The R? coefficient of determination was 0.43 which indicates
that the model explains about 43% of the systematic variations in the dependent variable. The
Adjusted R? which controls for the effect of inclusion of successive explanatory variables on the
degrees of freedom was 0.28. The F-stat value of 2.87 and the associated p-value of 0.05 indicate
that the hypothesis of a joint statistical significance of the model cannot be rejected as 5% and
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the linearized specification of the model is not inappropriate. The evaluation of the slope
coefficients of the explanatory variables reveals the existence of negative relationship between
number of corporate social disclosed and Firm Size as depicted by the slope coefficient of -
7.93E-10. The result is however not significant as the p-value of 0.86 exceeds the critical p-value
of 0.05 exceeds. Profits was positively and significantly related to the extent of environmental
disclosure by companies as indicated by its slope coefficient value of 2.33E-08 and p-value of
0.02 which exceeds the critical p-value of 0.05 at 5% level (p<0.05). The effect of company
Origin was positively related to the extent of corporate social disclosures by companies as
revealed by the slope coefficient of 0.59. The relationship is however observed to be
insignificant as the p-value of 0.18 exceeds the critical p-value of 0.05. Finally, the Durbin-
Watson value of 2.2 indicates that stochastic dependence between successive units of the error

term is unlikely in the model.

Discussion of the result

The evaluation of the slope coefficients of the explanatory variables reveals the existence
of negative relationship between number of corporate social disclosed and Firm Size. The result
is however not significant as 5% level. Consequently, the hypothesis of a significant between
CSR disclosures and the size of the reporting firm is rejected. The finding is at variance with our
apriori expectation as well as previous reports (Gray, 2008, Gray, Kouhy and Lavers 1995,
Owolabi 2008, and Suttipun and Stanton, 2012) that the size of a firm was a positive determinant
of social and environmental accounting disclosure. However, given the discretionary stance on
environmental disclosure, several authors have pointed out that companies often evaluate the
cost-benefits of such disclosures and if the cost exceeds the benefit, irrespective of the company
size disclosures may not be made or the scope increased. Profits was positively and significantly
related to the extent of environmental disclosure by companies at 5% level (p<0.05). This
suggest that more profitable companies are more likely to increase the extent of their corporate
social disclosure and less profitable companies are more likely to reduce the extent of their CSR
disclosures. Hence we accept the hypotheses of a significant relationship between CSR
disclosure and profitability of a reporting firm. The finding is in tandem with our theoretical

expectation and is also consistent with previous reports such (Russio and fount, 1997; Islam
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2010). On the other hand, our finding was inconsistent with those of King and Lenox, (2001)
and Suttipun and Stanton (2012). The effect of company Origin was positively related to the
extent of corporate social disclosures by companies. The relationship is however observed to be
insignificant at 5%. This suggests that companies with foreign ownership may be more
environmentally responsive and improve their CSR disclosures than companies with local
ownership. Though, the findings in this regards are far from conclusive when considered with
other reports (Owolabi 2008; Ayoola 2011), it however provides evidence that international
companies make more CSR disclosures than the domestic companies.

4.1 Diagnostics Test for the model.

The following tests were conducted for the model to ensure that basic ordinary least
squares assumptions have not been violated and that the estimates resulting from the model were
the best, linear unbiased estimates of the population parameters. The tests were Autoregressive
Conditional Heteroskedasticity (ARCH) for heteroskedasticity test, the LM test for
autocorrelation and the Ramsey reset test for the model specification.

Table 4 Heteroskedasticity Test

F-statistic 0.139356 Prob. F(1,17) 0.7135
Obs*R-squared 0.154484 Prob. Chi- Square(1) 0.6943

Source: Eviews 7.0

The table 4 reveals that the p-value s for both the f-statistics and the observed R- squared
were 0.71 and 0.69 respectively using residual lag length of 2. The values are greater than the
critical value of 0.05 at 5% significance level. This shows that there is no evidence for the
presence of heteroskedasticity. Hence there is violation of the constant variance assumption of

the ordinary least squares.

Table S Ramsey RESET Test
Specification: CSRSCL C SIZE PROFIT ORIGIN

Value df Probability
t-statistic 0.55253 14 0.5893
F-statistic 0.305289 0.5893
Likelihood ratio 0.431441 1 0.5113

Source: Eviews 7.0

The Ramsey Reset Test (table 5) shows that the p-values for the t-statistic and f-statistic of 0.847

and 0.844 respectively are greater than the critical value of 0.05. This shows that there is no
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apparent non-linearity in the regression equation and it would be concluded that the linear model
is appropriate.

Table 6 Breusch-Godfrey Serial Correlation LM Test:

F-statistic 1.654683 Prob. F(2,13) 0.229
Obs*R-squared 4.058241 Prob. Chi-Square(2) 0.1315

Source: Eviews 7.0
Table 6 shows the Breusch-Godfrey correlation LM tests for the presence of autocorrelation.

The result reveals that the p-value of the f-statistics and the observed R-squared were 0.29 and
0.13 respectively using a residual lag length of 3. When compared to the critical value of 0.05,
the p-values are noticed to be higher and this shows the non-existence of autocorrelation. Hence
the estimates of the regression follow the non-violation of the zero covariance assumption of the
ordinary least squares and the estimates are free from any bias.
6. CONCLUSION AND RECOMMENDATION

CRS has attracted much attention over the past three decades. As a critical avenue of
stakeholder management, CSR disclosures shapes external perceptions of the firm, helps relevant
stakeholders assess whether the firm is a good corporate citizen, and ultimately justifies the
firm’s continued existence to its stakeholders. A greater level of disclosure is itself a form of
corporate environmentalism. The study provides insight into the effect of corporate social
disclosure. In this regards a negative relationship was observed between the extent of
environmental items disclosed and Firm Size. The effect of company Origin was positively
related to the extent of CSR disclosures by companies. Finally, profit had positive and significant
relationship to the extent of CSR disclosure by companies. We recommended that further studies
should evaluate the influence of other corporate factors on CSR reporting. There is need for
regulatory agencies to develop a CSR framework that focuses considerably on utilizing firm

interest and providing corporate incentives and penalties for corporate irresponsiveness.
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