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Abstract: This study examines 225 Malaysian public listed firms’ compliance with IFRS mandatory 
disclosure requirements during 2008. Two unweighted methods of measuring compliance are used: the 
dichotomous method and the partial compliance method. The results show that the partial compliance 
method produces significantly lower aggregate compliance scores. Whilst the partial compliance 
method will produce a more conservative estimate of the aggregate compliance scores, the 
dichotomous method will give more weight to standards with more disclosure items (e.g., FRS136). By 
implication, if the dichotomous method is used for regulatory purposes, firms that do not comply with 
standards with more disclosure items will be more disadvantaged than firms that do not comply with 
standards with fewer disclosure items. Overall, this study demonstrates that the two methods produce 
significantly different compliance scores. 
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INTRODUCTION 

 
The main objective of this study is to measure compliance with the mandatory disclosure requirements of 

the International Financial Reporting Standards (IFRS) by using two approaches of measuring compliance: the 
commonly used dichotomous approach and the alternative, the partial compliance unweighted approach. 
Measuring compliance with mandatory disclosure requirements is of interest not only because it contributes to 
the scarce empirical literature on this topic (see Kent and Stewart, 2008; Hossain and Hammami, 2009) but also 
because it provides some useful insight into the effectiveness of external auditors and enforcement bodies in 
monitoring firms’ compliance with the requirements of accounting standards (Al-Shammiri et al., 2008). This 
research agenda is particularly relevant and important in the context of emerging and developing markets, 
whereby incentives for non-compliance are shaped by institutional factors such as an inadequate regulatory 
framework, ineffective enforcement mechanisms and a shortage of qualified accountants (Ahmed and Nicholls, 
1994; Al-Razeen and Karbhari, 2004; Yeoh, 2005). The requirement for public listed companies in Malaysia to 
comply with the accounting standards is mandated by law, and is enforced through the Securities Commission 
of Malaysia. Since 2006, the contents of Malaysian accounting standards have been revised to make them 
identical with IFRS on a per standard basis. Malaysia declared it would achieve full convergence with IFRS by 
2012. Whilst it is still too early to measure the extent and impact of compliance after the full convergence with 
IFRS, our study documents the extent of compliance with twelve IFRS that have been adopted in Malaysia since 
2006. This means that this study involves a far-reaching investigation of aggregate compliance to enrich the 
existing evidence, which is based on only one accounting standard (e.g., Laili, 2008). It is important to highlight 
that the contents of the revised FRS or MFRS are identical with IFRS, although Malaysia does not use the term 
IFRS. However, for the purpose of this study and convenience we use the term IFRS instead of FRS or MFRS.  

Our study documents that the degree of compliance with IFRS under the partial compliance method and the 
dichotomous method is 84% and 88%, respectively. The results are consistent with other studies (e.g., 
Tsalavoutas et al., 2010) that show the partial compliance method producing significantly lower aggregate 
compliance scores. Whilst the partial compliance method will produce a more conservative estimate of the 
aggregate compliance scores, the dichotomous method will give less weight to standards with fewer disclosure 
items (e.g., FRS2). By implication, if the dichotomous method is used for regulatory purposes, firms that do not 
comply with standards with more disclosure items will be more disadvantaged than firms that do not comply 
with standards with fewer disclosure items. 

 
MATERIALS AND METHODS 

  
Measuring Compliance and Hypothesis: 

There are two approaches normally used in prior studies to score disclosure items, namely weighted and 
unweighted disclosure indexes. In the weighted disclosure index, weights are assigned to disclosure items based 
on the perceptions of users. This approach has been criticised for non-consensus within a user group because 
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different users may view different items as important, and, accordingly, assign different weights to them 
(Marston and Shrives, 1991). Another criticism of this approach is a tendency of the researcher to only consider 
the information needs of one particular user group (e.g. financial analysts) while ignoring other users of annual 
reports. Owusu-Ansah (1998) also suggests that the unweighted index may provide more independent analysis 
because no particular user group’s perceptions are involved. Therefore, our study uses the unweighted 
disclosure index to score the disclosure checklist, because under this approach all disclosure items are assumed 
to be equally important to all users of annual reports (Cooke, 1989a). Two unweighted methods are considered 
here. 

 
Dichotomous (Cooke’s) method: 

Many studies on mandatory disclosure use the dichotomous method to measure compliance with accounting 
standards (e.g. Street and Bryant, 2000; Glaum and Street, 2003; Ali et al., 2004). The dichotomous method is 
an unweighted disclosure index whereby an item is scored one if disclosed, zero if not disclosed, or not 
applicable (NA) if the item is not relevant to the company (Yeoh, 2005; Ali et al., 2004). Under this method, a 
company will not be penalised for not disclosing items that are not relevant to that company (Owusu-Ansah, 
1998; Cooke, 1992). The dichotomous disclosure index is computed as the ratio of the total items disclosed to 
the maximum possible number of items applicable to the company, which is stated in the formula below.  

 
 
 
 
 
 
 
Where CSj is the total compliance score for each company, and 0 ≤ CSj ≤ 1; T is the total number of items 

disclosed (di) by company j, and m ≤ n; M is the maximum number of applicable items that company j is 
expected to disclose. 

Given that the dichotomous method assigns equal weight for each item, accounting standards with more 
disclosure items will appear to be more important than standards with fewer disclosure items (Al-Shiab, 2003). 
This is particularly relevant when measuring a firm’s aggregate compliance level. For example, FRS101-
Presentation of Financial Statements contains more disclosure items than FRS2-Share-based payment; thus, 
under the dichotomous method, compliance with FRS101 will appear more important than compliance with 
FRS2. 
 
Partial Compliance Method: 

Some studies have used the partial compliance method to overcome the potential bias introduced by the 
dichotomous method (Street and Gray, 2002; Al-Shiab, 2003; Tsalavoutas et al., 2010). According to Al-Shiab 
(2003, p.223), the partial compliance method “avoids the problem of unintentionally giving more weight to a 
standard with a large number of items in the index”, and accordingly each standard appears to have equal 
weighting. The scoring procedure of this method is similar to that of the dichotomous method (i.e. one, zero or 
NA (not applicable) for disclosure, non-disclosure or inapplicable items, respectively). Both methods are 
unweighted disclosure indexes, whereby all disclosure items are assumed to be equally important to all users of 
annual reports. The difference between the partial compliance method and the dichotomous method lies in the 
computation of total compliance scores, because under the former the ratio is computed by adding the extent of 
compliance for each standard and then this sum is divided by the total number of standards applicable to each 
company. The formula used is shown as follows: 

 
 
 
 
 
 
Where PCj is the total compliance score for each company, and 0 ≤ PCj ≤ 1; Xi is the level of compliance 

with each standard; and Rj is the total number of applicable standards for company j. 
Studies that use both dichotomous and partial compliance methods document significantly different results. 

For example, in measuring the degree of compliance with IFRS among public listed firms in Greece, 
Tsalavoutas (2011) finds that the aggregate compliance scores produced by each of the two methods are 
significantly different. The dichotomous method produced significantly higher aggregate scores than the partial 
compliance method (i.e., the means of aggregate compliance scores are 83% and 79%, respectively). He also 
documents that the relationships between firm and industry characteristics and the degree of compliance with 
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the IFRS mandatory disclosure requirements vary across the two methods. For example, industry type is found 
to be related with the degree of compliance with IFRS as measured by the partial compliance method, but such 
relationship does not prevail when the dichotomous method is used. Tsalavoutas (2011) also argues that the 
findings reported by prior studies as potentially biased towards greater compliance when the researchers only 
relied on the dichotomous method to measure the level of compliance.  

Street and Gray (2002) also use both dichotomous and partial compliance methods to measure compliance 
with IFRS in several countries. Their results show that the significant associations between compliance scores 
and other factors vary across the two methods. For example, industry type and country of domicile (i.e., China 
and Switzerland) are significantly related to compliance scores measured by the partial compliance method, but 
such relationship is not observed when compliance scores are measured by the dichotomous method. They 
report that the mean of aggregate compliance scores under the dichotomous method and the partial compliance 
method are 74% and 72%, respectively. The findings of prior studies lead us to the following hypothesis: 

H1: The dichotomous method produces significantly different compliance scores from the partial 
compliance method. 

To test the hypothesis, both the dichotomous and the partial compliance methods are applied to the 
compliance scores, which are derived from a self-constructed disclosure checklist. The construction of the 
disclosure checklist and data are described in the following section.  
 
 Data: 

Our sampling process begins with 977 companies listed on Bursa Malaysia as of 31 December 2008, with a 
total market capitalisation of RM 664 billion. A stratified sampling method is used in the sample selection 
process so that the sample is more representative, rather than concentrating on large sized companies. We 
exclude 41 financial companies from the sample as they are subject to different regulations and are under the 
supervision of the Central Bank of Malaysia. Total assets is used as a surrogate measure for firm size, where a 
company is categorised as large if total assets (x) are equal to or above RM 1 billion (x ≥ RM 1 billion), medium 
sized if total assets are between RM 200,000 and RM 1 billion (RM 200,000 < x < RM 1 billion), and small if 
total assets are below or equal to RM 200,000. Afterwards, 50% of the total firms from each category were 
randomly selected. This process produced a sample of 225 firms, consisting of 107 large sized firms, 73 medium 
sized firms and 45 small firms. 

A self-constructed disclosure checklist was developed to measure the level of compliance with Financial 
Reporting Standards (FRS) disclosure requirements. Using a self-constructed disclosure checklist is a common 
approach of mandatory disclosure studies (e.g. Owusu-Ansah, 1998; Ali et al., 2004). The index items were 
derived from the disclosure requirements prescribed under twelve accounting standards: (1) FRS2-Share Based 
Payment; (2) FRS3-Business Combination; (3) FRS5-Non-current assets held for sale and Discontinued 
Operations; (4) FRS101-Presentation of Financial Statements; (5) FRS114-Segment Reporting; (6) FRS116-
Property, Plant and Equipment; (7) FRS117-Leases; (8) FRS119-Employee Benefits; (9) FRS132-Financial 
Instruments (Disclosure and Presentation); (10) FRS136-Impairment of Assets; (11) FRS138-Intangible Assets; 
and (12) FRS140-Investment Property. The initially constructed disclosure checklist was first reviewed by two 
chartered accountants to ensure the content validity in measuring compliance with FRS disclosure requirements. 
Any ambiguity raised was referred to another independent person who has in-depth experience of dealing with 
IFRS. The final disclosure checklist, containing a maximum of 295 applicable items, was produced after taking 
into account all the suggestions and comments from the three experts. 

The reliability of the research instrument refers to the “extent to which it is without bias (error free) and 
hence ensures consistent measurement across time and across the various items in the instrument” (Sekaran, 
2003, p.203). To ensure the reliability of the disclosure checklist, a pilot study was carried out whereby one of 
the authors and another independent person with IFRS expertise examined and scored the financial statements of 
twelve companies. The compliance scores produced by the author and the independent person were then 
compared and analysed. The results showed that there was substantial agreement between the scores, which 
indicated minimal subjectivity in the scoring process, and hence the reliability of the research instrument. Since 
the scoring process also involves the subjective judgement of researchers (Marston and Shrives, 1991), it is 
likely that a company will be penalised for non-disclosure items which in fact are not applicable to the company 
(Owusu-Ansah, 1998). To mitigate this problem, this study follows the practice of prior research, whereby the 
entire annual report is read at least twice to understand the nature and complexity of each company’s operation 
before any decision is made (e.g. Ali et al., 2004; Owusu-Ansah, 1998; Cooke, 1989a).  
 
Results: 

Table 1 reports the maximum applicable disclosure items and descriptive statistics of compliance scores of 
225 Malaysian public listed firms for each of the twelve accounting standards. The accounting standard with the 
highest applicable disclosure items is FRS101-Presentation of Financial Statements, with a maximum of 69 
items. FRS136-Impairment of Assets and FRS132-Financial Instrument Disclosure have 39 and 34 applicable 
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disclosure items, respectively. Accounting standards with the lowest applicable disclosure items (only twelve), 
are FRS2-Share Based Payment and FRS5-Non-current Assets Held for Sale and Discontinued Operations. 

 
Table 1: Frequency and distribution of compliance scores for each accounting standard 

Accounting standards 
Disclosure 
Items 

N Mean Median Min Max SD 

FRS101 
Presentation of Financial 
Statements 

69 225 0.955 0.968 0.865 1.000 0.031 

FRS5 
Non-current Assets Held for Sale 
and Discontinued Operations 

12 74 0.943 1.000 0.333 1.000 0.133 

FRS116 Property, Plant and Equipment 15 225 0.927 1.000 0.455 1.000 0.107 
FRS114 Segment Reporting 20 182 0.926 1.000 0.000 1.000 0.168 
FRS132 Financial Instrument Disclosure 34 223 0.890 0.909 0.300 1.000 0.117 
FRS2 Share Based Payment 12 92 0.827 0.875 0.000 1.000 0.168 
FRS138 Intangible Assets 14 89 0.789 0.833 0.286 1.000 0.224 
FRS140 Investment in Property 20 115 0.778 0.833 0.400 1.000 0.127 
FRS3 Business Combination 20 72 0.771 0.800 0.125 1.000 0.181 
FRS119 Employee Benefit 21 225 0.757 0.800 0.000 1.000 0.263 
FRS117 Leases 19 187 0.735 0.750 0.000 1.000 0.234 
FRS136 Impairment of Assets 39 155 0.717 0.778 0.000 1.000 0.214 
Aggregate scores (Dichotomous) 295 225 0.88 0.89 0.65 0.98 0.05 
Aggregate scores (Partial Compliance) 295 225 0.84 0.84 0.53 0.97 0.07 

 
It is also observed from Table 1 that the dichotomous and the partial compliance methods produce similar 

compliance scores for each of the accounting standards. The differences in compliance scores will only arise 
when the methods are used to measure the aggregate compliance scores. The average (median) aggregate 
compliance scores were 88% (89%) and 84% (84%) for the dichotomous method and partial compliance 
method, respectively. The results suggest that the dichotomous method produces higher aggregate compliance 
scores than the partial compliance method. The minimum and maximum aggregate compliance scores under the 
dichotomous method (i.e., 65% and 98%, respectively) are also higher than those under the partial compliance 
method (i.e., 53% and 97%, respectively). Mean and median comparison tests are then performed to test 
whether the differences in the aggregate compliance scores are statistically significant. Table 2 presents the 
results of the tests.  

Panel A of Table 2 reports the results of both paired sample t-test and the Wilcoxon signed rank test, which 
are significant at the 1% level, hence confirming that the aggregate compliance scores under the two methods 
are significantly different. Further, Panel B of Table 2 shows that the dichotomous method classified 108 
companies (i.e., 48%) as having aggregate scores above 90%, whereas use of the partial compliance method 
classified only 52 companies (i.e., 23%) as having such scores. Interestingly, nine companies have been 
classified as having aggregate scores below 70% under the partial compliance method, whilst there is only one 
such company under the dichotomous method. The results are consistent with our hypothesis, which predicts 
that the dichotomous method will produce significantly different compliance scores from the partial method. 

 
Table 2: Frequency and distribution of compliance scores 

Panel A: Descriptive statistics 
 PC method Dichotomous method 
Mean 0.84 0.88 
Median 0.84 0.89 
Paired sample t-test -16.441*** 
Wilcoxon signed rank test -12.132*** 
Panel B: Frequency of Compliance Scores 
 PC method Dichotomous method 
Compliance Score Ranges N % N % 
90% - 100% 52 23.1 108 48.0 
80% - 89.9% 126 56.0 100 44.5 
70% - 79.9% 38 16.9 16 7.1 
60% - 69.9% 7 3.1 1 0.4 
50% - 59.9% 2 0.9 0 0.0 
< 50% 0 0.0 0 0.0 
Total 225 100.0 225 100.0 

 
Further Analysis: 

Our results have shown that the partial compliance method will produce a significantly conservative 
estimate of the aggregate compliance scores. The dichotomous method will do the reverse, because this method 
will give less weight to standards with fewer disclosure items. By implication, firms that do not comply with 
standards with more disclosure items will be more disadvantaged than firms that do not comply with standards 
with fewer disclosure items. Table 3 illustrates this case by using FRS2 and FRS136.     
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Table 3: The effect of the dichotomous method on companies with low compliance with standards with more disclosure (applicable) items 

Compliance 
issue 

FRS2 FRS136 Aggregate 

N Compliance N Compliance N 
Compliance 
Dichotomous PC Difference 

A 
B C=B/A 

D 
E F=E/D 

G=A+D 
H = 
B+E 

I = 
H/G 

J = 
(C+F)/
2) 

K =I-J 

Score % Score % Score % % % 
Company X: 
High 
compliance 
with FRS136 

6 4 0.7 13 12 0.9 19 16 0.8 0.8 0.05 

Company Y: 
Low 
compliance 
with FRS136 

7 6 0.9 12 8 0.7 19 14 0.7 0.8 -0.03 

Notes: 
N- Applicable items 

 
Table 3 presents two real cases selected from our sample to illustrate the effect of the dichotomous method 

on firms with low compliance with FRS136, an accounting standard with more applicable disclosure items (i.e., 
13 and 12). FRS2, which has only six and seven applicable disclosure items, is used for comparison purposes. 
The first case refers to Company X, which has lower compliance with FRS2 (i.e., 70%) but higher compliance 
with FRS136 (i.e., 90%), as shown in Columns C and F, respectively. The second case refers to the reverse 
scenario, represented by another Company, Y, which has higher compliance with FRS2 (i.e., 90%) but lower 
compliance with FRS136 (70%).  

On the aggregate level, the total applicable disclosure items in both cases are similar (i.e., 19), as shown in 
Column G of Table 3. It is interesting to observe that both the dichotomous and partial compliance methods 
produced the same aggregate compliance scores (i.e., 80%) for Company X, as shown in Columns I and J. This 
indicates that the dichotomous method does not penalise Company X for not complying with FRS2, a standard 
with fewer applicable disclosure items. However, the dichotomous method does penalise Company Y by 
producing a lower aggregate score of 70%, which is due to lower compliance with FRS136, a standard with 
more applicable disclosure items. This case reveals the fact that firms such as Company Y, which comply less 
with standards with more disclosure items (i.e., FRS136), will be more disadvantaged than firms like Company 
X, which comply less with standards with fewer disclosure items (i.e., FRS2). By implication, if the 
dichotomous approach is used for regulatory purposes, firms that do not comply with standards with more 
disclosure items, such as FRS136, will be more disadvantaged than firms that do not comply with standards with 
fewer disclosure items, such as FRS2. 

 
Robustness Test: 

It has been argued that the difference between the partial compliance and dichotomous methods could be 
mainly attributable to higher compliance with IAS1-Presentation of financial statements (Tsalavoutas, 2011). 
This is because IAS1 requires far more disclosure items than other standards. Therefore, a robustness test was 
conducted after excluding FRS101, and the results are presented in Table 4. Having excluded FRS101, the 
difference in average compliance scores between the partial compliance and dichotomous methods becomes 
smaller, going from 4% to 1% (the average compliance scores are 83% and 84%, respectively).  

 
Table 4: Frequency and distribution of compliance scores, excluding FRS101 

 PC method Dichotomous method 
Mean 0.83 0.84 
Median 0.83 0.85 
Minimum 0.48 0.47 
Maximum 0.98 0.97 
Standard Deviation  (SD) 0.09 0.08 
Paired sample t-test -4.246*** 
Wilcoxon signed rank test -3.825*** 
Compliance Score Ranges N % N % 
90% - 100% 49 21.8 57 25.4 
80% - 89.9% 113 50.2 115 51.1 
70% - 79.9% 44 19.2 39 17.3 
60% - 69.9% 15 6.7 12 5.4 
50% - 59.9% 3 1.3 1 0.4 
< 50% 1 0.4 1 0.4 
Total 225 100.0 225 100.0 
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The average compliance score for the dichotomous method is dramatically reduced after excluding FRS101, 
from 88% to 84%; it changed by 4%. The average compliance score for the partial compliance method is also 
reduced, but with only a slight change of 1% (i.e. from 84% to 83%). Similarly, the median, minimum and 
maximum compliance scores for both methods were also reduced after excluding FRS101. However, compared 
to the partial compliance method, the minimum compliance score for the dichotomous method is dramatically 
reduced from 65% to 47%, a change of 18%. Nevertheless, the results of paired sample t-test and Wilcoxon test 
are significant at 1%, which indicates that there are still significant differences in compliance scores between the 
partial and dichotomous methods. 

Based on these results, at least two conclusions can be drawn after having excluded FRS101. First, the 
compliance scores of these two methods continue to be significantly different even after excluding FRS101. 
Therefore, the proposition of using both methods to measure compliance scores is justified, to avoid misleading 
conclusions regarding the extent to which companies comply with IFRS disclosure requirements. Second, 
excluding FRS101 from the research instrument has significantly impacted the compliance scores under the 
dichotomous method. This implies that the dichotomous method is sensitive to the number of disclosure items 
required by each standard that was included in the research instrument. In view of this, Tsalavoustas et al. 
(2010) suggest that when researchers include standards with a great range of required items in their research 
instruments, the partial compliance method is more appropriate because it may produce less misleading results. 

 
Conclusion: 

The main objective of this study is to measure compliance with IFRS mandatory disclosure requirements by 
using two unweighted methods of measuring compliance; namely, the dichotomous and partial compliance 
methods. The findings show that the dichotomous method produces higher aggregate compliance scores than the 
partial compliance method because the former gives more weight to standards with more disclosure items, such 
as FRS136. This study demonstrates the importance of not relying only on one method to measure compliance 
scores. The findings of prior compliance studies that relied on one measure of aggregate compliance should be 
interpreted cautiously, especially when the dichotomous method was the sole method used. Further, since the 
partial compliance method gives similar weight to all standards, the aggregate compliance scores it produces 
will be more conservative, and hence serve as a better and more fair approach for regulation purposes. 
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