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Abstract - The primary objective of the study is to develop a model of best practice for corporate governance in the Malaysian 
TSMEs. The findings highlight nine corporate governance practices significantly derived as important component for the 
TSMEs namely shareholders, top management, board of directors, ownership and board structure, conflict of interest, 
stakeholders, social responsibility, remuneration and transparency. Based on these findings, a conceptual model has been 
developed to present a standard practice for corporate governance in the Malaysian TSMEs. These practices play vital role in 
managing the TSMEs toward achieving their strategies and objectives. The model contributes to the better and successful 
management of TSMEs particularly since corporate governance has proven as vital aspect for SMEs growth. It is suggested 
that further research should be conducted to investigate the significance of these practices to the successful management of the 
TSMEs. 
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I. INTRODUCTION 
 
Nowadays corporate governance is not just a problem 
to be addressed by big companies but also the 
entrepreneurs and Small and Medium-Sized 
Enterprises (SMEs). As understood, the Tourism 
Small and Medium-Sized Enterprises (TSMEs) make 
a significant portion of SMEs in Malaysia, and as a 
matter of fact play a big role as the backbone in 
Malaysia tourism industry. It is reported that many of 
the SMEs in Malaysia are in the services sector, with 
more than a third of the firms involved in the tourism 
industry in 2010 (Department of Statistics, 2012). 
TSMEs in Malaysia employ about 991, 419 workers 
accumulate to 38.1 per cent of total employment in 
SMEs services sectors.  
As a matter of fact, a report from the Ministry of 
Tourism and Culture Malaysia highlighted that the 
tourism industry employs more than a third of 
employees in the services sector and is considered the 
second highest earner in foreign exchange and 
national income (MOTAC, 2011). Hence, the issue of 
corporate governance in TSMEs must be given serious 
attention. Even though there are few models of best 
practice for corporate governance, none was 
developed specifically for the TSMEs in Malaysia. 
Hence, the primary objective of the study is to develop 
a model of best practice for corporate governance in 
the Malaysian TSMEs through investigating the board 
of directors’ perceptions on corporate governance 
practices in their company. 
 
II. LITERATURE REVIEW 
 
Many studies have been conducted on different 
segments of SMEs in the tourism industry. However, 
an intensive literature review also reveals that there 

have been very few studies on tourism 
entrepreneurship and small businesses in the tourism 
industry. Additionally, several studies indicate that 
most tourism entrepreneurs begin TSMEs due to the 
low entry barrier in the industry (Skokic& Morrison, 
2011; Brouder& Eriksson, 2013) which gives them an 
opportunity to be part of the industry (Jaafar, 
Maideen& Sukarno, 2011). Further, Skokic and 
Morrison (2011) suggest that the owner–manager’s 
socio-economic characteristics such as age, gender 
and education level also form a part of the obstacles 
that have a considerable effect on entrepreneurial 
intention and business performance of SMEs. 
 
Tourism SMEs have to face many challenges just like 
other SMEs elsewhere are facing such as, a shortage of 
financial resources, lack of management and 
marketing skills, lack of industry expertise and 
strategic vision (Shaw & Williams, 2002; Augustyn 
2004; Thomas &Augustyn 2007). TSMEs also play a 
crucial role in the tourism industry by delivering 
tourism products and services to the tourist, thus 
vigorous efforts have been made by the Malaysian 
government to utilize the advantages that TSMEs can 
offer (Getz &Carlsen, 2000; Ateljevic, 2009). The 
government has placed high expectations on TSMEs 
to play their role as a vital component in increasing the 
country’s foreign exchange earnings. The fact is the 
government has increased the funding on development 
allocation for TSMEs and has spent RM 4,677.1 
million in the form of 183 training and financial 
programs in 2011.  
 
III. RESEARCH METHOD 
 
Due to the fragmented nature of the activities of 
Malaysian TSMEs, 229 TSMEs were selected and 
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consisted of accommodation service, travel agency 
services, tour operator and tourism guide services.  
The questionnaire was distributed to the board of 
director and top management of the TSMEs. The 
questionnaire asked them to indicate their perceptions 
on nine practices of corporate governance in TSMEs 
namely shareholders practice, top management 
practice, board of directors practice, ownership and 
board structure practice, conflict of interest practice, 
stakeholders practice, social responsibility practice, 
remuneration practice and transparency practice. The 

information and data were then analyzed using 
Statistical Package for Social Science version 19.0 
(SPSS). 
 
IV. FINDINGS 
 
Perceptions on the shareholders practice 
Table 1 depicts all the seven items positively 
emphasized by the respondents as important practices 
of corporate governance in TSMEs.  
 

 
Table 1 Perceptions on the shareholders practice 

Items Agree 
% 

Neutral 
% 

Disagree 
% 

Have a say in evaluating the company’s top 
management performance. 

79.9 16.6 3.5 

Have a right to take part in company’s 
meeting. 

79.5 17.5 3.0 

Have a say in the appointment and dismissal of 
the company administrators. 

72.9 21.4 5.7 

The shareholders play vital role in corporate 
governance of the company. 

72.5 22.2 5.3 

Have full, timely access to the company 
information. 

75.5 19.7 4.8 

Prohibit payments of any household or 
personal expenses of shareholders with 

company funds. 

69.9 22.2 7.9 

Examine, approve or reject year-end financial 
statements and balance sheets. 

69.4 24.0 6.5 

 
Perceptions on the top management practice 
Table 2 shows that all the six items in the management practice produced high level of agreement among the 
respondents. 

 
Table 2 Perceptions on the top management practice 

Items Agree 
% 

Neutral 
% 

Disagree 
% 

Refrain from using any inside 
information for illegitimate purposes. 

87.8 10.9 1.3 

Ensure strict compliance with legal or 
statutory provisions. 

86.9 10.9 2.1 

Look after and protect the company’s 
goodwill. 

86.0 13.1 0.9 

Respect and enforce the rules of 
corporate governance adopted by the 
company. 

83.8 15.3 0.9 

Make every effort to duly and properly 
achieve the company objective. 

86.0 11.8 2.1 

The company’s top management plays 
vital role in corporate governance of the 
company. 

80.2 12.7 2.1 

 
Perceptions on the board of directors practice 
Table 3 depicts the findings from the analysis of board of directors pertaining to corporate governance practice in 
TSMEs and highlights that all the five items on board of directors derived with high level of agreement among the 
respondents. 
 
 
 



International Journal of Management and Applied Science, ISSN: 2394-7926                                                 Volume-4, Issue-7, Jul.-2018 
http://iraj.in 

Corporate Governance Best Practice Model in the Malaysian Tourism Small and Medium-Sized Enterprises 
 

42 

Table 3 Perceptions on the board of directors’ practice 
Items Agree 

% 
Neutral 
% 

Disagree 
% 

The Board of Directors play vital role 
in corporate governance of the 
company. 

85.0 10.9 3.9 

Establish policies for the selection, 
appointment, performance evaluation 
and dismissal of key company 
executives. 

82.0 14.4 2.6 

Should meet at least once a month. 72.9 23.1 4.0 
Should include at least one outside 
and/or independent director. 

66.0 25.8 8.2 

Should have an odd number of 
members ranging from a minimum of 
three (3) up to a maximum of nine (9). 

64.6 27.5 7.8 

 
Perceptions on the ownership and board structure practice 
Table 4 indicates that all the three items in the board structure practice also produced high level of agreement 
among the respondents. 
 

Table 4: Perceptions on the ownership and board structure practice 
Items Agree 

% 
Neutral 
% 

Disagree 
% 

Ownership and board structure are vital 
aspects of the company’s corporate 
governance. 

74.6 24.5 0.8 

Large shareholders can benefit the 
minority shareholders because of their 
power. 

71.6 25.8 2.6 

The Chief Executive Officer (CEO) has 
a concentrated power based to make 
decision in his/her own-self interest. 

62.0 19.2 18.8 

 
Perceptions on the conflict of interest practice 
Further, Table 5 shows that all the four items in the conflict of interest practice significantly important in the 
TSMEs. 
 

Table 5: Perceptions on the conflict of interest practice 
Items Agree 

% 
Neutral 
% 

Disagree 
% 

Unlawfully use inside or privileged 
information to their own advantage 
or to protect their personal interests 
or those of any third parties. 

72.5 20.5 7.0 

Conflicts of interest are vital aspect 
of the company’s corporate 
governance. 

82.5 15.7 4.8 

Bring family members into the 
company without regard for their 
qualifications or for established 
policies. 

69.0 20.1 10.9 

Under no circumstances may 
company executives grant any 
special compensation to members of 
the Board of Directors. 

61.6 31.4 7.0 

 
Perceptions on the stakeholders practice 
Table 6 depicts the findings of all the six items in the stakeholders practice. It is indicated that respondents agreed 
on the important roles the items play in practicing corporate governance. 
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Table 6: Perceptions on the stakeholders practice 
Items Agree 

% 
Neutral 
% 

Disagree 
% 

Company is to institute mechanisms 
designed to ensure the fair treatment of 
the employees. 

84.8 13.5 1.7 

Company is to establish mechanisms 
for monitoring compliance with laws 
and regulations governing its line of 
business. 

84.0 12.2 1.7 

Company is to establish mechanisms 
for passing benefits along to the 
surrounding community. 

85.2 13.5 1.3 

Company will establish fair procedures 
for goods and services based on 
considerations of quality, pricing and 
performance. 

86.0 12.7 1.3 

The stakeholders play vital role in 
corporate governance of the company. 

81.6 16.2 2.1 

Company will establish mechanisms 
for allowing its customers to make 
inquiries, suggestions and claims. 

82.5 15.7 1.8 

 
Perceptions on the social responsibility practice 
Table 7 depicts the findings from the analysis pertaining to the social responsibility practice in TSMEs and further 
highlights that all the three items perceived as important by the respondents.  

Table 7: Perceptions on the social responsibility practice 
Items Agree 

% 
Neutral 
% 

Disagree 
% 

Company will promote sound 
environmental management and help 
control the environmental impact of their 
operations, products and services. 

86.9 11.8 1.3 

Social responsibility is a vital aspect of the 
company’s corporate governance. 

83.8 14.0 2.1 

Company will need to develop strategies 
for preventing and minimizing 
environmental and human impacts and 
risks. 

86.4 11.8 1.8 

 
Perceptions on the remuneration practice 
Additionally, Table 8 shows all the three items in the remuneration practice produced high level of agreement 
among the respondents.  

Table 8: Perceptions on the remuneration practice 
Items Agree 

% 
Neutral 
% 

Disagree 
% 

The director’s remuneration should be 
appreciable and reflect the responsibility 
and commitment of the directors. 

78.6 20.1 1.3 

Remuneration is a vital aspect of the 
company’s corporate governance. 

78.1 20.1 1.7 

The incentives of top management ensure 
the alignment of the management and 
shareholders interest. 

80.3 17.5 2.1 
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Perceptions on the transparency practice 
Finally, Table 9 depicts that all the three items on transparency practice also perceived by the respondents as 
important practices in corporate governance.  
 
Table 9: Perceptions on the transparency practice 

Items Agree 
% 

Neutral 
% 

Disagree 
% 

Transparency is a vital aspect of the 
company’s corporate governance. 

89.0 10.0 0.8 

Company must disclose the 
compensation systems established by the 
Boards of Directors. 

82.5 14.8 2.6 

The recipient of financial information is 
to be disclosed to the company’s 
shareholders, Board members and 
statutory and other auditors, as well as to 
any interest groups. 

80.4 14.4 5.2 

 
CONCLUSION  
 
To develop a best model of corporate governance 
practice in line with the objective and strategy of the 
Malaysian TSMEs, the nine components are 
separated according to their impacts toward the 
management of TSMEs. They are categorized into 
three major aspect namely, management, roles and 
contribution.As shown in Figure 1,the management 
aspect consist of four components relating to 
planning and management of TSMEs such as 
shareholders, top management, board of directors 
and stakeholders components.  

Further, the roles aspect is more focusing on  conflict 
of interest, social responsibility and transparency as 
components in achieving the objective of the 
company. Finally, two other components are 
included in the contribution aspect of corporate 
governance based on the fact that they are related to 
the human resource and facilities which significantly 
can contribute to the growth of TSMEs. The two 
components are ownership and board structure and 
remuneration. The model would eventually 
contributes to the better and successful management 
of TSMEs particularly since corporate governance 
has proven as vital aspect for TSMEs growth. 

 

 
Figure 1: Model of Best Practice for Corporate Governance in Malaysian TSMEs 
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