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Abstract 

Accountability can prevent peculation of public property and makes the transfer of 

funds more transparent to citizens. It is relevant to social expectations and attitudes that 

always change. This study explores the trends in public accountability of New Zealand 

universities. It applies the Public Accountability Index (PAI) developed by Coy and 

Dixon (2004) to eight New Zealand universities’ annual reports from years 2000 to 

2012 to assess the development of public accountability in this public sector. Coy and 

Dixon applied the PAI to New Zealand universities for the period 1985-2000. This 

study extends their study to give an overview of public accountability in New Zealand 

tertiary education institutions over the last 12 years. This study uses legitimacy theory 

to explain the trend of public accountability. It finds that the information disclosed in 

annual reports of universities has changed over the years in terms of format, content, 

and length. Public accountability improved significantly from 1985 to 1996. However, 

the overall public accountability remained at the same level from 2000 to 2012. The 

study concludes that the changes of accountability practices is somewhat motivated by 

the legislative changes. 
  



ii	  
	  

 

Acknowledgement	  

Immeasurable appreciation and deepest gratitude for the help and support are extended 

to the following person who in one way or another have contributed in making this 

study possible. 

Dr Zahir Ahmed, my primary supervisor, for his support, advises, guidance and 

valuable comments. Sharing his knowledge in theory and finalizing the dissertation. 

And for all of the encouragement he gave for the research. 

Dr Humayun Kabir, my secondary supervisor, for his support, valuable suggestions 

and sharing his knowledge in the analysis of data and finalize the dissertation.  

AUT Postgraduate Office, for giving enough time for this research and all of the great 

advice. 

My parents, for their supports and encouragement, I could not make this happen 

without their support.  

Yuan Yuan, for his time and effort in checking this dissertation and giving great 

advice.  

  



iii	  
	  

 

Content  

Abstract	  .........................................................................................................................................................	  i	  

Acknowledgement	  ..................................................................................................................................	  ii	  

List of Abbreviations	  ...............................................................................................................................	  v	  

List of Figures	  ...........................................................................................................................................	  vi	  

List of Tables	  ............................................................................................................................................	  vii	  

Chapter 1 Introduction	  ............................................................................................................................	  1	  

1.1 Background of the study	  ........................................................................................................	  1	  

1.2 Motivation of the study	  ..........................................................................................................	  2	  

1.3 Research questions	  ..................................................................................................................	  2	  

1.4 Organization of the dissertation	  ..........................................................................................	  3	  

Chapter 2 Literature review	  ...................................................................................................................	  4	  

2.1 Accountability Concept	  .........................................................................................................	  4	  

2.2 The role of annual report in accountability	  .....................................................................	  5	  

2.3 Public accountability Index	  ..................................................................................................	  7	  

2.4 Chapter summary	  .....................................................................................................................	  9	  

3.1 Legislation in 1980s and 1990s	  ........................................................................................	  11	  

3.2 Recent changes of provision	  .............................................................................................	  12	  

3.3 Crown Entities Act 2004	  ....................................................................................................	  14	  

3.4 Chapter summary	  ..................................................................................................................	  15	  

Chapter 4 Theoretical Framework： Legitimacy Theory	  .......................................................	  16	  

4.1 Legitimacy theory	  .................................................................................................................	  16	  

4.2 Chapter summary	  ..................................................................................................................	  20	  

Chapter 5 Research method	  ................................................................................................................	  22	  

5.1 Data collection and analysis	  ..............................................................................................	  22	  

5.2 Study period	  ............................................................................................................................	  23	  

5.3 Data collection	  .......................................................................................................................	  24	  

5.4 Data Analysis: Applying the PAI to annual reports	  ..................................................	  25	  

5.5 Data display	  ............................................................................................................................	  28	  

5.6 Validity and Reliability of Data	  .......................................................................................	  29	  

5.7 Chapter summary	  ..................................................................................................................	  31	  

Chapter 6 Results and discussion	  .....................................................................................................	  32	  



iv	  
	  	  

6.1 The overall PAI from years 1985 to 2012	  ....................................................................	  32	  

6.2 Report quality and disclosure level for sub-categories	  ............................................	  36	  

6.3 The most recent reporting status	  ......................................................................................	  42	  

6.4 Accountability and Legitimacy Theory	  .........................................................................	  44	  

Chapter 7 Summary and conclusion	  ................................................................................................	  48	  

References:	  ...............................................................................................................................................	  51	  

Appendix:	  .................................................................................................................................................	  59	  



v	  
	  	  

List of Abbreviations  

                                  

                                                                   

                                             

                                         

                                        

  

AUT Auckland University of Technology 

GAAP Generally Accepted Accounting Principles 

NZSA New Zealand Society of Accountants 

PAI Public Accountability Index 

TEC Tertiary Education Commission 

TEO Tertiary Education Organizations 



vi	  
	  	  

List of Figures 

6.1	  trends	  for	  overall	  PAI	  from	  1985	  to	  2012	  ........................................................................	  34	  

6.2	  recent	  trends	  from	  1996	  to	  2012	  ........................................................................................	  35	  

 

  



vii	  
	  

List of Tables 

Table 5.1 PAI weighting for eight categories	  .............................................................................	  26	  

Table 5.2 PAI for each item and category	  ...................................................................................	  27	  

Table 5.3 Correlation between this study and Coy & Dixon (2004) in 1996 and 2000	  30	  

Table 6.1: Overall PAI for eight universities from 1985 to 2012	  ........................................	  32	  

Table 6.2 Timeliness PAI score for annual reports	  ..................................................................	  36	  

Table 6.3 PAI score for overview report	  ......................................................................................	  38	  

Table 6.4 PAI score for overview: university	  .............................................................................	  39	  

Table 6.5 PAI score for financial category	  ..................................................................................	  39	  

Table 6.6 Service: General	  ................................................................................................................	  40	  

Table 6.7 PAI score for service teaching category	  ...................................................................	  40	  

Table 6.8 PAI score for service: research	  ....................................................................................	  41	  

Table 6.9 PAI score for service: community	  ..............................................................................	  41	  

Table 6.10 partial public accountability scores for annual reports in 2014	  ......................	  42	  

  



viii	  
	  

Attestation of Authorship 

I hereby declare that this submission is my own work and that, to the best of my 

knowledge and belief, it contains no material previously published or written by 

another person (except where explicitly defined in the acknowledgements), nor 

material which to a substantial extent has been submitted for the award of any other 

degree or diploma of a university or other institution of higher learning.  

  



ix	  
	  

 

Acknowledgements 

 



1	  
	  

Chapter 1 Introduction  

 

1.1 Background of the study  

This study examines the accountability practices of New Zealand universities. The 

importance of accountability is always emphasized when talking about the effective 

operation of public sectors (Coy, Fischer & Gordon, 2001；  Kluvers, 2003). 

Accountability plays a critical role in performance and in the decision making process 

(Kluvers, 2003). Stakeholders and citizens cannot manage large sized institutions 

directly, because of the complexity of the public sector. Previous research concentrated 

on the trends in New Zealand university accountability from the 1980’s to 2000 (Coy 

& Dixon, 2004). There have been important developments in the university sector 

since 2000. However, there is no recent research focused on the more recent 

developments in public accountability in New Zealand. Therefore, it is not clear 

whether prior findings for New Zealand university accountability has been improved 

over the period. This research applies the Public Accountability Index (PAI) developed 

by Coy and Dixon (2004) to eight New Zealand public universities’ annual reports 

from years 2000 to 2014 to assess the recent trends in public accountability in New 

Zealand. 
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1.2 Motivation of the study  

Some studies have investigated whether accountability can improve the operation of an 

organization. Coy and Dixon (2004) developed a numerical accountability index to 

make accountability measurable by scoring the annual reports of universities. They 

apply their accountability index to universities’ annual reports from the 1980s’ to 2000.  

However, no recent study investigates the more recent trends in university 

accountability in New Zealand since 2000, despite changes in the reporting 

environment.  

 

As mentioned by Van der Laan (2009), legitimacy theory may “provide greater 

insights into managerial motivation for disclosure” (p. 6). Legitimacy theory implies 

that organizations are bound by a social contract to perform socially desirable actions. 

However, no study has been conducted to study the relationship between legitimacy 

theory and accountability in New Zealand. Another objective of this study is to 

investigate the legislation changes from 1985 to 2012, and to explore how legislation 

affects university accountability.  

 

1.3 Research questions 

Considering the background and motivation of the study above, this study addresses 

the following research question: What are the recent trends in accountability for 

universities in New Zealand? 
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1.4 Organization of the dissertation  

This research is organized into six further chapters. The next section examines 

previous literature on accountability related to the public sector. The third section 

provides a short background on the New Zealand reporting system and legislation. The 

fourth section provides an oversight of the legitimacy theory framework. The fifth 

section describes the research methodology adopted by this research. The final section 

discusses the results of the analysis and explains how legitimacy theory links to these 

results. The final section gives a summary of this research and its limitations.  
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Chapter 2 Literature review 

	  

2.1 Accountability Concept 

The meaning and scope of accountability keeps expanding all the time. Being called to 

account for one’s actions is the core sense of accountability (Perrone & Strandberg, 

1972). It is the original core sense with the longest pedigree in literature (Finer, 1941). 

Such accountability has the following characteristics: it is external, it involves 

exchange and social interaction, and it involves rights of authority. Accountability is 

external because it makes organizations accountable to other people or bodies outside 

the organization. Moreover, it involves the process of seeking rectification from the 

other side, i.e., of being held accountable (Mulgan, 2000). Accountability also implies 

rights of authority. Superior authority attempts to assert the right to impose legislation 

and to demand information.  

 

The modern concept of accountability has been extended from those central concerns. 

Nowadays, accountability is related primarily to responsibility in the relevant literature. 

It also implies a moral obligation. Bovens (1998) pointed the distinction between 

accountability and responsibility. Accountability is concerned with external functions, 

such as imposing sanctions and calling to account. Responsibility is concerned with 

individual professional ethics and morality. Another extension of accountability is 

imposing control over organizations. Superiors use accountability as a mechanism to 
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make agents do what the public and their superiors want. Thus, the problem of 

accountability becomes how public organizations do their bidding. Therefore, there are 

some other institutions involved, like legislation courts and other statutory institutions. 

On a narrow point of view, legal organizations such as administrative tribunals, 

ombudsmen and auditors are institutions of accountability, because they can call public 

organizations to account. Accountability may be associated with certain procedures in 

the modern legislature when government enquires members to explain their actions 

and decisions.  

 

2.2 The role of annual report in accountability  

The annual report is considered a primary medium for accountability in the relevant 

literatures (Boyne & Law, 1991; Dixon et al., 1991；Steccolini, 2004). Two main 

purposes of annual reports are decision usefulness and accountability (Nelson, Banks 

& Fisher, 2003). It has been argued that public accountability is a more complex 

concept than private accountability (Sinclair, 1995). The relationships involved in 

public accountability are as follows: the relationship between citizen and public 

organization; the relationship between public sector and government; the relationship 

between government and legislation sector, and the relationship between citizen and 

government (election). Some research has tried to classify the different types of 

accountability and argues that different accountability relationships affect the 

information given by entities. Sinclair (1995) identified five different types of 
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accountability, including “public accountability”. When talking about public 

accountability, information is directed to the public and interested groups. It 

emphasizes that the public have the right to know how execution processes and 

decisions have been made (Coy & Pratt, 1998).  

 

The presentation of annual reports is a cycle of accountability. It begins with a report 

of intention, and ends with reports showing the results. Boyne and Law (1991) assert 

that annual reports are comprehensive statements of “stewardship” for the public. 

However, it has been argued that there is little public interest in the financial report as 

a part of an annual report (Jones, 1992). Patton (1992) suggested that many individuals 

do not use governmental financial reports. Users of annual reports are interested in 

different parts of information, for example, government and managers are interested 

only in compliance with policies and efficiency of operation. The public sector may 

please no one by trying to please everyone. Steccolini (2004) studied the recipients of 

government annual reports. He found that Italian citizens do not require the annual 

report. Internal members are the main users of annual reports. Even though arguments 

have arisen on how useful the annual report is, the annual report is still important. As 

illustrated in Coy et al. (2001), a wide range of information is summarized in annual 

reports and all stakeholders are enabled to have a comprehensive knowledge of the 

goals and performance of universities. Annual reports are un-substitutable because no 

other single document can provide stakeholders with access to as much comprehensive 

information in financial and non-financial terms. Thus, the annual report is an 
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important reporting medium for accountability.  

 

2.3 Public accountability Index  

As mentioned above, annual reports provide comprehensive information about 

universities (Boyne & Law, 1991). Annual reports of tertiary institutions have changed 

significantly due to the changes in governance, funding allocation and reporting 

environment since the 1980’s (Coy & Dixon 2004). However, it is a complex task to 

measure accountability through annual reports. This suggests that a broad view on 

reporting is necessary, rather one concerned with limited issues, such as assessing 

financial information or performance scorecards (Coy et. al., 2001). To assess public 

accountability of universities, the researcher needs to consider comprehensive 

information about the performance, activities, and condition, along with social, 

political and economic interests. A parametric disclosure index, the Public 

Accountability Index (PAI) is used in this project in order to cope with the increased 

demand for assessing annual reports comprehensively.  

 

The primary research that examined public accountability in tertiary institutions 

through assessing annual reports with a dichotomous index was done in 1991. Dixon et 

al. (1991) sampled annual reports from seven universities from 1985 to 1989. All 

annual reports were analyzed for 45 items, which were chosen using NZSA’s (New 

Zealand Society of Accountants) requirements. The 45 items can be divided into nine 
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categories: statement of objectives; service performance; cost of services; cash flows; 

financial position; resources; commitments; accounting policies and other items. Each 

item was given a score of one or zero. A score of one means that item was disclosed in 

the annual report regardless how favorable the disclosure. A score of zero was given if 

there was no disclosure about that item in the annual report.  

 

However, this method was replaced by the AD-index, because of the main deficiency 

of the previous method (Coy, Tower & Dixon, 1993). The old index gave equal weight 

to all items. In this way, unimportant information was assigned the same weight as 

important information. Consequently, imbalance in annual reports was not considered. 

Coy et al. (1993) reduced the disclosure index items from 45 to 43. In the AD-index, 

all items were evaluated using a four-point ordinal scoring system and weighted 

differently according to their importance from public perspective. Excellent disclosure 

was scored at 3 points. Non- disclosure of that item was scored as 0 points. Each item 

was weighted on a three-tier scale. The more important an item is, the higher the score. 

The AD score disclosure level of each item is integrated with the importance of that 

disclosure in the public’s mind. Consequently, the rank of accountability for tertiary 

institutions had been changed. This method was modified in 1994. Timeliness was 

added to the disclosure index. The 43 items were reduced into 25 items with a broader 

scope. The ordinal scoring scale was extended to 6 points instead of 4 points. (Coy & 

Dixon, 2004) 
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In 2004, Coy and Dixon developed a new disclosure index to test the quality of public 

accountability in universities. The new index was named the Public Accountability 

Index (PAI). The researchers sent out a survey to the annual report audience. The 

survey included questions about the information of importance for the audience and the 

relative importance of the items from a public perspective. The index captured public 

ideas about what information should be disclosed and how important that information 

is. A Delphi opinion-seeking exercise was carried out when deciding the importance 

and relevance of disclosure items. Participants were asked for their interests and 

opinions in turn. Multiple rounds allowed participants to reconsider their opinions. 

This should improve the reliability of responses over the “one round only” method. 

Thirty-nine participants were involved in the Delphi test and their opinions were 

transformed into a 58 items index. The 58 items were classified into eight categories. 

The PAI also adopted 100 as the total weighting of 58 items. Different items were 

weighted differently. The more important items from a public perspective were 

assigned a higher weighting score.  

 

2.4 Chapter summary 

This chapter reviews the relevant literature in the public accountability research area. 

According to the concepts reviewed, accountability makes organizations accountable 

to external parties. The annual report is a primary medium for accountability as it 

provides comprehensive information on an organization’s operation (Boyne & Law, 



10	  
	  

1991; Dixon et al., 1991；Steccolini, 2004;). The complex nature of annual reports 

makes them hard to measure. Some previous studies have developed accountability 

indices to evaluate the quality of annual reports. This research applies a public 

accountability index developed by Coy and Dixon (2004) to the annual reports of 

universities in New Zealand.  
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Chapter 3 New Zealand Legislation 

background 
 

3.1 Legislation in 1980s and 1990s 

To investigate the change in public accountability, it is important to look at the New 

Zealand legislation environment for reporting. In late 1980s, the New Zealand Society 

of Accountants 1996, State-owned Enterprise Act, the Statement of Public Sector 

Accounting Concepts and the Public Finance Act 1989 were released. Consequently, 

universities were required to disclose much more financial and non-financial 

information in New Zealand. The reform of legislation lead to better reporting 

practices from the late 1980’s to the mid-1990’s. Dixon et al. (1991) support the 

improvement in accountability during this period. The word “accountability” was first 

used in the State-owned Enterprises Act of 1986. All State-Owned enterprises were 

required to publish a statement of intent (to cover the next three years), an annual 

report and an auditing report every year.  

 

As the professional body which set accounting standards, NZSA made some effort to 

improve accountability. The Statement of Public Sector Accounting Concepts was 

released to set up an accountability framework. Universities were encouraged by the 

Audit Office to comply with the pronouncement of the NZSA. However, the 

pronouncement discussed a basic accountability framework only. Other information, 
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such as employee information, was not included. Therefore, the accountability of 

universities was limited at that time. Similarly, in the Education Amendment Act 1990, 

universities are required to provide an operating statement that should include the 

yearly income and expenses of the university. A breakdown of non-financial 

information was not discussed in that Act. 

 

3.2 Recent changes of provision  

TEC (Tertiary Education Commission) requires all TEO (Tertiary Education 

Organization) reports to include some key requirements, as follows: 

-Reporting on the investment plan 

-Reporting on funding as described in funding agreements delivered outside an     

investment plan 

-Any reporting related to relevant sections under Education Act of 1989. 

The Education Act, 1989, section 220, (4), clearly states the responsibility to provide 

an annual report: “…council of the institution shall report on the operation of the 

institution to council as soon as possible after the end of the academic year”. In 

addition, the auditing report and statement of responsibility should be included in 

annual reports under both Section 154, Crown Entities Act, 2004 and Section 220 of 

the Education Act of 1989. According to the regulations, not only is the content of 

annual reports standardized but also the timeline for producing annual reports is 

required to comply with the regulations. Furthermore, annual reports should include 
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the following items: equal opportunities employment summary and account, an 

account of how council removes barriers to the progress of students, an account of how 

council develops programs to attract students from different groups in the community, 

and a service performance statement to compare outcomes with the plan. The 

statement above highlights a brief framework for annual reports designed to make sure 

that tertiary education organizations provide enough information for governance and 

the public. It also answers queries as to why universities have programs, such as 

Chinese and Pacific student tuition programs. These make sure all students have an 

equal study chance. In other words, the annual reporting can affect the actions of 

organizations by compulsorily requiring reports on specific programs. This confirms 

Bovens (2007) contention that annual reporting can improve performance. One 

important amendment of the Education Act 1989 is a new section 100 substituted in 

2010. It specifically required that annual reports should be available for inspection by 

members of public during school open hours. The new section highlighted the 

importance of public accountability and transparency.  

 

As well as the non-financial information, departments must provide the annual 

financial statement according to section 45B under Public Finance Act 1989. 

Departments must also provide a report of intention on future operations as well. The 

requirement for the intention report implies that government controls universities and 

the method of control might involve funding distribution.  
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3.3 Crown Entities Act 2004 

This act aims to reform the legislation relating to Crown entities to “provide a 

consistent framework for the establishment, governance and operation of Crown 

entities and to clarify the accountability relationship between Crown Entities, their 

board members, their responsible Ministers on behalf of the Crown, and the House of 

Representatives” (Crown Entity Act 2004, section 3, 175). One of the main purposes of 

this act is to set out reporting and accountability requirements.  Sections 150 to 156 

require Crown Entities, including universities, to prepare annual reports according to 

the law.  

 

The Crown Entities Act 2004 section 151, (2) also states “…the annual report must be 

provided with relevant information to enable an informed assessment of the operation 

and performance of that entity”. Section 150, (1) states that a Crown entity must 

prepare annual report “…as soon as practicable after the end of each financial year.” 

This section clearly emphasizes timeliness in preparing annual reports. Section 153 

states set out the statutory requirements for preparing a statement of service 

performance. A statement of service performance must comply with GAAP; describe 

the outputs of each class supplied by the entity and include the standard of delivery 

performance achieved by the entity and the income and expenses incurred. Section 154, 

(3) requires the annual financial statement to comply with GAAP. The responsibility of 

the Auditor-General is clearly stated in section 156, (2) as well. 
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3.4 Chapter summary 

This chapter gives an overview of the relevant legislation on annual reporting. It is 

important to look into the changes in legislation, as they are an important factor in the 

reporting environment, and help to explain the results in chapter 6. In summary, all 

financial information needs to comply with GAAP as stated in the Crown Entity Act, 

2004, and the Public Finance Act, 1989. Accounting standards set up the framework 

and presentation for financial information clearly. The availability of the annual report 

has been emphasized since the 1990’s by law. In the Crown Entity Act, 2004, the 

timeliness of annual report publication was clearly stated. The education Act, 1989, 

required the disclosure of community information. However, there was no detailed 

standard for community information disclosure. Compared with the old regulations, the 

new regulations clearly define some blurry concepts. For example, the Crown Entity 

Act listed what statements should be included in annual reports and what procedures 

should be followed when preparing annual reports, and defined each statement in 

annual reports. One big difference is that the timeframe for preparing annual reports 

and their required publication date are stated in the act.  
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Chapter 4 Theoretical Framework：  Legitimacy 

Theory 

4.1 Legitimacy theory 

Legitimacy theory has been widely used by accounting researchers in social and 

environmental accounting areas. Previous literature states that the reporting 

environment affects the level of annual report disclosure. Legitimacy theory is an 

explanatory factor for environment disclosures (O’Donovan, 2002).  This dissertation 

also reviews previous literature on legitimacy theory and its connection with 

accountability in order to explain the reasons for recent changes in public 

accountability. Legitimacy theory comes from political economy theory and agrees 

that an organization is a part of society (Deegan, 2006). The meaning of organizational 

legitimacy can be described as from point of view of organization: “Legitimacy is a 

generalized perception or assumption that the actions of an entity are desirable, proper, 

or appropriate within some socially constructed system of norms, values, beliefs, and 

definitions” stated in (Suchman, 1995). In terms of Lindblom (1994), legitimacy always 

keeps dynamical with changing expectation for interrelated corporate output, methods and 

good.  According to Hogner (1982), corporate social disclosures should be taken as 

legitimated activities. In this way, the reaction to community expectations can be 

managed or handled with legitimacy theory.  This theory can be applied to varieties 

of corporate strategies, especially for strategies related to public information in an 

organization’s disclosure, and can be utilized to account for voluntary disclosure in 
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corporate annual reports (Deegan, 2006). Legitimation provides a chance to increase 

the awareness and concerns of the community, so that firms will take actions to make 

sure that the community can accept their performance and activities, and engage in 

social and environmental disclosure activities (Archel, Husillos, Larrinaga & Spence, 

2009; Wilmshurst, 2000). Nazli Nik Ahmad and Sulaiman (2004) list earlier reasons 

for disclosure from a legitimacy perspective. Respondents received a survey asking 

them to indicate important reasons for disclosures in annual reports. The results show 

that the most important reason was meeting legal obligations. The subordinate reason 

is to provide a “true and fair” view of their operation and to give shareholders free 

access to information.  

 

Legitimacy will be influenced when organizations do not follow the expectations of 

society or the public (Deegan, 2006).  Sometimes, organizations may not handle the 

disclosure information very well, which means the information does not represent 

society’s expectation. As a result, from another perspective, a desire for legitimacy, rather 

than the operation of the corporation or organization may affect the disclosure message.  

However, there is a lack of evidence that disclosures can influence a change in the 

organization’s perceived legitimacy. The expectations of communities should be 

considered in relation to legitimacy disclosures. This is because the organizations’ 

disclosures are consistent with the communities’ expectations, or may be made in order to 

change those expectations. Besides, to reinforce or to mend legitimacy is more difficult 

than to control or maintain it (Ashforth & Gibbs, 1990; O’ Donovan, 2002). The tactics 
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of maintaining legitimacy and the strategies for mending legitimacy were introduced in 

Suchman (1995) and O’Donovan (2002) respectively.  Based on the community 

viewpoint of organizations’ actual work, legitimacy is introduced. It is always affected or 

controlled by the way corporate disclosure operates (Deegan, 2006). 

 

The central idea or concept of legitimacy theory is the social contract, which is utilized to 

explain a group of expectations of how organizations manage their activities for a society 

(Deegan, 2006). As mentioned above, it is expected that organizations can or will abide 

by the rules of social contract. In addition, different managers have different 

understandings for the expected behavior of organizations, so that the details in any social 

contract will be different (Deegan, 2006). This concept of the social contract was 

proposed by philosophers formerly, and has been applied to accounting research recently 

(Deegan, 2006).  

 

Society and its relevant expectations are important to legitimacy theory. However, in 

reality, society is comprised of different groups that have different powers and different 

effects on other groups’ actions (Deegan, 2006). This unbalance will influence the 

applications of legitimacy theory.  Meantime, stakeholder theory has contributed to help 

to deal with this problem. It emphasizes the power diversity of different stakeholders. In 

this way, a set of social contracts from a variety of stakeholder groups will be provided to 

organizations.  The power of stakeholder groups is going to decide how the organizations 

would like to follow the contact. Different stakeholder groups may offer legitimacy that 
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contributes to the expectations of society, but not all entities need the organization’s 

legitimacy. 

 

This not only offers precise consideration to society and the public’s expectations, but 

also predicts whether the related organizations will comply with the expectations of 

society or not. By applying legitimacy theory, some environmental issues are 

addressed and discussed through the annual report, thus enhancing perceptions of 

management’s responsiveness to the community (Deegan & Rankin, 1996; Wilmshurst, 

2000). An empirical test of legitimacy theory for Ullmann’s hypothesis examines the 

annual report for strategic position, financial performance and environmental 

disclosure information (Magness, 2006). 

 

There are still many researchers who doubt whether legitimacy theory can provide an 

explanation for corporate voluntary disclosures. This theory is still developing 

(Bebbington, Larrinaga & Moneva, 2008; Deegan, 2002; de Villiers & Staden, 2006), 

and needs to be self-perfecting and further developed in the future (Deegan, 2007; Neu, 

Warsame & Pedwell, 1998).  Even though it has various applications, it cannot to 

deal with the bigger system problems, like the ability of capitalism to supply the needs 

of sustainable development. However, it is useful for this research, and related to the 

analysis of university annual reports. Some published papers addressed the possibility 

that the issues caused by voluntary disclosures may not be solved by government 

intervention (Adams, Coutts & Harte, 1995; Criado, Fernandez, Husillos & 
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Larrinaga-Gonzalez, 2008; Larrinaga, Carrasco, Correa, Llena & Moneva, 2002). 

Based on these, there are two connotations for legitimacy theory: the demand for 

reworking the hypothesis so that firms can contribute to its development for their 

activities, and the role of government in progressing business legitimacy. According to 

Deegan, Rankin and Tobin (2002), a research project is proposed that analyzes 

disclosures of social and environment issues from the annual reports of BHP between 

1983 and 1997.  It examines the positive relationship between the concerns of the 

media and the volume of disclosure for these issues. The effect of legitimacy theory on 

disclosures in organizations in Jordan has been analyzed and discussed using a linear 

regression model (Ismail & Haddaw, 2014). By applying different dependent variables, 

like the continuity of the organization, media and closure organization, legitimation of 

the organization has been demonstrated by the relationship between mean and variance 

for different independent and dependent variables. With legitimacy theory, the 

relationship between the performance of mandatory environmental disclosure and 

actual environmental performance has been examined (Luft Mobus, 2005). The results 

show that mandatory disclosure may offer a poor representation of real environment 

performance. 

 

4.2 Chapter summary 

This chapter gives an overview of Legitimacy theory literature. It mainly focuses on 

how legitimacy theory is related to disclosure. In brief, legitimacy theory is becoming 
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increasingly utilized among accounting researchers. In fact, its applications are wider 

than before. Legitimacy theory looks at how organizations respond to social pressure. 

In chapter 6, the research results will link to both legislation change and social 

environment change to investigate whether social pressures and legislation affect 

reporting practice in the public sectors in New Zealand.  
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Chapter 5 Research method 

	  

5.1 Data collection and analysis  

In this research paper, quantitative content analysis methodology is used to analyze 

annual reports by coding text data into 58 items concerning issues of public 

accountability. The data collected for this study includes all full-length annual reports 

for all New Zealand universities from 1996 to 2014. The public accountability Index is 

employed when scoring the information in annual reports. The PAI scores were 

examined to analyze recent trends in accountability for universities.  

 

Content analysis has been widely used in accounting research. It provides a flexible 

way to analyze text data (Cavanagh, 1997). Hsieh and Shannon (2005) describe 

content analysis as various analytic approaches ranging from interpretive analysis to 

systematic analysis.  Content analysis may be classified as either a quantitative or a 

qualitative approach. This research employs quantitative content analysis (sometimes 

called quantitative analysis of qualitative data). Riff and Lacy (2014) provide a brief 

definition of quantitative content analysis as “a systematic assignment of 

communication content to categories according to rules, and analysis of relationships 

involving these categories using statistical methods”. This technique involves the 

processes of drawing samples of content, coding the content using category rules and 

measuring reliability when applying rules. Then the data are analyzed statistically to 
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present the relationships between the content examined. Quantitative content analysis 

can help the researcher to obtain insight into historical change over time by the 

analysis of texts. It interprets texts into numbers according to rules. Complexities of 

language used in annual reports can be simplified by employing quantitative content 

analysis. Quantitative content analysis uses inductive reasoning that works from 

bottom to top. As described by Thomas,	   Silverman	   and	   Nelson (2015), inductive 

analysis is an approach that uses raw data to derive concepts. This research begins with 

the analysis of annual reports to explore the recent trends in accountability and 

relationships between legitimacy theory and public accountability. There is no 

assumption or hypothesis at the beginning. It builds on raw data (annual reports) to 

investigate what is the recent trend for universities’ public accountability in New 

Zealand. The following section discusses how the data was collected using PAI, how 

the reliability of coding was ensured, and how the data was analyzed and represented.  

  

5.2 Study period  

The analysis focuses on annual reports from 2000 to 2012 at four yearly intervals. It 

covers a period of 12 years. Coy and Dixon (2004) analyze the annual report from 

1985 to 2000.  So to investigate the trend of accountability of New Zealand 

universities in more recent years, I choose the 2000-2012 reporting period.  

Furthermore, since the last year of the study period in Coy and Dixon is 2000. I start 

my study period from 1996 to check the reliability of my coding process. This study 
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also lists the PAI score for 2014 to show the recent status of public accountability.  

 

5.3 Data collection 

Data collection is a process of preparing and collecting data. Data is analyzed and 

interpreted after collection (Bryman & Bell, 2015). According to Riff and Lacy (2014), 

quantitative content analysis involves the processes of drawing sample, coding and 

analyzing data statistically. This research focuses on public accountability for all 

universities in New Zealand. The sample was drawn from all eight public universities 

in New Zealand (including the University of Auckland, AUT University, Massey 

University, Lincoln University, University of Canterbury, University of Otago, 

University of Waikato and Victoria University of Wellington). The focus of this 

research is annual reports. All annual reports for universities are easy to access online 

and are available to the public.  

 

The annual reports examined in this study cover a period of 14 years from 2000 to 

2014. This period was chosen for the following reasons: 

1. In Coy and Dixon 2004, they apply the PAI to annual reports from 1985 to 2000. 

This study focuses on the recent changes of public accountability in universities.  

2. To ensure the coding process is in accord with the rules (PAI), I apply the PAI to 

annual reports in 1996 and 2000, and compare the results with Coy and Dixon’s. If 

the results are consistent between those two results, the coding process is reliable. 



25	  
	  

If the results are different, I adjust the coding benchmark to make sure that the 

logic used for scoring in this research is consistent with Coy and Dixon’s research.  

 

5.4 Data Analysis: Applying the PAI to annual reports 

As explained in Chapter 2, when developing the PAI, Coy and Dixon (2004) carried 

out an opinion-seeking exercise: the Delphi exercise. Thirty-nine selected participants 

filled in a questionnaire asking about the relative importance of different features of 

annual reports.  Three major categories were identified in the PAI: Overview, 

Financial and Services disclosures. Those three board categories were subdivided into 

eight specific categories. In addition, these eight categories were subdivided into 58 

items. 

 

As explained in Coy and Dixon (2004), all information in annual reports is categorized 

into 58 items, including timeliness, financial, servicing, etc. Following the scoring 

method in Coy and Dixon (2004), all information was scored from 0- 10 according to 

how well the information is provided to public. 0-10 likert scale was used when scoring 

the disclosure items. The benchmark is 5. The item would be scored as 0 if there were 

no disclosure for that item. The item would be scored as 5 if the disclosure just meets 

the benchmark set by Coy and Dixon. The better the disclosure is, disclosure item is 

assigned a higher mark. The item would be scored as 10 if the disclosure were sufficient 

according to the criteria set by Coy and Dixon.  Benchmarks were set up when 
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evaluating the disclosure levels. The benchmark is not an average score but a score 

considered a quality disclosure that annual reports should achieve from a public 

perspective. A higher mark means better accountability. A disclosure would be scored 

as 6 if it disclosed 10- 29% more than the benchmark. A disclosure would be scored as 

4 if it disclosed 10-29% less than the benchmark. Each category was allocated a 

different weight according to how important the information is from public perspective. 

One hundred is the total weighting score and it was spread out among the different 

categories as follows: 

Table 5.1 PAI weighting for eight categories  

Timeliness 10 

Overview: report 7 

Overview: university 10 

Financial 25 

Service: general 8 

Service: teaching  25 

Service: research 13 

Service: community service 2 

 

As shown in the diagram above, the total weight for all categories is 100. The weight 

of timeliness is 10 out of 100. The weight of overview: report is 7 out of 100， 

Overview: university is 10 out of 100, financial is 25 out of 100, etc.  As shown in the 
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diagram: the most important categories are financial and teaching services from a 

public perspective. The financial information shows how universities use the funding. 

Teaching services are highly linked to the teaching quality of universities. The 

weighting above shows the importance for eight categories. At the same time, within 

each category, a total weighting of 100 was allocated to each disclosure item. The 

detailed weightings are listed in the Appendix.  

 

By multiplying the score for a given informational category by its weight and dividing 

by the benchmark a comprehensive accountability score is calculated. A higher 

comprehensive accountability score for a specific information category means valuable, 

“good quality” information is disclosed to the public, and the information disclosed 

meets the public demand. For example, the table below shows partial weighting and 

PAI scores for Overview: report category of University of Auckland for year 2004.  

 

Table 5.2 PAI for each item and category*  

Overview: report Weighting   Score PAI for item 

Auditors' report 25 6 30 

Statement of accounting policies 25 5 25 

Directory information  20 6 24 

Statement of managerial responsibility 20 5 20 

Brief summary 10 0 0 

PAI for category     99 

*PAI weighting for items are listed in Appendix 
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As explained in this chapter earlier, the weight for overview: report is 7 out of 100. 

When calculating the comprehensive PAI score, a total weighting of 100 was allocated 

to each disclosure item. In the table listed above, there are five items included in 

Overview: report category. The total weighting of those five items is 100. The 

weighting for Auditors’ report is 25 out of 100 in this category. The disclosure level for 

this item is scored as 6.  

The PAI for Auditors’ report item is calculated as: (25 x 6)/5=30 

In this case: the PAI for Overview: report category is: 30 +25+24+20+0=99 

 

The date on which annual reports were posted was recorded for scoring timeliness. The 

benchmark for timeliness is 12 to 13 weeks. The score for timeliness reduces by 1 

point if the annual report was published two weeks later. If annual report was 

published within 14 days of the balance date, a score of 10 is given. If annual report 

was published after 23 weeks after the balance date, the lowest score of zero will be 

given.  

 

5.5 Data display  

The finding in table 1 lists the PAI scores for eight universities in New Zealand for 

years 1985 to 2012. (The figures from 1985 to 1996 are from previous research by Coy 

and Dixon 2004, and the figures from 2000 to 2012 were measured by the researcher 
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using the PAI index.) A line diagram was drawn according to the PAI scores from1985 

to 2012 according to the analysis result to give a broad view of public accountability 

changes in annual reports. This allows some predictions to be made for public 

accountability in next few years. This research focuses on the period of 12 years 

(2000– 2012).  The PAI scores for each sub- category were listed and analyzed 

individually, in order to explore the changes in PAI scores for each sub-category.   

 

5.6 Validity and Reliability of Data 

In this study, one researcher scores all annual reports. The reliability of data may be 

questionable. To improve the reliability of data, I examine the PAI score for year 1996 

and 2000 as well. In Coy and Dixon (2004), the annual reports from the 1980s’ to 2000 

were scored by PAI. This study applies PAI to annual reports for year 1996 and 2000, 

then compares the result with the result in Coy and Dixon (2004). By comparing the 

overall score and the score for sub- categories, the result in this study in 1996 and 2000 

were shown to be consistent with the result in Coy and Dixon (2004).  Correlation 

coefficient between my PAI score and PAI score from Coy and Dixon (2004) is 

calculated. The result is shown as table below: 
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Table 5.3 Correlation between this study and Coy & Dixon (2004) in 1996 and 

2000: 

 

  1996 2000 

Auckland 0.95628  0.97945  

AUT 0.96987  0.98742  

Canterbury 0.98677  0.97125  

Lincoln 0.97829  0.97107  

Massey 0.97973  0.98014  

Otago 0.97625  0.97743  

Victoria 0.97725  0.98348  

Waikato 0.98129  0.98207  

 

All of the correlation figures are very close to 1. As shown in the table above, the 

lowest correlation is 0.95628 and the highest correlation is 0.98742. The result implies 

that the PAI I got for the years 1996 and 2000 are very similar to Coy and Dixon’s 

(2004) data for those two years. In addition, this research follows exactly the same 

measurement when scoring the information in annual reports to get consistency of 

measurement.  

 

To make sure the analysis is as inclusive as possible the researcher read through the 

annual reports and allocated each part of information into different items (all 

statements, diagrams and pictures were evaluated as well). The page number for that 

information was recorded at the same time. After all the information was scored, the 

researcher reviewed the page number to make sure that every single page had been 



31	  
	  

recorded.  

5.7 Chapter summary 

This chapter explained the research method employed in this study and how to apply 

PAI to get data. To summarize, content analysis is selected in this research as the most 

appropriate method of analysis as this study explores the incidence of discourse in 

annual reports. As explained in Wilmshurst and Frost (2000), the activities of an 

organization are related to disclosures.  This study selected annual reports for eight 

universities from years 2000 to 2012 to investigate the recent trend of public 

accountability. This research applies the PAI developed by Coy and Dixon (2004). To 

check the data validity, I applied the PAI from the years 2000 and 2000, and calculated 

the correlation of my data with the data of Coy and Dixon (2004).  

  



32	  
	  

Chapter 6 Results and discussion 

The data was collected as stated in Chapter 5 and PAI figures were analyzed to 

investigate the trend in public accountability. To explore why those changes happened, 

findings were incorporated with change in the legislation and with legitimacy theory.  

 

6.1 The overall PAI from years 1985 to 2012 

Table 6.1: Overall PAI for eight universities from 1985 to 2012 

 
The PAI scores from 1985 to 1996 are cited from Coy and Dixon, (2004) 

 

Table 6.1 lists the PAI scores of eight Universities from years 1985 to 2012 in New 

Zealand. The index above is described as a single number that represents the score of 

all items. The data accountability score for eight universities from 1985 to 1996 are 

cited from Coy and Dixon （2004）. This research reapplies the PAI to annual reports 

from 2000 to 2012.   
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Means of the PAI for eight universities were calculated to examine the overall 

accountability of tertiary education institutions in New Zealand. The diagram below 

shows the trend of public accountability from 1985 to 2012. The average PAI score for 

2012 is 67 and that is considered as acceptable reporting quality and disclosure 

compared with the PAI score in previous years. One thing to bring to researchers’ 

attention is that annual reports were getting longer and longer from 1985 to 2012. 

However, accountability did not improve significantly after 2000. In other words, the 

length of annual reports does not necessary represent their quality.  

 

To focus on the reporting quality in this research, three levels of reporting are revealed. 

The first level (bottom level) includes all annual reports with a total PAI score below 

40. As shown in the table above, none of the PAI scores for annual reports between 

1985 and 1988 is in excess of 40 points. The disclosures during this period are 

associated with the provision of financial statements only with little reporting of 

non-financial activity. The annual reports during that period are very short and 

non-uniform. Different universities present annual reports in different ways, such as 

length, order of chapters and contents.  Annual reports are considered as an 

accounting tool in that period as they mainly report the financial activities in earlier 

annual reports. The second level coincides with reports with PAI scores between 40 

and 80. This is an acceptable level of disclosure. All annual reports after 1992 are in 

this level. The annual reports in this period contain a broader range of information, 
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instead of just financial statements. More components are added into annual reports, 

such as the vice chancellor’s report, and the service report on performance, research 

and community. More information is available for the public that allows prediction on 

the future movement of the university. The availability of both a statement of intent 

and annual reports allows the public to track whether universities have done what they 

promised, or intended, to do. The third level (top level) coincides with reports with 

PAI over 80. This level reflects a high level of disclosure from the public perspective. 

Victoria University was given 84 in1996 as overall PAI, and Otago maintains a high 

quality of annual reports after 2000.  

 

Figure 6.1 trends for overall PAI from 1985 to 2012 

 

This diagram shows that how overall public accountability changes since 1985 to 2012 

using four yearly intervals. The results show that public accountability increased 

dramatically from year 1985 to year 1996. From year 1996 to year 2000, the change in 
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accountability is non-uniform. Lincoln, Victoria and Waikato universities show 

significant decreases in overall PAI between 1996 and 2000. On the contrary, 

Auckland, Canterbury and Otago show significant increases in PAI between 1996 and 

2000. The Overall PAI for the remaining two universities: AUT and Massey; remain at 

a similar level. However, from years 2000 to 2012, the PAI scores for eight 

universities remain a similar level. The overall PAI represents the average 

accountability of universities only, but not the change in each category. For example, a 

big improvement in ‘timeliness’ and a big decrease in ‘service: financial’ may happen 

in the same year and may cause the overall PAI remain the same. In other words, 

overall PAI cannot address what happened exactly. It is necessary to study the change 

in each category over the years. As showed in the diagram above, the disclosure level 

of Otago was ranked as Number one after the year 2000.  

Figure 6.2 recent trends from 1996 to 2012 
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The magnified diagram above shows overall PAI scores from years 1996 to 2012. It 

enlarges the changes in PAI scores. The PAI scores change differently from 1996 to 

2000.  

 

Even though the mean of eight universities remains at the same level: between 65 and 

70; from years 2000 to 2012, the trend for each university is different. Canterbury 

dropped from 65 to 57 from year 2000 to year 2012. Otago improved gradually from 

83 to 87. Massey improved from 64 to 74 during 12 years. The PAI for both Lincoln 

and Auckland dropped in 2004 and increased after 2004. Otago has the highest score in 

2012 while Lincoln has the lowest point. That means the disclosure quality of Otago is 

excellent in 2012 while the disclosure quality of Lincoln is relatively low in 2012.  

 

6.2 Report quality and disclosure level for sub-categories 

Universities may disclose some information poorly and some other information well. 

This section divides the PAI into different categories to find out why the total public 

accountability score changes. 

Table 6.2 Timeliness PAI score for annual reports  
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The table above lists PAI score for the ‘Timeliness’ category from 1985 to 2012. As 

mentioned above, the weighting of timeliness is 10 out of 100. This implies that the 

publishing date of annual report is relatively important in public’s mind when talking 

about accountability. In addition, information validity is questionable when annual 

reports are published too late. The mean is calculated to show the average time annual 

reports published depart from the balance date of each year. A higher score shows that 

the publishing date for annual reports is closer to balance date. As illustrated in 

Methodology part, the benchmark is five which is equivalent to an adjusted PAI score 

100. As shown in the table above, seven universities get zero for timeliness in 1985. 

According to Coy and Dixon (2004), the annual reports for most universities were 

published after one or two years from the balance date of 1985. Most of information 

are recorded as financial transactions. But their non-financial information accuracy is 

questionable, as there are concerns over the problem remembering the operation 

activities of universities after such a long time.  

 

As shown in the figure, the average timeliness PAI is increased dramatically from 73 

to 105 between years 2000 and 2004. The average of timeliness remains at a relatively 

high level after year 2004. The possible reason could be the introduction of Crown 

Entity Act 2004. As explained in the legislation background, Section 150 of Crown 

Entity 2004 states that a Crown entity must prepare an annual report as soon as 

practicable after the end of each financial year. They also need to provide the report to 

its responsible Minister no later than 15 working days after receiving the audit report. 



38	  
	  

The regulation of the publishing date could be a possible reason of the improvement in 

the ‘Timeliness’ category. As listed in the table above, most universities published 

their annual reports within 13 weeks after the balance date from year 2004. However, 

Lincoln, Massey and Otago have lower PAI score on timeliness on 2004 and 2008.  

 

Table 6.3 PAI score for overview report 

 

 

Table 6.3 shows PAI score for Overview: report category from year 2000 to year 2012. 

Universities change differently from 2000 to 2012. However the mean of PAI for this 

category remain the same level. Overall the disclosure of this category is high as most 

of PAI score is over 80. All information included in this category is general 

information. Disclosing more information would establish a positive public image of 

public universities.  
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Table 6.4 PAI score for overview: university 

 

 

Table 6.5 PAI score for financial category 

 

 

Table 6.5 shows the PAI score for financial category. The PAI scores are high compare 

with PAI in other categories. As explained in Chapter 3, financial statements have to 

follow GAAP and other accounting standards. Accounting standards set up the 

framework and presentation for financial information clearly. That is why this category 

assigned high PAI scores.  
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Table 6.6 Service: General 

 

Table 6.6 shows the PAI scores for service: general category. This category includes 

information such as targets and achievements of university, equal employment 

opportunity and heath and safety. Universities report this category in different way. 

Some universities do not include disability in equal opportunity employment report.  

 

Table 6.7 PAI score for service teaching category 

 

The table above shows the PAI scores for Service: teaching category. The PAI score is 

low compare with PAI score in other categories. Low scores are assigned because lack 

of disclosure of staff satisfaction and student satisfaction.  
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Table 6.8 PAI score for service: research 

 

Table 6.8 lists PAI scores for service: research category. Victoria and Canterbury have 

low PAI scores because breakdowns for sub-units for research information are not 

disclosed well in their annual repots.  

 

Table 6.9 PAI score for service: community 

 

Table 6.9 shows the PAI scores for service: community. The result implies that 

universities disclose this category very differently. Lacking relevant regulations may 

cause highly difference in reporting. Section 6.4 uses legitimacy theory to discuss why 

those PAI changed.  
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6.3 The most recent reporting status 

Table 6.10 partial public accountability scores for annual reports in 2014

 

 

As is shown in the table above, ‘Overview: report’ was assigned the highest PAI of 

100, compared with other categories. This category includes items such as the auditor’s 

report, directory information, statement of accounting policy and managerial 

responsibility. Those items are mainly descriptive information that helps readers of the 

annual report to understand the information. It also explains the meaning of 

professional terms. For example, ‘Statement of accounting policy’ includes 

explanations of accounting professional terms such as inventory, tuition fees received, 

etc. High scores for this category indicate universities’ willingness to explain what 

they reporting to public. Readers have to understand what they are reading first. 

However, the information included in this category is mostly neutral information that 

has little relevance to performance. Universities provide very similar information with 

a slightly different presentation style. Linking with legitimacy theory, this finding 

supports Nazli Nik Ahamd and Sulaiman’s (2004) opinion that organizations want to 

build up a responsible environment by purely providing descriptive information 
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without monetary and comparative information.  In other words, universities provide 

neutral information and good news to build up a good public image.  

 

It has also been noticed that ‘Teaching service’ was assigned a relatively low PAI 

score of 45. The researcher gives a low score to this category as all universities fail to 

disclose teaching performance by sub–departments. In other words, public are unable 

to know how those teaching resources are allocated among different departments. As 

exported in Coy and Pratt (1998), the management team in universities may hide some 

information such as how to allocate funds among departments so that they can allocate 

resource in the way they personally prefer. Another reason could be that universities do 

not have the obligation to disclose how they allocate resources by law. There is no 

uniformity in allocating resources a certain way. However, ‘Service: research’ items 

are disclosed better than ‘Service: teaching’. The reason behind this could be that 

university funding is partially dependent on research. Universities’ better disclosure of 

research services could benefit their revenue.  

 

As shown in figure 6, standard deviations were calculated to investigate the variation 

in report quality among different universities for each category.  All universities get a 

high score for this category because the items need to be disclosed in the ‘Overview: 

report’ category as stated clearly in the Crown Entity Act 2004. The relevant 

legislation may help to unify the disclosure of specific information. In addition, as 

discussed above, the information included in the ‘Report: overview’ category is neutral 
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information. Universities disclose overview information very well to build up a good 

image from the legitimacy theory perspective.  

 

‘Financial disclosure’ has a relatively low variation because all financial statements 

should comply with GAAP under the Financial Reporting Act 1993. This indicates that 

accounting standards can lead to low variation in reporting among different 

universities. Moreover, universities disclose community service information very 

differently. Consequently, the standard deviation is very high for this category. Lack of 

relevant legislation may be the reason behind this phenomenon.  

 

6.4 Accountability and Legitimacy Theory 

Accountability can be defined as “…a social relationship in which actors feel an 

obligation to explain and justify their conduct to someone else” (Day & Klein, 1987, 

p.152). The actor could be an individual or an organization such as university. The 

social relationship contains three stages: Firstly, the organization feels obliged to report 

its behavior by providing all sorts of data such as statements and performance. 

Secondly, the information can be used to question the legitimacy of its conduct. 

Thirdly, judgment on the conduct is formed.  

 

As discussed in chapter 3, universities are obliged to be accountable to the public 

under law. In this study, annual reports are the medium for providing information on 
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the operation of universities. Public have access to the information. In other words, the 

preparation of annual reports makes universities qualify their social relations. As 

explained in the legitimacy theoretical framework, organizations are bound by a social 

contract to behave properly. The social contract involves the social relationship 

between the public and universities.     

 

In this research, public accountability is discussed as a part of the social contract 

existing between universities and the public/government. As discussed in the Results, 

the average of PAI scores for eight universities changed from 10 to 46 from years 1989 

to 1992. The average PAI scores from 1996 to 2010 were 68, 65, 65, and 67. That 

means university accountability improved rapidly in late 1980s’ to mid-1990s’. As 

mentioned in the Legislation section, regulation for annual reporting was reformed in 

the late 1980s’ and the 1990s’. The word” accountability” was starting to be written in 

legislation by 1987. The improvement in PAI scores from years 1989 to 1992 supports 

the expected positive relationship between legislation and accountability. From years 

2000 to 2012, the regulation of annual report preparation did not change much in terms 

of content and processes and the PAI score did not change much during that period 

either.  

 

Even though the overall average PAI remained at the same level, the timeliness score 

changed rapidly from years 2000 to 2010. The timeliness score indicates the time for 

preparing and publication of the annual report. The improvement implies that 
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universities prepare and publish annual reports just after the end of financial year as 

stated in section 150 of Crown Entities Act 2004..  As mentioned in the Legislation 

part, one of the big changes in the Crown Entity Act is the statutory timetable for 

annual report presentation and publication. The results imply that legislation can 

improve accountability by adding a specific provision in that specific area.  

 

As mentioned above, Legitimacy theory could be one of the reasons behind the 

disclosure of information. Neu et al. (1998) pointed out that organizations should 

consider the community as a big concept instead of just investors only. In other words, 

this is relevant to stakeholder theory. The information is required by not only investors, 

such as education departments, but also by other parts of society. The community may 

act to remove the rights of organizations if they do not act in an appropriate way. It has 

been argued that it is easier for organizations to manage their public image by 

disclosing information (Neu et al., 1998). There are three main strategies for disclosing 

information for image creation: i) try to educate or inform the relevant parties about 

recent actions consistent with their plan; ii) try to change external stakeholders’ 

perception; iii) try to hide the problems by changing the focus of external stakeholders. 

I apply the three strategies to this research. Improving university accountability is a 

strategy to create a better image for external stakeholders. Annual reports are a good 

way to inform relevant parties about what they did, how they used the funds, and 

whether they had a good outcome. Universities may disclose some irrelevant 

information to change the public focus, to hide existing problems and to create a better 
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image. Adams (2002) argues that the annual reports are not mainly for regulation or 

public pressure or the investors: they may be produced for a better image.  

 

Referring to the figure 6.2 in the previous section, the accountability of New Zealand 

annual reports did not change much from 2000 to 2012. However, the annual reports 

get longer than before. Referring to what we discussed in the last paragraph, 

universities may disclose some irrelevant information to make the annual reports look 

“prettier” in order to create a better image. However, another possibility is that 

universities are copying each other to increase the length of annual reports year to year. 

This may be relevant to institutional theory. The interesting thing that needs to be 

mentioned here is that the similarity of annual reports for the same university after year 

2000 could be more than 70%. That means the only things changed in the annual 

reports are the figures in the financial reports. Not much information changed in the 

other sections.  
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Chapter 7 Summary and conclusion 

By applying the PAI index to the annual reports of universities from 2000 to 2012 and 

incorporating the data from the previous research of Coy and Dixon, 2004, this 

research explores the overall trends for public accountability from 1985 to 2012. This 

research investigates how the PAI of each sub-category changes. This research also 

explains why public accountability changes by incorporating legislative changes and 

legitimacy theory.  

 

By employing the method of quantitative content analysis, annual reports for 8 

universities from 2000 to 2012 were examined with 4 years intervals. The PAI was 

used to analyze the quality of these annual reports. Three major findings are 

summarized as follows: 

• The results show that public accountability improved significantly from 1985 to 

1996. However, overall public accountability remained at the same level from 

2000 to 2012. The trends in public accountability are various among the different 

universities. For example, from 2004 to 2008, the overall PAIs for Lincoln and 

Otago decrease. However, the overall PAI for Massey increases. This implies that 

public accountability does not always change in the same way among different 

universities.  

• Even though the overall PAI remains the same, the sub-categories may change. 

For example, timeliness is improved, but the financial perspective dropped at the 
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same time.  

• The accountability changes may be related to legislative change. The release and 

modification of relevant legislation affects the reporting environment (Larrinaga 

et al., 2002) More and more, laws regulate the framework, timeliness, 

presentation and availability of annual reports. The change in the overall PAI 

from the 1980’s to 2012 demonstrates how relevant legislation can help to 

improve accountability. Furthermore, the release of the Crown Entity Act, 2004 

demonstrates how legislation can be relevant to the timeliness of annual reports. 

 

The results may also be explained by incorporating legitimacy theory. According to 

legitimacy theory, organizations are bound by a social contract to act properly. The 

annual reports get longer and longer. More and more voluntary information is 

disclosed without being required by law. As discussed in chapter 6, this response may 

support Adams (2002)’s idea that annual reports are not produced mainly in response 

to regulation pressure: they may be produced to project a better image. Universities try 

to improve their public accountability in order to improve their image, to build public 

confidence, and to attract investment from government.  

 

This study contributes to the current understanding of public accountability for 

universities in New Zealand. The incorporation of findings with both legislative 

change and legitimacy theory fills a gap in our knowledge. This research also explains 

some of the reasons for changes in public accountability. Future research in this field 
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would be benefit from an understanding of the current status of public accountability 

and the current quality of annual reports.  

 

This study gives an overview only of the current status of public accountability in 

universities in New Zealand. It would be ideal to repeat this research study in few 

years’ time to clarify its findings. This research explains the changes in public 

accountability by incorporating the PAI results with changes in legislation and 

legitimacy theory. However, in this research, the relationship between legitimacy 

theory and public accountability was inferred using logical reasoning.  To reaffirm 

the findings, the questions of whether legislation or theory might affect accountability 

should focus on “how”. Quantitative research might be required in the future for 

detailed studies of how legislative change and legitimacy theory affect public 

accountability.  
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