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Abstract: The present investigation is aiming to provide aegal overview of academic
literature on related party transactions topic. $haly is based on the positive perspective and
on fundamental (descriptive — conceptual) resesypb. The main investigation techniques
used were: the literature review, the documentdysisa the comparative analysis, the non-
participative observation. The principal resulttigt the literature generally provides two
opposite theories based on which the related pangactions could be explained, namely: the
efficiency theory and the conflict of interest theoHowever, a recent investigation proposed
the related party transactions to be explained uadsontingency perspective, which implies
the overlap of these two theories mentioned above.
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1 Introduction

The development of intra-group transactions islifatgéd by the economic globalization,
whose manifestation is becoming stronger and stmorighus, according to statistics, more
than a third of the world trade and over 80% ofsections involving technology transfer
are carried out between related parties (Li, 2Q@6:

According to Golub & McAfee (2011: 75), the modewrporation is a semi-autonomous
aggregation of business units that run transactimib between them and with entities
outside the group. Among the most obvious reasehsd the development of intra-group
trading and of company internalization, are thdofeing: the economies of scale, the
reduction of fixed costs, the existence of unusesbyction capacity, the avoiding of
negotiations and of transaction costs, the divissbnproduction process, the specific
characteristics of products, the need for secutftg, need for commercial secrecy, the
accounting policies, the tax avoidance, the reditneaty provisions (EU, NAFTA), the
abolition of protectionism (Georgopuolos et alDpZ: 48).

Therefore, the transactions carried out with relgparties represent a very important
aspect of the present businesses, which might Aavenportant impact on an entity as a
whole. Having this regard, the present investigai® aiming to undertake a survey of
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academic literature on related party transactiquicidn order to provide researchers and
other interested persons with an overview of thevemnt literature.

The remainder of this paper is organized as follas first part presents the research
methodology, the second generally describes theeptnal framework, then the related

party transactions are analyzed under the perspeofithe efficiency theory, under the

perspective of the conflict of interests theory ander a perspective cumulating these two
mentioned theories. The last part of the paper cizep the general conclusions of our
work.

2 Research methodology

The purpose of the present investigation is toigievan overview of the relevant literature
on related party transaction topic. Thus, as distapoint of our work, we selected the
scientific databases that have been further useddtiing articles: Emerald, Ebsco and
SpringerLink. The period of research publicationswset between January 2000 and
October 2012. This period was random chosen, haringnd that an exhaustive research
is impossible to be realized, as a very large amotiarticles on this topic was published
starting with the first part of 2Dcentury. Nevertheless, we wanted to comprise in ou
study recent articles, in order to avoid expirddiimation, but in the same time we wanted
to comprise a period of time sufficiently largestarprise the evolution of the topic we are

113 ” 02
interested in. The research expression was “ReRaety Transaction”.

This study is generally based on the positive meseperspective and on fundamental
research methodology (descriptive — conceptualg miain investigation techniques used
were: the literature review, the documents anglybis comparative analysis, the non-
participative observation.

3 Conceptual framework

"Related party transactions" (hereinafter “RPT"g dransfers of resources, services or
obligations between an entity and its related pariASB, 2011).

The previous idea is outlined as well by Gordoale2007: 82), according to which, even
if the definition of "related party transactions'aries across different accounting
referential, however, such transactions generallyasent operations conducted between a
company and its related parties, such as subsdijadffiliates, shareholders, directors,
managers etc.

According to Pizzo (2011: 1), the criteria for chfig "related party transactions” might
vary significantly across the academic studieshie area of accounting and corporate
governance, or across the different accountinglagons, but in general, these criteria are
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built on the assumption that engaging in RPT depayd "the ability to influence the
conditions and contractual terms of transactions."

In another train of thoughts, Chen et al. (2008)2®te that "related party transactions" is
a very ancient and widespread practice of busiriekswise, according to Gordon et al.,
(2007) cited by Lo et al. (2010: 226), the "relaearties” are a natural element of
businesses and many corporations undertake a Vatgee of such transactions, which
are essential for their development.

According to the studies conducted by Gordon ef28l04), Kohlebeck & Mayhew (2004)
cited by Gallery et al. (2008: 149-151) and Piz201(1: 1), in the academic literature,
there are two main theories explaining the ratienafl "related party transactions"”, as
follows:

a) the efficiency theoryin which views RPT represent effective transandiohat
support the economic needs of the company, and

b) the conflict of interest theoraccording to which RPT represent possible harmful
transactions, which are run in the interests afadors / majority shareholders.

Based on the study performed by Cheung et al. (2@d@d by Nekhili & Cherif (2011.:
294) there are three types of "transactions betwelated parties", such as follows:

- transactions whose result is the reliable exprtipriaof minority shareholders (i.e.
they may take the form of purchases / sales ot@dmasiness dealings, etc.);

- transactions that may be detrimental to minoritgreholders (i.e. collection of 193
liquid assets, relationships with subsidiaries);

- transactions conducted for strategic purposes,diatot follow the expropriation
of minority shareholders (i.e. takeover and capitalestment alliances,
acquisitions / sales of shares).

Sun et al. (2011: 868) consider that "related paegsactions” is a double-edged sword,
meaning that majority shareholders might eithemisappropriate company funds, either
to inject capital for the benefit of all sharehakle

This idea is also illustrated by the study conddidig Tong & Wang (2008: 187 - 201),

whereby the majority shareholders are trying te talvantage of the power of control at
their disposal to enhance either their own benefithe company’s overall benefits, while
RPT represent a way to achieve such goals. Resuttse analysis undertaken by these
two researchers revealed the following:

- where the majority shareholders have a low padi@p rate (below 50%), they
use RPT to enhance personal wealth at the expdnakt shareholders wealth
(negative effect on financial results);

- where the majority shareholders hold a significawhership share (over 50%),
they use RPT to enhance wealth of firm as a whotsi(ive effect on financial
results).

Going on the same principle, the study conductedhyet al. (2010: 256) concludes that

COUNTRY CASE STUDIES



FuroEconomica

Issue 2(32)/2013 ISS82-8859
capital expropriation may be bidirectional, namely:

- the majority shareholders expropriate, for persopatposes, the minority
shareholders (embezzlement performed by formemxgrou

- the company expropriates shareholders and relatetleq, meaning that the
company is granted with support by related pa(fieancing means).

The study performed by Pizzo (2011: 2) points dw fact that before the financial
scandals incurred in the last decade (i.e., Enfalelphia, Parmalat, WorldCom, Tyco,
etc.), the "Related party transactions" had notesgnted a subject of detailed analysis for
academic researchers or regulators and superviGvhgrwise, research in the field of
accounting focused more on analyzing potentialsations running biased, which do not
respect the arm’s length principle and deviate friiv@ market values (Mason, 1979;
Brown 1980; Goodman & Lorensen, 1985) while redeant the field corporate
governance often tackled topics such as: managenbe@trd composition and
independence, the role of audit committees, renatioer of directors etc. After these
events, however, related party transactions begdretincreasingly associated with the
idea of powerful instruments for financial frauddagxpropriation.

4 Related party transactions from the perspectivef efficiency theory

104

Generally, the concept of efficiency is relatedcestain criteria which compare (report)
effects to efforts regardless of their nature anchglexity. The understanding of this
concept is vital for all human activities. Accordito the principle of efficiency, people
want to get maximum effect with minimum effort (Zam& Geaninu, 2006, p.9).

From an economic point of view, the effectivenes& ifundamental principle, which is
defined as the relationship between the inputhi®rconsumption of limited resources, on
the one hand, and the amount of goods and serpiaduced, on the other hand, at
different aggregation levels of the economy (miarzo and macro) and different time
horizons (Zaman & Geainu, 2006, p.9). In other words, efficiency mearssrelationship
between the effects obtained (results) and effe’tpenses) made for an economic activity
in a given period of time. Therefore, economicadincy refers to how to use the resources
available so that the production of goods and sesvito achieve maximum possible
(Sullivan & Steven, 2003, p.15). Economic efficigraoncerns, as well, to the degree at
which a firm is able to achieve the economic taa@stablished for a certain period of time
(Cristache, 2003).

According to researchers Zaman & Geéam (2006, p.9), "the basic principle of economic
efficiency means not only the maximization of résulhile using a given amount of
resources or minimization of costs per unit of otitpout also the compatibility of
competitive market mechanisms (generating profit profitability) with the requirements
to maximize the welfare of individuals and grougsir@ividuals, to ensure equity and
social justice ".
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According to theory of economic efficiency, RPT megent effective transactions that
support the economic needs of the company.

Under this theory, among the most topics addresédih the literature, are (Pizzo, 2011:
9):

- reducing the transaction costs (Coase, 1937, Widlan, 1985, Fan & Goyal,
2006);

- creation of a market that are able to bring groepefits (Khanna & Palepu,
1997);

- investments in emerging markets (Fismann & Khagfa4);

- transfer of technology and other resources (Changofg, 2000; Moscariello,
2007).

Therefore, among the benefits of intra-group tratisas that are conducted in good faith,
are: (i) reducing transaction costs (Coase, 198dtegl by Tong & Wang, 2008: 188)
through vertical or horizontal integration which shahe effect of (i) net profit
maximization and increase of operational profiigpénd competitiveness of the group as
a whole (Chen et al., 2009: 287 - 295); (iii) iresing the return on assets (Zhuo & Hu,
2001, cited by Chen et al., 2009: 286): (iv) medms allocating internal resources
(Stauropoulus et al., 2011: 156); (v) the optimbdcation of internal resources, (vi)
achieving economies of scale due to markets intiemelization; (vii) reduction of risks

associated to foreign markets; (viii) reduction tbé time needed to conduct certain o5

transactions; (ix) reducing the tax burden (Cheal.e2009: 295).

Gordon et al. (2007) cited by Lo et al. (2010: 2@6)phasizes the idea that there are many
corporations which carry a large amount of intraegr transactions not involving financial
and accounting fraud. However, because very ofteh fansactions are used fraudulently
or improperly, their positive effects have comebeounderestimated or overlooked (Chen
et al., 2009: 286).

5 Related party transactions from the perspectivef conflict of interest
theory

According to this theory, each group of interesaimentity (each agent) works to achieve
personal objectives and to maximize their own g&onflict occurs when there is
discordance between the interests of the princifghlareholder, partner, manager,
entrepreneur, roughly every ruler) and agent (managmployee, subordinate). The main
proponent of this theory is the well-known Americagonomist Milton Friedman, in the
view of which, the primary responsibility of orgaations is to use resources to maximize
long-term profits.

Managers are agents of shareholders and have igatai to act to satisfy their interests.
The specific issue of conflict of interest theosyessential in corporate governance. For
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companies with dispersed ownership, this theorgngits to explain "how to align
managers' interests with those of shareholders" famdthose with a concentrated
ownership "how majority shareholders' interests banaligned with those of minority
shareholders” (Hu et al., 2009, p.193). The candifdnterest theory is rooted in utilitarian
theory, according to which the outcome of an acttam be considered ethical if it
produces more good (i.e. more revenues) than haan qosts). In the literature, the
conflict of interest theory is used as the thedrggent (or agency).

Under this theory, among the most widely discussepits are (Pizzo, 2011, p.4):

- poor corporate governance: undermining non-exeeutdirectors functions
(Vicknair et al., 1993; Weisbach, 1998; Denis &i8at999; Klein, 2002);

- manipulation of financial results ("earnings mamagat"), (Ming & Wong, 2003;
Jian & Wong, 2003, 2008, Aharony et al., 2005);

- embezzlement of assets ("tunneling") (Johnson.e2800; Jian & Wong, 2004,
Jiang et al., 2005; Ryngaert & Thomas, 2007 ;);

- employment of relatives in family firms;

- misleading financial statements (Erickson et &00® Swartz & Watkins, 2003;
Targu, 2004).

The classification realized by Nekhili & Cherif (PD. 296), retain as topics most often

addressed the following: .
10

- correlation between RPT and handling financial ltesidohnson et al., 2000a, b;
Jiang & Wong, 2004; Thomas et al., 2004; KhannaageR, 2005);

- diversion of capital, by transferring the capitarh divisions with great potential
towards those with low potential (Chang, 2003, dimian et al., 2003; Jian &
Wong, 2004; Marco & Mengoli, 2004, Liu & Lu, 2007 )

- transfer of wealth from minority shareholders todgathe majority shareholders
(Bianchi et al., 2002).

The study undertaken by Nekhili & Cherif (2011: 281so reveals that researches on RPT
opportunism are based both on the emerging mankish are recognized for their weak
governance systems (Chang, 2003; Jian & Wong, 2084ung et al., 2006, Lin et al.,
2010) but also on the European countries (Johnsal.,e2000a; Bianchi et al., 2002;
Faccio & Lang, 2002; Marco & Mengoli, 2004) or evenm American market (Shastri &
Kahle, 2004, Gordon et al., 2006; Kohlbeck & Mayh@@10).

Although transactions between related parties naase tbeneficial effects for group and,
more broadly, for society, however, when they asedufor opportunistic purposes, their
effects can be disappointing because RPT has ility &b hide different stakes, such as:
() enrichment of a party over the other partiesolwed in the transaction - the
expropriation of minority shareholders in the bénef controlling shareholders, officers
or directors (Nekhili & Cherif, 2011: 291), (ii) mgoulation of financial results to achieve
the desired level of operational performance: retur investment, return on sales, return
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on assets (Chen et al., 2009: 286), (iii) overediiom of earnings for various purposes,

such as the right for the issuance of new sharese(@l., 2010 quoted by Stauropoulus et
al., 2011: 156).

The related party transactions undertaken for dppatic purposes usually have one of
the following forms: goods sold or purchased atedént prices from the market values

(higher priced); loans obtained on preferentiaingerassets sold to benefit of controlling
shareholders; fictitious sales.

Given the above, it is not unusual the fact that PT is described by some researchers,
including Seetharaman et al. (2004: 1063), asra fifrfraud. On the other hand, the study
realized by Gordon et al. (2007: 82) reveals thAT Rs not more common in companies
that commit fraud than in companies that do nouoa@e such practices. But, while RPT
does not usually represent an indicator of frawaydver, when fraud exists, RPT is one of
the main reasons behind it. Likewise, the resuftempirical research undertaken by
Stauropoulus et al. (2011: 161), shows that invesice more aware of the RPT involving
actives than those involving products (becausefdhmer are more susceptible to fraud)
while Noronha et al. (2008: 367) consider thasitifficult to assess whether a particular
decision was taken for the real purpose of busioefs other opportunistic purposes.

Summarizing and quoting Chen et al. (2009: 29%), rtlain negative goals of RPT are:
expropriation of minority shareholders, misleadinige financial results (earning
management), misappropriation of assets (tunngllingverestimation of income
(propping). These goals are presented in morel dietdie paragraphs below.

107

A) Related party transactions and minority sharehosdexpropriation

Hu et al. (2009: 191) points out that, in the acaidditerature there are numerous studies
that examine the way in which shareholders engagetivities with the main purpose to
expropriate the minority shareholders (Shleifer &hny, 1997, La Porta et al., 2000,
Bertrand et al., 2002, Brockman et al., 2002, Cheatral., 2006).

According to the research conducted by Stauropoedus. (2011: 158), in the previous
literature, there are two relevant currents quginiif the degree of expropriation of
minority shareholders:

- the indirect measurement of expropriation degrgayding various representative
factors, such as: the legal system (La Porta et1808, 2000a, 2000b, 2002,
Johnson, 2000; Brockman & Chung, 2003; DjkanovIe2@08) or changes on
cash flow control (Faccio et al., 2001, Claesserad.£2002, Bertrand et al., 2003,
Joh, 2003, Lemmon et al., 2003, Baek et al., 2004 studies based on the
indirect method do not examine whether the expation is due to specific
actions of company management.

- the direct measurement of expropriation degreegxgmining the behavior of
majority shareholders that may have direct impacthe company. The academic
literature recognizes three types of actions: “e@s management”, “tunnelling”
and “propping” (“flip side of tunnelling” - Friedan et al., 2003). These will be
explained in the next subsections.
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Chen et al. (2009: 285, 295) concludes that thentiral performance and the company's
market value increase proportionally with the votuof transactions with related parties,
while the operational performance decreases (wtterg can draw the conclusion that
shareholders use RPT for their own interests).

The study undertaken by Ameer & Azizan (2012: 7®@phasizes the idea that minority
shareholders activism (such as, for example, ggttinat government level, an association
representing minority interests) is an effectiveltto reduce expropriation techniques
(including RPT) used by shareholders.

B) Related party transactions and “earnings managerhefiinancial results
manipulation)

In the academic literature there is no an univirsatcepted definition of “earnings
management” (i.e. financial results manipulatiaczhteques).

In their study, Noronha et al. (2008: 367-369) priescertain of the most representative
definitions for the expression “earnings manageingiven by researchers interested in
this subject, such as follows: “deliberately engagn transactions within the constraint of
generally accepted accounting standard in ordexctieve the desired financial results”
(Davidson et al., 1987); “intervention in the pres®f external financial reporting in order

to get some private gains” (Shipper 1989); “marapiah of financial results occurs when
during the financial reporting process, managers tiseir judgment to structure
transactions so as to alter certain earnings oinfaisn stakeholders about the real
economic performance of the company or to influenedain future contracts which 108
depend on the financial result” (Healy & Wahlen993

According to Nekhili & Cherif (2011: 294), althougihe academic literature of the past 15
years has written extensively on financial resoigsipulation and on creative accounting,
however, the relationship between RPT and earningmagement has received less
attention from researchers. In this regard, thdistuperformed by Gordon et al. (2006)
and Henry et al. (2006) are useful for understapdire challenges of RPT in terms of
manipulating financial results and providing fraledh financial statements. Therefore, the
transactions between related parties may be caesidan “instrument of earnings

management, with the purpose of presenting finduistédements acceptable or favorable,
or meeting the requirements of managers reporgsglts that are impelled, in their turn,

to meet the expectations of investors / creditors”.

Noronha et al. (2008: 368) shows that, accordinthéoliterature, there are four reasons
underlying techniques of “earnings management’eptable indebtedness, the pressure of
capital markets, tax considerations and manageraenineration.

Ortega & Grant (2003) cited by Noronha et al. (20889) classify the financial results
manipulation techniques into four categories: themant of revenues recognition, the
moment of expenses recognition, using unrealissu@ptions to estimate liabilities, real
trading operations.

In the studies conducted by Lo et al. (2010: 22id) Stauropoulus et al. (2011: 158) there
are presented two ways in which financial resuightnbe manipulated:
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- manipulating the moment of recording a transadtim the accounting evidences,
which involves moving profits from one year to dmat being therefore a
manipulation technique with temporary effects;

- manipulation of transfer prices, which do not affieeture profits, being therefore a
manipulation technique with permanent effects.

As a result of the empirical study conducted onn@hiarket, Noronha et al. (2008: 367)
conclude that financial results manipulation teghes are influenced by ownership
structure and size of company. Thus, public comggamanipulate the results for purposes
relating to the remuneration of managers, whil@gieé companies pay more attention to
reducing tax expenditures.

C) Related party transactions and “tunnelling” (asseisappropriation)

The term “tunnelling” was introduced by JohnsonQ@)0 cited by Hu et al. (2009: 191)
and means the “deviation of resources between coiegpadn order to expropriate the
minority shareholders”. Thus, Ameer & Azizan (20¥Z7), quoting Johnson et al. (2000)
argue that asset misappropriation techniques fasdistribution of resources, through
improper means, between group companies instedididend payments.

Lo et al. (2010: 227) believes that asset misapfaten disguises the actual performance
of the company and hides to minority shareholdeesprivate benefits that control bring to
majority shareholders, which usually translate dssés for the firsts. The diversion of
resources as a result of running RPT usually triggedecrease in the value of minority
shares, which then transforms into a significaduoion in firm value. Stauropoulus et al.
(2011: 158) consider that the techniques of assesappropriation are of a significant
importance for corporations with concentrated owhir.

109

D) Related party transactions and “propping” (incomeenvaluation)

The term “propping” refers to techniques used hyes@ompanies in order to get a certain
level of profits. According to some researchers. (Rizzo, 2011), “propping” represents
the “pre-tunnelling” phase, meaning that througbpping techniques there is temporarily
helped a company in bankruptcy, which in the futca@ be a source of embezzlement
(assets misappropriation or tunnelling). In otheords, those using techniques of
"propping" hope that by saving a company from baptay, they may misappropriate

more funds in the future. Therefore, on short-tetive “propping” techniques are

beneficial to minority shareholders, being a kifdwarantee for them (Pizzo, 2011: 8).

The techniques of “profits overvaluation” (or “pripg”) are often used in jurisdictions
where economic institutions are weakly developdt 3tudy undertaken by Jian & Wong
(2010: 70) shows that Chinese companies listedark €xchanges ensure a certain level
of gains (“propping”) by conducting abnormal tractians with shareholders. This
evidence suggests that RPT can be used for purgpsesfic to capital markets, namely
for achieving a sufficient level of profits (whethia order to qualify for listing, or in order
that, after listing, to avoid the imminent de-ligjiin cases where a company registered
losses).
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As the “tunnelling” techniques, the “propping” tentjues are of a significant importance
for corporations with concentrated ownership (Sipaulus et al., 2011: 158) because the
majority shareholders use intra-group transactieitils the purpose to transfer income to
related parties (Chang, 2003; Jian & Wong, 200ddity Tong & Wang, 2008, p.188).

Relationship of mutual influence between the comypard related party transactions

According to the study conducted by Nekhili & CHie(R011: 291,) related party
transactions are influenced by: the majority shalddrs voting rights, the size of the
steering committee, the independence of the awditnattee, the indebtedness ratio, the
fact to be listed on the capital market. The regdeaonducted by Hu et al. (2009: 190)
emphasizes that related party transactions are manemon: within companies with
concentrated ownership, within companies where ftlmetion of chairman of general
meeting and the function of executive director asisdied by same person and within
companies where the external directors' remuneratio consistent. According to Gallery
et al. (2008: 147), the decision of a company tgage in RPT is dictated by its financial
condition and is associated with low performance.

In general, previous studies have shown the foligvéispects:

- the existence of an inversely proportional relatip between the development of
RPT and the market value of companies (Gordon .et28D4a; Jian & Wong,
2004; Gordon et al., 2004b cited by Gallery et 2008: 149; Claessens & Fan.,
2006, Murphy et al., 2009: 57; Nekhili & Cherif, 2 291; Kohlebeck &
Mazhew, 2010 cited by Stauropoulus et al., 201T) l&hd between RPT and 110
return on assets (Kohlebeck & Mayhew, 2004, qudigedGallery et al., 2008:
150);

- the existence of a directly proportional relatiapshetween the development of
RPT and profitability (Cheung et al., 2006; Kohleb& Mazhew, 2010 cited by
Stauropoulus et al., 2011: 157);

- the association of RPT with a weaker corporate gamece (Gordon et al., 2004b
cited by Gallery et al., 2008: 149; Kohlebeck & May, 2004, quoted by Gallery
et al., 2008: 150).

Therefore, we can conclude that RPT is useful hieae objectives such as: remuneration
of managers, profitability, external contracts,ugdg tax costs. In such a context, RPT
may include: a weak usage of resources (moral dgrablem) or a weak presentation of
information (adverse selection), (Pizzo, 2011: 5).

Monitoring and disclosure of related party transast

Due to the fact that, before the great financiahsials erupted in the past decade, RPT din
not represented an area of detailed analysis mditheesearchers from academia, nor for
regulators, the European corporate governance exissing before the years 2002-2003
have ignored the RPT topic. Thus, details of suahsactions could be found only in
financial reports, which were used both for accmgnipurposes and for purposes of
corporate governance.
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Therefore, in order to curb the negative effecsasted with RPT, the legislators have
proposed certain solutions, such as (Pizzo, 208}, p

- monitoring the activities, by using internal momitg mechanisms: internal
control, internal audit committee evaluation, appte from the board of directors,
the existence of independent directors, approvdlshe General Assembly
(Gallery et al., 2008: 153) and also external mwirig mechanisms: financial
audit, monitoring by creditors, financial inter-nigirs, media (Gillan, 2006 cited
by Gallery et al., 2008: 153);

- detailed disclosures (with respect to: the transadype, the amount, the terms
and conditions, the fit with the market principless.);

- classification of certain transactions as “harmfglich as “employee loans”).

Gallery et al. (2008: 147) believe that in orderdgduce the negative effects associated to
RPT, external monitoring is more effective than timechanisms specific to internal
corporate governance (by conducting an empirieadysbn small businesses in Australia,
these researchers found no direct correlation lEtvtlee mechanism specific to corporate
governance and RPT, unlike other studies as Gagtlah (2004b), which shows exact the
contrary).

In the academic literature, the non — identificatad RPT is considered a key factor of an

audit failure. However, the major financial scasdd#monstrate that the problem is not the

non — identification of RPT (i.e. Enron or Adelphéaditors were aware about the
existence of RPT), but deficiency of informatiomaeding such transactions. In the terms!!t
of cost / benefit, an auditor is trying to find thelated parties and the transactions
undertaken with them, as long as the expectedfiteibeought by the discovery of such
transactions is greater than the cost involved bigtailed analysis procedure (Gordon et

al., 2007: 96).

Although the academic studies, including Chen et24109: 295) emphasized the idea that
the introduction in legislation of a more compl@quirements disclosure regarding RPT
(especially in terms of transfer pricing) shoulddeurgent priority, however, the research
conducted by Nekhili & Cherif (2011: 294) showsttlizere is currently no standardized
procedure by which companies can inform the maikeind how the related party
transactions are verified. Moreover, according tovddn et al. (2006), internal checks are
not enough. The financial reporting standards, ¢hpital market authorities and the
legislation require information that is sometimesulled, sometimes contradictory.
However, the general purpose is to improve theityuaf information available to all
stakeholders and to impose the obligation of inftiam disclosure regarding RPT (where
they may affect the results and financial positiba company).

Notwithstanding the above, researches in the dreapital markets shows that legislation
requiring detailed presentation of related partgnsactions is associated with the
developed capital markets (Djankov et al., 2008, Rarta et al., 2006, quoted by
Stauropoulus et al. , 2011: 157).
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In another train of thoughts, it is necessary totia that the rules on monitoring and
disclosure of RPT were strongly influenced by caidl of interest theory and agency
perspective, while efficient transaction theory htts influence on these rules (Pizzo,
2011: 10).

6 Related party transactions — a contingent apprazh

Generally, within the academic literature, RPT aralyzed in an abstract theoretical
framework, according to one of the two theories. (efficiency or conflict of interest),
Thus, their classification is made by certain fezguthe benefits - for the first mentioned
theory, the risk for second one), without takingpimaccount the specific institutional or
organizational context that may affect the naturéhe operations (Pizzo, 2011: 10). The
traditional research methodology on RPT is preskint¢he below figure.

1 1
I I
1 1
1 1
1
! Conflict of Efficient : Theoretical
I interest transaction :
! theory theory + Framework
1
: :
1 1
I I
1 1
| e e e e e e e e e e e = = = = = = ————————— 1
. . RPT
Self - dealing ohd economic
transactions exchange Interpretation
RPT Disciplines PR Disciplines

- Detailed on-going disclosures; - Periotldsures

- Board / assembly approval; requents; Regulatory

- Ban on some operations. - Maniig mechanisms. |mplications

Fig.1. Traditional research methodology on RPT
Source Pizzo (2011, p.11)
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The possibility that these two theories to coexias never taken into account. Both
theories have inconsistencies or deficiencies,smmdetimes offer different interpretations
(Pizzo, 2011: 10). In the current reality, RPT aatrive strictly classified into one of these
two categories, and the monitoring and disclos@wguirements may not achieve the
desired goals, may involve greater complexity aray ost to match. On the other hand,
addressing the idea that RPT are always efficiemtsactions involves deregulation, and
may ignore some risks associated with such traiesect which results in decreased
investor confidence in the company. Therefore cthrtingent approach is the solution.

Pizzo proposed a model for RPT analysis under airgemt perspective, by the
intersection of these two theories. This modeluit lbased on the study of Aguileed al
(2008), and on further examination of the causeas @nsequences of RPT, which are
influenced by: i) the organizational and socialteaty and by ii) the complementarities /
substitution of corporate governance factors (RiZ@l1l: 12). The new approach is
presented in the below figure.

Theoretical
Conflict on Efficient Framework
interests transactions
Organizational Institutional Contingency
context environment Factors
'_' RPTFEsrpretationﬁ
Complementarity bStitution

Between Governanaetérs

v

RPT Disciplines
- Disclosure requirements
- Authorisation / Monitoring systems Regulatory
- Involvement mechanisms Implications

Fig.2. RPT under a contingency perspective
Source Pizzo (2011, p.13)
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The contingent approach of RPT proposed by Pizzbased on contingency theory.
According to Waweru et al. (2004, p.677), this tiyewas developed by Burns & Stalker
(1961) and Lawrence & Lorsch (1967). The fundanlept@mise suggested by the
contingency theory is thdlhere is no a single strategy that can be effeativany context
(Sousa & Bradley, 2009, p.441).

By extrapolating the previous idea, we can say that perspective on related party
transactions offered by the contingency theory lmarfiormulated as follows: RPT cannot
be strictly classified as either harmful or benefidransactions, but their classification
depends on the circumstances in which they appeeonémic constraints, global
competition, technological developments, size ame tof organization, the real interests
of the shareholders or managers, etc.).

7 Conclusion

The purpose of the present investigation was twigeoan overview of the academic
literature on related party transaction topic. Tlassa result of previous researches survey,
we found out that there are two opposite theoridschv explain the related party
transaction undertaken: the efficiency theory dreddonflict of interest theory.

Based on the efficiency theory, the related parndactions are viewed as faithful
operations, which are essential for business dpwatat and which bring various benefits
to entities, such as: reduction of transactions;gsbssibility to expand on new markets,

transfer of technology and other resources, inerélas operational profitability, increase ———

the competitiveness of the group as a whole etc.

Based on the conflict of interest theory, the edaparty transactions are viewed as
harmful practices, undertaken with opportunisticpmses, such us: expropriation of
minority shareholders by majority shareholders, niggs management, tunnelling,

propping etc. In order to avoid the negative impaictRPT, the various authorities in

charge with these practices have introduced cedesolosure requirements, which are
sometimes doubled, sometimes insufficient.

The research conducted by (Pizzo, 2011), bringsshfperspective on the way on which
the related party transactions are to be intergre@enerally, the RPT can be strictly
classified neither as dealings serving only fraadulpurposes nor as sound economic
operations. Thus, the researcher propose the adoptia contingency perspective which
implies an overlap of the theoretical frameworkgresented by the conflict of interests
and by the efficient transactions hypothesis, dlyes to interpret RPT through the lens
of contingent factors concerning specific organiwel contexts and institutional
environments.
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