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ABSTRACT 

There are many scandals and collapses of companies around the world, and there has 

been a renewed interest in the impact of corporate governance on the firm value. 

According to the literature on corporate governance, the roles of regulatory authorities, 

company boards and management, vendors, customers, banks and other funding 

agencies including creditors are important in contributing to the firm value. This is true 

both in the case of both developing and developed countries. In the context of both 

developing and developed countries, the protection of shareholders depends mainly on 

adoption and following of good corporate governances practices. However, it needs to 

be appreciated that the impact of corporate governance practices in different countries 

might differ because of dissimilar corporate governance structures evolved from 

disparate social, economic and regulatory conditions existing in the respective 

countries. Thus, the differences in the social, economic and regulatory conditions 

prevailing in the developing and developed countries determine the nature and 

operational processes of corporate governance practices. Such differences in the 

corporate governance practices, in turn, have a serious impact on the firm value. The 

differences in the regulatory framework and market behaviour that exist in the 

developing and developed countries appear to influence the value and performance of 

the firm to a large extent. Therefore, the corporate governance practices in developed 

countries appear to be superior in quality and they are likely to have a beneficial 

influence in improving the firm value in the developed countries. Furthermore, the 

introduction of corporate governance standards by the Organisation for Economic 

Cooperation and Developments (OECD) in 1999 had given a head-start for the 

developed economies to frame appropriate governance structures over the period. This 
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has helped the developed countries to have effective corporate governance practices in 

place to aid the improvement in firm value. 

On the other hand, in the case of developing countries, lack of development of a well-

structured regulatory framework and the differences in other social and economic 

conditions tend to affect the quality of the corporate governance practices. These factors 

also affect the effective implementation of good corporate governance practices. As a 

result, the corporate governance practices may not have the desired positive influence 

on the firm value in the case of developing countries.  For example, in such countries, 

where state ownership companies are predominant, quality of the government officials 

managing the state-owned corporations determine the corporate behaviour and the 

resultant impact on the firm value. Similarly, the development of healthy financial 

markets as affected by the legal foundations and enforcement also could influence the 

level and quality of corporate government practices in the developing economies. 

Ownership structure is another important factor that has its own impact on the 

effectiveness of corporate governance practices in the developing countries. Therefore, 

it becomes important for the developing countries to consider these differences in the 

analysis of the prevailing corporate governance practices and their impact on firm 

value, in order to have a thorough understanding of the role of corporate governance 

and their influence in enhancing firm value. However, it seems the existing literature is 

lacking in systematically discussing these differences. 
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A great deal of research has been done in developed countries such USA and UK; 

however; there is relatively little evidence in the Middle East in this area especially in 

Saudi Arabia. This study investigates corporate governance practices and their impact 

on firm value in the United Kingdom and the Kingdom of Saudi Arabia. Quantitative 

data was analysed by SmartPLS software version 3.0. Operationalising a theoretical 

model described as the Ethical Process Thinking Model (EPTM)), a comparison was 

made between the listed companies in these two countries.  

This study is based on the two sets of data: (1) a sample of 342 firms listed in the listed 

on the London Stock Exchange and Saudi Stock Exchange (Tadawul); (2) Data was 

collected from the annual reports of listed companies over five years (2010 – 2015). 

Different pathways enumerated in the TM displayed significant impact and implications 

on corporate governance leading to firm value. This study used three pathways out of 

six possible pathways, which are (i) Rule-based pathway (P→J→D) (ii) Principle-based 

pathway, (I→J→D) and (iii) preference-based pathway (P→D). The results indicated 

that the (P→ J→D pathway found that there is significant relationship between board 

characters and audit committee and on the financial health and firm value, while the 

(I→J→D) pathway indicated that there is significant relationship between profitability 

and liquidity on the financial health and firm value. Finally, the (P→D) pathway 

displayed that there is a direct impact of board characters and audit committee on firm 

value. 
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Chapter 1 

INTRODUCTION 

 

1.1 BACKGROUND AND OVERVIEW 

In light of the many corporate financial scandals seen in recent years, corporate 

governance has become a central focus within many developing economies. Several 

internationally renowned firms, such as Enron, WorldCom, Polly Peck, Royal Ahold 

and Parmalat Maxwell, have been subject to financial irregularities that have generated 

substantial financial losses for various of their stakeholders, including creditors, 

investors, employees and governments. Shared features of these financial failures have 

been identified, and weaker internal control arising from poor corporate governance 

practices has been found in these organisations (Darus and Mohamed, 2011).  

The discovery of such financial irregularities in large corporations have fuelled the 

demand, from corporations, regulatory bodies, governments and other stakeholders  for 

effective corporate governance practices and implementation (Baydoun et al. 2013). 

The scandals have also revealed inadequacies in scrutiny carried out by the auditors of 

the financial records of these corporations, and the consequent reduced trust in the 

reliability of such financial records forms part of corporate governance weakness. Thus, 

financial irregularities have also cast doubt on the abilities of regulators and 

administrators, such as stock exchange authorities, policymakers and professional 

accounting and auditing bodies, to monitor and report on corporate behaviour. 

Therefore, according to Mangunyi (2011), the prevalence of well-publicised corporate 

failures has sparked a heated discussion about the need for effective corporate 

governance, primarily as a way to enhance firms’ performance and consequent firm 

value, and to ensure that investors are adequately protected.  
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A recent spate of financial scandals was swiftly followed by the financial crisis of 2008 

1 which affected the global economy profoundly. As stated by Jen (2014), the merger 

of corporate financial scandals with financial crisis resulted in new regulations and rules 

being implemented for regulating corporate practices and governance in countries that 

are developed as well as those developing. As has been noted by Lopatta and Kaspereit 

(2014) and Pandya (2011), corporate governance regulations have been revised and 

strengthened in numerous countries, in light of the recent economic downturn and 

particularly with respect to corporate governance disclosures and degrees of 

transparency.  

For example, the Sarbanes-Oxley Act of 20022, enacted in the United States, introduced 

regulations to cover matters of board, audit independence and corporate disclosures as 

part of that country’s improved corporate governance mechanisms (Ali, 2014). More 

generally, the need for viable and robust corporate governance practice has been 

promoted in both developed and developing economies, as a consequence of financial 

scandals and global economic fragility.  

The perceived role and contribution of corporate governance to a firm’s value has made 

the concept of corporate governance a continuous focus of academic research.  

Corporate governance is a multi-faceted concept, and so has generated a range of 

understandings and interpretations. A key effect of this has been the lack of a concise 

and acceptable definition of the term. The various explanations offered by practitioners 

and academics have associated the concept with a wide range of corporate issues, 

although most explanations foreground the agency relationship that exists between 

directors and shareholders, and the links between corporate governance and governance 

of the corporation.  

 

                                                           
1 Here, we are referring to the financial crisis which erupted in the period from 2007 to 2008, commonly 

referred to as the global financial crisis’. Numerous economists regard that global financial crisis as 

having been the most severe in history. 

 
2 The US Congress passed the Sarbanes-Oxley Act (SOX, 2002) with the aim of safeguarding 

shareholders and the public from accounting errors and instances of corporate fraud. At the same time, 

SOX sought to heighten the quality and accuracy of corporate disclosures. 
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As a case in point, the definition of corporate governance given by Roberts et al. (2005) 

suggests that corporate governance can be conceptualised as a system, the fundamental 

purpose of which relates to the direction and control of companies so as to bring about 

effective business practices. On the other hand, Sheleifer and Vishny (1997) define it 

as a set of mechanisms that have the objective of protecting the interests of the 

shareholders. From these definitions, it can be deduced that corporate governance is 

primarily intended to ensure the running of companies in such a way that shareholder 

value is maximised. In effect, therefore, corporate governance can be considered as a 

bridge that connects the shareholders of a company with those who are responsible for 

managing the affairs of that company. This notion is consistent with the work of Pass 

(2006), who suggests that corporate governance can be viewed as a system which 

establishes the rules and regulations that inform the roles played by a firm’s board of 

directors, specifically regarding the implementation of business operations and the 

maintenance of shareholder relationships. 

When scholars discuss the effectiveness of corporate governance, they usually refer to 

a general idea concerning the degree to which the foundational tenets of corporate 

governance are being applied so as to bring about stakeholder benefits, industry-related 

benefits and sector-related benefits. The benefits that can be expected from the 

implementation of effective corporate governance practices include the resolution of 

conflicts of interest among the stakeholders, assurance of monitoring, control and a 

sense of ethical practice and appropriate transparency. Corporate governance also 

provides another advantage in the form of efficiently utilising resources in individual 

firms as well as in the economy overall. Gregory and Simms (1999) have observed a 

close relationship between the effectiveness of a firm’s corporate governance practices 

and the degree to which creditors and investors are confident in the firm, and they 

conclude that this promotes the firm’s cheaper acquisition of capital, at both the 

domestic and international levels. In short, effective corporate governance systems and 

practices help companies to benefit from deep and transparent financial markets and 

robust legal systems, which in turn contribute to the stability of economic growth. 

Efficient resource allocation also helps the firm to enhance its performance and value 

for the shareholders (Banks, 2004).   
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In general, corporate governance is defined by OECD as “the system by which business 

corporations are directed and controlled. The corporate governance structure specifies 

the distribution of rights and responsibilities among different participants in the 

corporation, such as, the board, managers, shareholders and other stakeholders, and 

spells out the rules and procedures for making decisions on corporate affairs. By doing 

this, it also provides the structure through which the company objectives are set and the 

means of attaining those objectives and monitoring performance” (OECD, 1999).  

For the purpose of this study, corporate governance is defined as the set of processes, 

policies, customs and institutions that influence the way in which a corporation is 

directed and controlled. The term corporate governance also encompasses nurturing and 

administering the relationship among all the key stakeholders including the board of 

directors and the shareholders involved in achieving the organisational objectives of the 

corporation. Effective corporate governance can be expected to curb the opportunistic 

behaviours among managers and reduce the asymmetry of information so that the 

quality of disclosed information is maintained. For the purpose of this study, the study 

of corporate governance will focus on the impact of the related practices on the firm 

value and financial health of the firms. In assessing the impact of corporate governance 

on these two variables (firm value and financial health), this study reviews the broader 

concept of corporate governance through the prisms of board characteristics and 

effectiveness as well as audit committees and their effectiveness in improving the 

financial health and firm value. In the process, this study tries to elucidate the role of 

audit committees as a monitoring mechanism under corporate governance for 

improving the quality of information flow between the management and the 

shareholders which will greatly enhance the firm value.  

Since the start of the twenty-first century, the critical nature of corporate governance 

has been more widely appreciated by businesspeople than ever before, at least in 

developed states in the West, and this can be viewed as having been promoted by the 

revelation of fraudulent corporate activities (Baker and Anderson, 2010). While it may 

have been catalysed by these corporate frauds, the promotion of corporate governance 

has also been supported by the social and economic cultures of developed countries. 

The Western countries appear to provide an atmosphere that is conducive to the 

implementation of effective corporate governance and disclosure practices, due to the 

presence of established financial markets and legal systems, and awareness of the need 
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for corporate governance. It is important to recognise that the presence of less 

concentrated ownership structures and, furthermore, established stock exchanges in the 

developed world have created a context whereby the principles of corporate governance 

are more readily adopted. Regulatory and professional bodies have also helped to 

develop and embed corporate governance norms and practices, which has led to the 

development of effective corporate governance practices and codes of best practice in 

these countries.  

Furthermore, in developed countries, recognition of the critical nature of effective 

corporate governance has sparked a series of reactionary structural changes and 

reforms, including the UK’s Combined Code and the US’s Sarbanes-Oxley legislation. 

However, the codes of best practice that have been developed to meet the requirements 

of developed countries have been found less useful in the context of developing 

countries, due to various social and economic factors affecting the corporate behaviour 

in those developing nations.  

Almost all of the scholarly literature pertaining to corporate governance seems to focus 

on the mature market situations that characterise developed countries, which is 

understandable in view of the numerous natures of corporate governance systems in the 

West. Nevertheless, there remains a critical question that cannot be overlooked, and this 

relates to the degree to which the corporate governance difficulties found within 

developing countries are comparable to those observed within their developed 

counterparts.    

Furthermore, it is important to examine the degree to which developing countries have 

the capabilities required to address the governance problems that frequently emerge in 

the developed world. The efficacy of corporate governance systems in developed and 

developing countries may differ, owing to the impact of dissimilar regulatory and 

economic conditions, and these may lead to the establishment of different corporate 

governance structures and practices. In a similar way, the benefits that may be derived 

from corporate governance practices may vary, depending on the characteristics of a 

given country or countries, as well as the corporations that exist there. 
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At the end of the 1980s and the beginning of the 1990s, as a consequence of the 

corporate scandals arising from the proliferation of fraudulent and negligent practices 

among managers, corporate governance practices were increasingly identified as a 

critical matter in developed countries, particularly in the United Kingdom (UK). The 

resultant establishment of the Cadbury Committee on the Financial Aspects of 

Corporate Governance was one response to this environment.  

The underlying purpose of the Cadbury Committee was to assess the degree to which 

audits were effective, and according to Rayton and Cheng (2004), to gain insight into 

the structures and obligations of boards of directors. In addition to this, the Cadbury 

Committee recommended that a review take place, regarding the implementation of, 

and compliance with, the many suggestions it proposed regarding the composition and 

conduct of important board committees, the position of non-executive directors, and the 

matter of transparent financial information disclosures and financial reporting. 

Following the publication of the Cadbury Committee’s report, in 1992, a series of 

follow-up initiatives, each addressing certain aspects of the corporate governance 

sphere in the UK, emerged. These were the Hampel Report, the Higgs Committee, the 

Turnbull Committee and the Turnbull Review Group. The ultimate outcome of the 

proposals made in the course of the Turnbull Review Group was the publication of the 

Combined Code of Corporate Governance, in 1999. Furthermore, on the basis of the 

suggestions provided by the Turnbull Review Group, novel concepts were developed 

in the sphere of corporate governance, including those relating to matters of risk 

management, internal audit, and internal control, the fundamental intention being to 

promote the efficacy of corporate governance in the UK firms. A more thorough 

treatment of the UK’s corporate governance system and its effectiveness is given in 

Chapter 4. 

The establishment of corporate governance systems in developing states and nations is 

an increasingly hot topic in the scholarly literature, and it is also discussed among 

policymakers. For the most part, the attention this aspect of the subject has received 

relates to the evolution of a national code of corporate governance for each developing 

country, and academics are also paying greater attention to the degree to which each 

developing country is capable of complying with international corporate governance 

principles and practices. It is particularly important to note, however, that the available 

literature addressing corporate governance issues in the developing world suggests that 
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a misalignment exists, between developing countries’ established corporate governance 

mechanisms and the degree to which these are conformed to in a robust manner. 

Furthermore, evidence indicates that developing countries may either fail to implement 

effective corporate governance practices, or implement them in an unsatisfactory way. 

Ultimately, the picture painted in the literature is one of a situation whereby the firms 

in developing countries fail to conform to the central tenets of corporate governance 

codes and, furthermore, one where corporate governance itself, as a concept and as a 

practical reality, is only in an embryonic phase. As summarised in the research 

conducted by Black et al. (2010), the empirical literature conducted on corporate 

governance in developing countries indicates that severe limitations exist with respect 

to current corporate governance frameworks, and that there is thus a need to promote 

greater efficacy in these countries’ corporate governance measures. 

In many developing countries, there are fundamental limitations upon the extent to 

which effective corporate governance measures can be robustly implemented. These 

include a lack of regulation by professional agencies, little or no awareness of the 

criticality of corporate governance, weak regulation, a lack of independent members on 

boards of directors, minimal levels of corporate disclosure, negligible transparency and 

non-adherence to corporate governance standards. It is important to state that 

addressing these limitations is expected to promote firm value and, consequently, to 

elevate the level of economic development across the developing world (Banks, 2004; 

Crowther and Lez-Rayman-Bacchus, 2004). This becomes important in view of the fact 

that correct corporate governance generates a complex structure involving laws, 

regulations, politics, professional bodies and codes of ethics and behaviour. 

Nevertheless, it is important to recognise that corporate governance systems in the 

developing world, which are sufficient in all of the above regards, are few and far 

between . Chowdary (2003) has noted some of the key hindrances that undermine the 

establishment of effective corporate government systems in the developing world, and 

these include the following: firstly, a lack of independence among the judiciary (and, 

indeed, the legal system as a whole); secondly, the lack of developed institutional 

structures; thirdly, insufficient human capital; fourthly, the inherent complexities 

associated with the development of a viable corporate governance system and finally, 

the undefined relationship that exists between governments and the financial sector, in 

particular the lack of formal structure and description of that relationship.  
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Weakness in corporate governance system has been identified by some as a key 

contributing factor to the economic crisis in Asia in 1998, which forced the region’s 

governments to implement effective corporate governance structures in developing 

states. It was anticipated that governance reforms in those developing countries would 

provide for the development of secured institutional structures (Monks and Minnow, 

2004). However, although the concept of corporate governance has been introduced 

into developing countries through the establishment of different codes, the 

implementation of such beneficial practices has not been effective.  

One way in which to account for the ineffective nature of corporate governance 

implementation stems from the fact that systems originally formulated for use in 

developed countries are not always relevant to, or suitable for use in, their developing 

counterparts. This may be the case for several reasons; it may be due to different 

economic conditions, disparate national characteristics and non-uniform or 

incomparable social structures. It is also worth noting that corporate governance in the 

developing world is affected by some specific and predominant ownership structures.  

For the most part, developing countries rely on foreign direct investment (FDI) as a 

primary means by which to catalyse their economic development. The investment 

potential in these countries is thus evaluated by international investors, who assess the 

relevant legal and accounting systems, calculate the extent of fraud risk and gauge the 

effectiveness of corporate governance. Therefore, in order to build investor confidence, 

it is important that the developing countries undertake corporate governance reforms, 

including transparency in financial reporting and disclosures (Abhayawansa and 

Johnson, 2007). 

In the Kingdom of Saudi Arabia (KSA), the significant political, social, and economic 

reforms initiated by the government in order to further the country’s economic progress 

have highlighted, to a greater extent than ever, the importance of bringing about radical 

change in the functioning of the corporate sector. As a consequence of both the Asian 

financial crisis of 19983 and the global financial crisis of 2008, the sense of urgency 

with which viable corporate governance and disclosure practices, and especially 

                                                           
3 The Asian financial crisis of 1998, which began in July 1997, sent shockwaves throughout the 

international community, despite its localisation to the region of East Asia. 
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practices which conform to international benchmarks, should be established in the KSA  

has been heightened (Hussainey and Al-Najjar, 2012). 

 It is helpful to remember that the need for more effective corporate governance 

standards in the KSA has only emerged since the turn of the new millennium (Al-

Motairy, 2003). The emergence of the Capital Market Authority, along with an 

increased number of companies being listed on the Saudi Stock Exchange (SSE), 

prompted the KSA to increase the stringency of its corporate governance practices. At 

the same time, international agencies, such as the World Bank and the International 

Monetary Fund (IMF), encouraged the KSA to establish a more rigorous environment 

for corporate governance (Clarke, 2004). As a consequence, 2006 saw the establishment 

of the Saudi Corporate Governance Code (SCGC), the fundamental purpose of which 

was to increase the level of voluntary adherence to corporate governance requirements 

(Al-Moataz and Hussainey, 2012; Soliman, 2013).  

Yet, despite the importance placed upon the implementation of better corporate 

governance practices in the KSA, there are many factors, including ownership 

structures, which impede the effectiveness of such practices. More information about 

the need for implementing effective corporate governance and disclosure practices in a 

developing country like KSA is given in Chapter 4. 

Therefore, evaluating how the value of firms in the KSA is affected by enhanced 

corporate governance practice, perhaps by comparing it with the value of firms being 

impacted in the UK, is vital. 

This study presents such research, which has been conducted using the ethical process 

thinking model (EPTM) to assess the relationship between corporate governance 

practices and a firm’s value, undertaking a comparative study and comparison with the 

corporate governance principles of the UK. The EPTM has been selected because due 

to its unique nature, of using six dominant decision pathways that are related to six 

significant ethical positions (Rodgers, 1997). This model is considered most 

appropriate for this research because corporate governance is, after all, based on ethical 

ways of doing business while taking care of the interests of all stakeholders, including 

the shareholders.  
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Use of the EPTM promotes analysis of the potential effects of corporate governance 

practices on firms’ values, by taking into account the decisions and choices of various 

parties connected with the conduct of those firms’ business. This model is based on the 

premise that various concepts, namely perceptions, information, judgment and decision 

can be combined and implemented in a specific sequence before one can make a choice. 

The model also assumes that it is not necessary to involve all four major concepts whilst 

engaging the six pathways. In the EPTM, the concepts of perception and information 

are interdependent because the ability of the decision-maker to perceive a problem is 

influenced by the information in the possession of the decision-maker, or the way in 

which the information is chosen for the purpose of decision-making. In a typical 

situation in which a corporate governance practices is implemented, the decision-

making processes, and the factors affecting the decisions, become important. Therefore, 

studying the basic concepts of perception, information, and judgment in the decision-

making process of corporate governance using a EPTM conveys a substantial benefit 

to the research. The EPTM will be discussed in greater detail in Chapter 2. 

1.2 MOTIVATION FOR THE STUDY 

According to Kiel and Nicholson (2003), the very concept of corporate governance, as 

well as the degree to which it has an effect on firms’ values, has been hotly debated in 

recent decades. Furthermore, a number of recent, notable, corporate failures have 

highlighted the need for new and further research into the links between corporate 

governance practices and company valuations. In particular, since the extant literature 

focuses primarily on the West, demand is now increasing for information and guidance 

on the implementation and standards of corporate governance for international 

application. As has been noted by Aguilera and Cuervo-Cazurra (2009), international 

agencies such as the Organisation for Economic Co-operation and Development 

(OECD) have formulated corporate governance guidelines, the main purpose being to 

establish a framework for effective corporate governance that is suitable for global 

application. However, it is suggested by the OECD that the content and structure of that 

corporate governance framework must meet the unique requirements of each country, 

taking into account changes in economic and business circumstances (OECD, 2004). In 

the developing countries, in order to increase managerial capabilities and help the firms 

that have poor corporate governance structures to attract foreign direct investments, it 

has become important to provide efficient and effective corporate governance practices 
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(Marn and Romuald, 2012). Nevertheless, as highlighted by Chen et al., (2011), 

regardless of how or whether developing companies apply effective corporate 

governance codes in line with the recommendations of the OECD, many of their 

national characteristics (which may include any or a combination of  partial legal 

systems, ineffective investor protection laws and the absence of a free market), differ 

sharply from the situation in more developed states and this will frequently have a 

negative impact on corporate governance. This situation exists in the KSA; thus, it is 

useful to examine the degree to which corporate governance practices are appropriate, 

implemented and effective in the KSA (Tsamenyi et al., 2007). 

It is also important to recognise that, typically, developing countries lack aspects of the 

infrastructure required to assure some corporate governance issues, including mature 

financial institutions and developed financial systems. Furthermore, according to 

O’Regan et al., (2005), a substantial body of evidence indicates that when corporate 

governance structures are not optimally effective, firms are more likely to perform 

poorly when compared against their counterparts, i.e. other firms that have a good 

corporate governance structure, and shareholder value is typically lower. In light of this, 

for the purpose of enhancing firms’ values, it is necessary for developing countries to 

establish more effective corporate governance practices (Mulili and Wong, 2011). This 

is because, as has been widely documented, viable corporate governance practices are 

valuable in helping developing countries to limit their markets’ vulnerability to 

financial crises, and to heighten firms’ values (Al-Matari et al., 2012). The 

implementation of effective corporate governance practices also gives companies better 

access to external funding, due to the resulting increase in their value (Black et al., 

2006).  

The ability of the KSA to benefit from effective corporate governance practices depends 

largely on how quickly the country is able to strengthen its capital market, and to 

establish effective corporate governance standards throughout the market. The country 

can do this by drawing on the experiences of developed countries in terms of putting 

effective corporate governance practices into place. This context provides the necessary 

motivation for this research, as it becomes clear that comparing the corporate 

governance practices in the KSA with those of the UK will provide deep insight and 

understanding that will be of great theoretical and practical value in terms of improving 

the effectiveness of corporate governance practices in the KSA. 
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Saidi (2004) stated that though the problems concerning corporate governance in 

Middle Eastern countries have been widely examined, there is lack of sufficient studies 

regarding OECD’s suggested established principles. In addition, it has been shown that 

the corporate governance practices in these countries, including KSA, are less well 

established than is the case in Western countries (Schieffer et al., 2008). However, the 

need for companies in the region to implement effective corporate governance has been 

highlighted recently, and particularly during the global financial crisis of 2008. That 

financial crisis led to significant increases in the perceived importance of, and focus 

upon, the development and application of sound corporate governance principles, as 

these were generally found to solve many problems relating to the market environment 

in these countries (which include Greece, Japan and Russia). The widespread public 

debates have fuelled recognition of the need to develop an effective system of corporate 

governance, to enhance economic function and financial transparency in the Middle 

Eastern region (Leigh, 2011). This is particularly true in KSA, where the intention of 

the government to steer the economy away from dependence on oil has accentuated the 

need to develop and expand the private sector, a shift that has brought with it a specific 

focus on improving corporate performance in the country. This change has 

foregrounded the need to understand, develop and improve corporate governance 

standards. In this context, the research presented in this study, which includes a 

comparison of corporate governance practices in the KSA and the UK, becomes 

particularly significant and relevant. 

The issue of applying corporate governance in developing countries has been examined 

by numerous researchers, and most of the literature concludes that corporate 

governance practices in such countries are, typically, poor. Additionally, almost all 

researchers recommend that firms’ values would increase if more effective corporate 

governance practices were to be adopted in such countries. However, it should be noted 

that relatively few studies have been conducted in the KSA, or in other countries of the 

Arabian Peninsula. Hence, one purpose of the present study is to account for this gap 

in the literature, and this will be achieved by comparatively examining the corporate 

governance practices of the KSA in relation to those of the UK which are a developing 

and a developed country, respectively. 
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In 2006, the Saudi Stock Exchange (SSE) sustained a serious blow, in the form of a 

stock market crash frequently referred to as ‘the great collapse’, There has not been any 

major setback to the Saudi Capital Market until 2006. The Saudi Capital market 

experienced a sudden spurt in the volumes that were traded from 2003. Growth of the 

domestic economy, increased confidence in the capital market, spectacular earnings of 

many companies, reduction in the rate of deposits and increase in the new investors into 

the market can be cited as the reason for such sudden expansion in the Saudi Capital 

market. While the Tadawul All Share Index (TASI) closed at 16712 points in 2005, 

registering an increase of 103% over 2004, the Index was at its peak at 20,634 points 

on February 25, 2006. At one point of time, more than 50% of Saudi Nationals were 

trading in Saudi Stock Exchange. However, at the end of February 2006, the Index 

started falling down losing 52.33% as at the end of 2006. The market capitalisation 

stood at US $ 326.9 billion at the end of 2006, which accounted for a reduction of 

49.72% from 2005. The impact of the great crash on several Saudi citizens and families 

was so severe that many of them have lost their entire life savings. The country has lost 

almost SAR 2 trillion equivalent to US $ 533 billion in its overall wealth. 

There were many reasons attributed to the great collapse. These include unrealistic 

expectations of profits, artificial monitoring of stock prices by few wealthy Saudi 

nationals who bought and sold shares among themselves, inside information and the 

non-existence of the rumoured profits. The investment decisions were taken by the 

investors without considering the performance of the companies, overall macro and 

micro economic conditions and other essentially related factors. The investments 

decisions were mainly based on the advice from family and friends and public 

announcements by stock brokers. The banks provided overextended credit to borrowers 

for investments in the stock market, instead of educating the investors with sound 

financial advice. There was a complete absence of transparency and fairness in the 

market. One of the factors that led to the great collapse was the lack of transparency 

and disclosures by the listed companies, banks and many of the government agencies 

that were having strong connections with the stock market. There were no disclosures 

of financial statements by many listed companies. Investors could not understand the 

fact that the prices of shares of listed companies had increased beyond reasonable level 

without any relationship to the financial performance of the respective companies. In 

fact, some of the companies were using their capital reserve in order to disguise their 
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operating losses. Since the Capital Market Authority being young formed only in 2004, 

did not intervene to prevent the abusive practices of companies with the fear that any 

action might lead to negative consequences. Irrespective of the reasons, the inaction on 

the part of the CMA encouraged the violators to continue to indulge in illegal behaviour 

destroying the market growth and confidence. Thus, the great collapse opened the 

gateway for stringent reforms in financial reporting by listed companies and imposing 

of several other conditions which led to serious reforms in the corporate governance 

requirements in the country. 

A natural consequence of this was for stakeholders to inquire as to whether the various 

monitoring devices in place within the KSA were sufficient to safeguard shareholders’ 

interests. Although the KSA’s Capital Market Authority has published regulatory 

guidelines since the 2006 SSE crash, the need still remains, to evaluate the degree to 

which companies are currently complying with the regulations the specify corporate 

governance requirements. Ultimately, the study presented here is expected to yield 

valuable insights into the corporate governance issues that must be enhanced in the 

KSA, with a view to enhancing corporate valuations among the country’s leading 

companies. This expectation has been formed from reports often found in the literature, 

which attest to the positive correlation between effective corporate governance 

practices and firms’ values (Bauer et al., 2008; Brown and Caylor, 2004; Farag et al., 

2014; Al-Najjar, 2014). Moreover, this study uses the distinctive EPTM to achieve its 

objectives.  

1.3 RESEARCH OBJECTIVES 

The primary aim of the present study is to comparatively examine the corporate 

governance practices now applied in the KSA and the UK, and to use the EPTM to 

determine the effect these practices have on firms’ values. Generally speaking, the focal 

points of the study include the theoretical and practical aspects of corporate governance 

practices in the KSA and the UK, but in more specific terms, the research seeks to 

illuminate the way in which corporate governance practices have an impact on firms’ 

values. Ultimately, it is expected that the findings will highlight potential areas in which 

the KSA’s corporate governance practices can be improved, thereby promoting 

enhanced valuations for Saudi firms. The use of the EPTM to compare the KSA’s 

corporate governance practices with that of a developed country is a novel approach, 
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which is being adopted in this type of academic research. In the process of achieving 

the central aim, this study proposes to achieve other objectives, which are given in the 

list below. 

1. To design a model with the capability to comparatively examine the corporate 

governance practices, financial health and valuations of listed companies in the UK and 

the KSA. 

2. To create empirical tests and apply these to the conceptual models, thereby 

examining the following correlations: 

 a. Board characteristics and firm value; 

 b. The audit committee and firm value; 

 c. Board characteristics and financial health; 

d. The audit committee and financial health; 

e. Board characteristics, the audit committee, and firm value (through financial 

health); 

f. Profitability and financial health; 

g. Liquidity and financial health; 

h. Leverage and financial health; 

i: To examine the associations between profitability, liquidity, leverage and firm 

value through financial health. 

j: To compare the results in the KSA with those of the UK, and to explore these 

with reference to other studies conducted, and theories formulated, in this field. 
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1.4 RESEARCH QUESTIONS 

This research questions fall into three groups, details of which follow. 

1.4.1 Board Characteristics 

The research explores four different board characteristics that are likely to impact a 

firm’s financial health and value. These characteristics are board size, frequency of 

meetings, executive directors and non-executive directors.  

The last decade has seen an increased likelihood of severe corporate failure, and this in 

turn has generated considerable enthusiasm for monitoring mechanisms. Effective 

corporate monitoring is often held to be achievable if independent directors are included 

on the company’s board. In a similar way, a firm’s level of disclosure is often regarded 

as being linked to board size. Based on the tenets of agency theory, board size is a 

fundamental consideration that has an impact on the process by which managerial 

behaviour can be supervised. For some researchers, the evidence indicates that larger 

board sizes are correlated with more effective managerial supervision, which stems 

directly from the fact that larger board sizes tend to heighten the quality of information 

disclosure (Ntim and Soobaroyen, 2013). Furthermore, as noted by Haniffa and Cooke 

(2002), firm value is likely to be increased by the presence of a greater number of 

directors, since this makes it is possible for the firm to capitalise on a more varied body 

of experience.  

The effectiveness of board performance has been found to be significantly facilitated 

by the increased frequency of board meetings (Conger and Lawler, 2009). Directors can 

obtain firm-specific information through regularly attendance at board meetings, and 

thereby fulfil their monitoring role effectively (Adam and Ferreira, 2009). The role of 

executives as directors has been promoted on the grounds that such directors have a 

comprehensive understanding of the business of the company, and hence are well 

placed to make the most advantageous decisions concerning that business (Nicholson 

and Kiel, 2007). One of the key stipulations of agency theory is that as the number of 

non-executive directors on the board increases, the self-interested behaviour of 

managers can be limited considerably (Allegrini and Greco, 2013). In other words, 

when boards contain more non-executive directors, shareholder protection will 

increase, and this is likely to reduce agency-related costs. As has been emphasised by 
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La Porta et al., (2002), the more diverse the board, the lower the degree of information 

asymmetry.  

In light of these matters, the following research questions have been formulated: 

Q1: What impact do board characteristics, including size, meeting frequency, the 

number of executive and non-executive members, have on the financial health of listed 

companies in the UK and the KSA? 

Q2: What is the impact of board characteristics, such as size, meeting frequency, 

executive and non-executive membership, on the firm value (through financial health) 

of companies in the UK and the KSA? 

1.4.2 Audit Committee  

This research explores two different aspects of the audit committee that are likely to 

have some impact upon the firm’s financial health and value. These factors include 

meeting frequency and size. Financial reporting’s effectiveness, as stated by Carcello 

and Neal (2003), can be improved by audit committee. Moreover, Raghunandan and 

Rama (2007) noted that there is a directly proportional relationship between an audit 

committee’s size and its number of meetings. A greater number of meetings provides, 

it is argued, enhanced audit committee effectiveness and allows the committee to better 

carry out its monitoring responsibilities. 

Nevertheless, the possibility should also be considered, that larger audit committees 

may be more susceptible to poor governance practices, as a direct result of their larger 

number of audit committee meetings (Vefas, 1999). Ultimately, however, audit 

committee size is anticipated to be positively related to effective corporate governance, 

and therefore to facilitate greater firm value. In view of this, the following research 

questions have been formulated: 

Q3: What is the impact of audit committee characteristics, in particular the committee’s 

size and frequency of meeting, on the financial health of companies in the UK and the 

KSA? 
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Q4: What is the impact of audit committees, and specifically their size and frequency 

of meeting, on the firm value (through financial health) of companies in the UK and the 

KSA? 

1.4.3 Firm Characteristics  

The research considers characteristics that are likely to have an impact on a firm’s value, 

through its financial health. These factors include profitability, liquidity, leverage and 

financial health. 

Profitability is positively associated with the extent of corporate disclosure. On the basis 

of signalling4 theory, it is possible to conclude that managerial personnel within high-

performing companies more frequently than not over-report their earnings information, 

thereby promoting shareholder exuberance and, subsequently, serving their own 

interests by way of elevated compensation (Marston and Polei, 2004). Several studies 

that consider signalling theory have attempted to examine the relationship between firm 

liquidity and corporate governance disclosures, including Abd El Salam (1999). It is 

notable that El Salam’s research finds that that in the event that a firm’s liquidity ratio 

is elevated, it is likely to disclose a considerable amount of information to its 

stakeholders. Xiao et al., (2004) drew on agency theory and report that elevated levels 

of disclosure can increase the lenders’ tendency to claim against amounts paid to 

shareholders, from reserves of spare cash available within the firm. In addition, the 

literature indicates that agency costs increase when the debt equity ratio is high 

(Debreceny et al., 2002). The purpose of financial reporting, as an element of corporate 

governance disclosures, is to provide information regarding the financial performance 

and status of a firm, so that that its stakeholders can take meaningful business and 

investment decisions. It is important to bear in mind that such information need not, 

necessarily, relate only to accounting data. The disclosure must also provide 

comprehensive information about the financial health of the firm, which may be 

revealed by financial ratios and other relationships based on the firm’s past 

performance.  

 

                                                           
4 In signalling theory, as stated by Connelly et al. (2011, p.40), the asymmetry of information between 

two parties is reduced, for which signals from the party that has the underlying quality are used to 

establish the quality. 
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Liquidity, in general, refers to the ability to convert an asset into cash with speed and 

certainty. Liquidity of a firm indicates the level of investment by a firm in different 

forms of current assets and liabilities which could be liquidated within a short period 

so that the day to day operations of the firm can be undertaken smoothly. Liquidity has 

a close relationship with the working capital of a firm. Liquidity, as measured by the 

effectiveness of working capital, can affect the performance of the firm by affecting its 

profitability. The business success of a firm therefore depends largely on the ability of 

the firm to effectively manage its liquidity level. It is for the firm to devise aggressive 

or conservative liquidity policies to achieve its financial objectives. The liquidity of a 

firm can be measured by employing different financial ratios, the most important of 

which is the current ratio and the quick ratio. These ratios represent the level of current 

assets over the current liabilities and the ability of a firm to meet its current liabilities 

by deploying the current assets at its disposal. The higher the liquidity, the higher is the 

better financial position of a firm. 

While the performance of a corporation in terms of its growth in sales and geographical 

diversion is of paramount importance, it is also equally important that the financial 

health of the corporation is sound. Then only the corporation can ensure sustainability. 

The financial health of a company can be represented by its profitability. Suitable 

financial ratios can be deployed to assess the financial stability of a business entity. 

Ratios like sales to assets can indicate the soundness of the financial health of a 

company. A company can be said to have financial health, when its short term and long 

term financial soundness is maintained. The liquidity as revealed by the current and 

quick ratios, the financial leverage as indicated by the debt to equity ratios and the 

profitability of the company as disclosed by profit to assets or profits to sales are the 

important parameters on which the financial health of a company can be ascertained. 

The consistency in the dividend paying capabilities can also indicate the degree of 

financial health of a company. It becomes the responsibility of the board as well as the 

audit committee to ensure that the resources of the company are deployed efficiently to 

ensure adequate profitability, which in turn will ensure the sound financial health of the 

company. Tallman and Li (1996) stated that profit to assets or profit to sales ratios can 

represent a firm’s financial health. The present study, however, uses the Z -1 * 

Zmijewski score (Zmijewski, 1984) as the financial health score’s proxy for discerning 
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the financial health of those sample companies that are included on the stock exchange. 

This, in turn, results in this study’s final questions that are to be examined: 

Q5: What is the impact of profitability, liquidity and leverage on financial health of 

listed companies in the UK and the KSA? 

Q6: What is the impact of profitability, liquidity and leverage on firm value (through 

financial health) of listed companies in the UK and the KSA? 

A more detailed review and discussion of these questions with hypotheses will be given 

in Chapter 3. 

1.5 RESEARCH METHODOLOGY AND METHODS 

The study presented here will investigate the impact of corporate governance practices 

on the value of the firm, through comparison of the relevant situations in the UK and 

the KSA. There will be a particular focus upon the impact of board characteristics, the 

audit committee and characteristics of the firm upon the value of the firm (Bhagat & 

Bolton 2008). 

The study uses quantitative methodology, primarily the statistical analysis of factors 

that influence the value of the firm. This is a positive paradigm measure. In applying 

such a quantitative approach, the hypothesis/hypotheses is/are developed in light of 

relevant theories, and then tested using regression analysis (Farag, et al., 2014). The 

regression analysis examines 1) board characteristics that impact the value of a firm, 2) 

aspects of the audit committee that impact firm value, and 3) other characteristics of the 

firm that impact firm value. 

1.5.1 Data Collection 

The data sample used for quantitative analysis in this study is derived from 156 UK 

(London Stock Exchange, LSE) and 180 KSA (Saudi Stock Exchange, SSE (Tadawul) 

listed companies, targeted on the basis of market capitalisation. The sample size stems 

from the need to compromise between the limitations of manual data collection, and the 

need to fulfil the requirements of parametric testing. Corporate annual reports from 

2010-2015 are used to analyse financial and non-financial information at each 

company.  
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1.5.2 Statistical Analyses 

This study’s research design is quantitative which means that, at the beginning of the 

process, statistical data is gathered. Thereafter, appropriate analytical procedures are 

applied, and findings are derived from these.  

The development of hypotheses is a fundamental aspect of any quantitative research 

project. Hypotheses represent expectations concerning potential correlations to be 

observed within the data set under examination. The principles of positivism underpin 

the design of a quantitative research project, and these stipulate that reality exists 

independently and objectively, regardless of the presence of an observer, and that 

therefore, the deductive approach is a viable way in which to derive knowledge. 

Furthermore, in the quantitative approach, data is typically gathered from a pre-

determined number of samples, after which it is generalised to the broader population. 

1.5.3 Research Methods 

Within the quantitative design of this research, correlation analysis is applied because 

it allows the researcher to capitalise on empirical, accurate and objective statistical 

analysis procedures, to illuminate the relationships that exist (or may potentially exist) 

between different variables. Although correlation analysis is useful when attempting to 

discern trends within a data set, it should be noted that it lacks the capability to account 

for the existence of such trends, or for the nature of any causal relationships that may 

exist (Creswell, 2007). In the present study, the partial least squares (PLS) regression 

is applied, to provide insight into the correlation between corporate governance 

disclosure practices and several determinants. It should be noted that regression 

analyses are applied using mathematical models, and that these models inform us as to 

the degree to which a relationship exists between the examined variables. Such 

mathematical models, based on the data included in the data set, can predict the value 

of the dependent variable on the basis of independent variable values, and this 

illuminates the extent of any relationship between the variables considered in the study. 

Therefore, a quantitative model is used in this study, to analyse the collected data. 
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There is a more detailed review and discussion of data measurement in Chapter 5 & the 

research methodology in chapter 6. 

1.6 CONTRIBUTION TO THE LITERATURE AND KNOWLEDGE 

The study presented in this research is important to the corporate governance literature, 

in many ways. First and foremost, the findings from this study will help students and 

investors alike to more accurately perceive and understand the degree to which 

corporate governance practices are critical in all contexts. It is expected that the results 

from other studies regarding the UK and the KSA will be reproduced here, namely, that 

UK and the KSA listed firms with effective corporate governance practices enjoy 

greater access to capital and financial markets, and that their robust corporate 

governance arrangements safeguard them against the emergence of conflicts in the 

future. Additionally, that good corporate governance practices lead to greater 

accountability and better internal control systems.  

The UK Government is strict in its requirements concerning corporate governance 

standards because this is the only means by which to guarantee the future growth of the 

firms in the economy. According to the UK Government, in the event that firms engage 

in corporate governance practices that conform to the guidelines, investor confidence 

will increase, and the economy is likely to attract a greater level of foreign direct 

investment (FDI). Simultaneously, shareholders benefit from the process of effective 

corporate governance because effective corporate governance practices protect their 

investments shareholders are also well-informed about the company’s functioning and 

status. The literature indicates that more than 70% of the world’s investors are willing 

to pay more for shares in firms that engage in effective corporate governance practices 

(Hussainey and Al Najjar, 2012). 

Corporate governance practices in the KSA have in part arisen from lessons learned 

during the 2006 stock market crash. That year, the Saudi stock market achieved the 

classic ʻbubble’ state. Something of a stock market revolution occurred, because during 

2006 more than 17 million people participated in the initial public offering of a 

petrochemical company. However, the year 2006 is also well remembered because it 

ignited a debate about transparent corporate governance policies. During this time, the 

Saudi Capital Market Authority (CMA) seemed unable to control the market, as it 

issued statements that worsened the situation. Factors contributing to the bubble 
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included a lack of transparent disclosure by listed firms, greed on the part of Saudi 

banks who were keen to lend, and the lack of an effective method to punish such firms.  

These events led the KSA’s authorities to embrace the idea of corporate governance 

practice as a means by which to control the behaviours of listed companies. Besides 

embracing corporate governance practices, it fined and shamed fraudulent firms and 

suspended dealers who were guilty of stock manipulation. The corporate governance 

literature tells us, that a country can avoid a market crash by instituting strict regulations 

regarding corporate governance. Appropriate corporate governance practices eliminate 

the chances of information destined for shareholders and investors being manipulated 

(Baydoun et al., 2013). 

In this study, the use of the EPTM as a tool for analysis will help scholars to relate to, 

and understand, the various tenets of corporate governance. It is a unique model that 

has not been used by other scholars. Hence, it is expected that the research presented 

here will also indicate fruitful avenues for further investigation and study, in particular 

with regard to the examination of corporate governance factors additional to those 

covered in this study that may have a statistically significant impact on firm value. In 

addition, the model injects a greater quantity of information into the corporate 

governance literature, when compared to the historical approaches previously used to 

examine the subject of corporate governance (Adeyemi and Oboh, 2011).    

There will be no focus on the differences between EPTM and theories, including 

stakeholder theory, agency theory, stewardship theory, and shareholder theory, such as 

claiming EPTM to be the superior theory or that it guides the firm value’ and corporate 

governance practices’ relationship. Instead, the present study proposes a new theory 

that not only makes it unique compared to previous studies but also helps in better 

explaining how firm value is affected by corporate governance practices. 

Thus, authors including Beard and Dendron (2010) suggested that, following the 

financial crisis, comprehensive research must be endeavoured by researchers. A new 

model will, therefore, not only provide advanced knowledge but also substantiate the 

current literature. 
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The EPTM is capable of combining individual models to form one model that will offer 

enhanced understanding of work setting’s decision-making processes. 

Finally, it is notable that the present study comparatively examines corporate 

governance practices in the UK and the KSA, along with the impact that such practices 

in each country have on firm value. This is particularly important to recognise because 

the extant literature contains only comparative examinations of different countries, all 

the while neglecting to relate corporate governance factors to company values. In 

addition to this, almost all of the current, published research projects have exclusively 

investigated internal corporate governance practices, neglecting to examine the 

country’s position with regard to the implementation of effective corporate governance. 

Therefore, a comparison of corporate governance practices, of the type presented here, 

is important because it will help both the KSA and the UK to understand the limitations 

of their corporate governance policies, and facilitate their amendment, to become 

acceptable, effective and practical corporate governance behaviours (Clarke 2004). 

1.7 OUTLINE OF THE REMAINING CHAPTERS 

The remainder of this thesis is structured as follows: 

Chapter Two defines corporate governance, outlines a broad perspective regarding the 

concept, accounts for its importance, details its beneficiaries and discusses the diffusion 

of corporate governance codes and models. After this, several theoretical ideas are 

expounded, including agency theory, stakeholder theory, shareholder theory and 

stewardship theory. Finally, overviews are provided of models for ethical thinking, 

including the various phases of the ethical process thinking model (EPTM), its 

pathways and the literature that has focused on it. 

Chapter Three reviews the conceptual framework and development of hypotheses. It 

presents the conceptual framework of the study, its research framework and hypothesis 

development; these apply an EPTM, which has six pathways. In this study only three 

different pathways are used, which are the First Pathway (the expedient pathway) (P – 

> D), Second Pathway (the ruling guide pathway) (P –> J–> D) and Third Pathway (the 

analytical pathway) (I –> J–> D). For each pathway, studies that relate to the pathway 

are given. Chapter 3 also presents the research questions and the hypothesis for each of 

the pathways that are examined in this study. 
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Chapter Four reviews the business environments and corporate governance contexts 

prevailing in the KSA and the UK and presents a review of the relevant backgrounds of 

both countries, considering aspects such as the geography of each country, economic 

overview, and revolutionary oil. The chapter then presents more information about 

corporate governance such as models, frameworks and the external corporate 

governance frameworks for the KSA and the UK. 

Chapter Five outlines the data employed for the research presented here, the data in 

question having been gathered from official company websites and annual reports. The 

variables to be considered are then categorised as follows: firm value variables, 

corporate governance variables, and control variables. Furthermore, for every category, 

this chapter discusses the data sources, the construction of the variables and their 

measurements. 

Chapter Six discusses the philosophical paradigm which underpins this research, 

presents its philosophy, its approach, methodology, gives a review of the SmartPLS 

software (used for PLS regression), and presents preliminary descriptive statistical data 

analysis using the Statistical Package for the Social Sciences (SPSS). 

Chapter Seven provides the results found after testing the main model, as well as the 

findings from PLS regression. In addition, the structural equation model is examined 

prior to the presentation of the results of the hypothesis testing. 

Chapter Eight gives concluding remarks, as well as recommendations based on the 

findings. Key findings are summarised, limitations are discussed and further research 

opportunities are suggested.  
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Chapter 2 

LITERATURE REVIEW 

2.1 INTRODUCTION 

The purpose of this chapter is to discuss fundamental theoretical features of corporate 

governance in an organisational context. As was outlined in the previous chapter, a 

review of corporate governance practices, so it is useful, at the outset of this research, 

to define what we mean by corporate governance, and to explain the concept of 

corporate governance in reference to commonly-used models deeply.  

History contains many instances of catastrophic financial failure and business collapse 

that are directly attributable to weak corporate governance. Such incidents have 

prompted the regulatory bodies and/or the governments involved to streamline 

appropriate business arrangements and oversight, and to offer guidelines designed to 

assist companies in conducting transparent and honest operations, the ultimate aim 

being to bring about good corporate governance. Therefore, the discussion presented in 

this chapter includes corporate governance theories, codes, legal frameworks, and 

ownership structures for governance. The major advantages of corporate governance 

are also discussed in this chapter. Then, given a review of EPTM, its concepts, its 

phases, its the six pathways and its studies   

2.2 DEFINITIONS OF CORPORATE GOVERNANCE 

The roots of the concept of corporate governance lie in numerous disciplines, including 

sociology, economics, culture, law, politics and management. As a consequence of this, 

an equally diverse range of definitions exists in the literature (Mallin, 2007).  

According to the Cadbury Code (1992), the term ʻ corporate governance’ refers to the 

over-arching collection of processes by which firms are directed and managed. 

Corporate governance is also defined from a stakeholder’s perspective, as an 

understanding and institutionalised arrangements for associations between several 

different economic attributes and corporate contributors, all of which have either direct 

and/or indirect interests within the corporation. Examples include directors, managers, 

suppliers, shareholders, members of the general public, employees, customers, 

creditors, government and local communities (Letza et al., 2004). 
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The definition of corporate governance given by the International Financial Corporation 

(IFC) is comparable to that of the Cadbury Code, and highlights the idea that corporate 

governance is the procedure developed exclusively for the purpose of establishing 

direction and control over a company’s operations. Corporate governance thus relates 

to the associations between the management of a company and that company’s board 

of directions, the shareholders controlling the company and also the minor shareholders 

and stakeholders.  

According to the OECD (1999), corporate governance can be regarded as the sum total 

of the relationships between a firm’s managerial personnel, its shareholders, its 

stakeholders and its board of directors. According to this definition, efficient corporate 

governance is indispensable because it offers a framework through which the 

company’s objectives can be defined, and the methods for performance measurement 

established. 

According to La Porta et al., (2000), corporate governance refers to the collection of 

processes that investors use to secure themselves from any threat posed by the interests 

of a firm’s ʻinsiders’. In the definition provided by Tricker (1984), corporate 

governance refers to the group of processes which constitute the focal point of corporate 

bodies, and this is particularly the case for limited liability corporations. This group of 

processes is intended to monitor and control executive decisions, to clarify the effect 

that the firm has on other firms and its own stakeholders, and to ensure that the firm 

operates in a way that complies with state regulations. 

These definitions of corporate governance reflect and encapsulate concerns that 

companies have, about their shareholders, relationships with different stakeholders, 

their positions within society and the company’s internal, controlling checks (OECD; 

1999; Cadbury; 1992, Shleifer and Vishny; 1997). Furthermore, Mallin (2007) argues 

that a significant feature of corporate governance is the ability to make sure than an 

advanced controlling system is implemented within the company, to ensure that core 

checks are carried out and that the company operates in such a way that no single 

individual will have excessive influence over the company board’s decision-making 

processes. 

 



28 
 

Also defined as corporate governance is the sum of associations amongst various people 

(such as management, employees, CEO and shareholders), which are considered to be 

critical in identifying the performance and direction of the company. This definition, 

while it concentrates on the association among the corporate governance contributors, 

also highlights additional factors that characterise the corporation’s performance, for 

instance social and financial features. 

Blair (1995) argues that corporate governance covers the entirety of a company’s 

institutional, cultural and legal provisions that relate to the operations of publicly traded 

companies, the actual controllers of such companies and how they act to manage, and 

also the risks attached to the operations performed. It can be observed that in this 

definition, corporate governance is linked with publicly traded companies. Blair also 

states that corporate governance identifies the institutional, cultural and legal 

engagements not only for publicly traded companies, but also for non-publicly traded 

companies, including state owned. 

From the perspective of John and Senbet (1998), corporate governance refers to the 

instruments used by a firm’s stakeholders to ensure that the activities of managerial 

personnel and firm insiders are regulated, thus ensuring the long-term sustainability of 

the organisation. This definition highlights the idea that corporate governance should 

be viewed as an external mechanism, but it is important to recognise that there are 

various ways in which managerial control within an organisation can be facilitated, 

including internal mechanisms. 

The concept of corporate governance is not related directly to the business of the 

company; however, it is about offering directions to the company. Its main function lies 

in monitoring and managing the management’s actions at executive level, and also in 

meeting the legal and regulatory benchmarks for credibility as these are related to the 

interests of those outside the company. Every company needs to optimise (and often to 

improve) its governing and management arrangements. The definition explains this 

concept to some degree, by illustrating the differences between corporate governance 

and a company’s core business, which is mainly articulated in association with the 

corporate management body concentrating on controlling the management of the 

company, while at the same time directing the company. 
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The definitions described above describe corporate governance in terms of a pattern, 

and account for various subjects’ opinions about the challenges of corporate 

governance, whether these come from an economic, legal or social perspective. The 

definition proposed by Blair explores several predicaments that businesses frequently 

encounter and have echoes in other research. Dunne et al., (2003) and Mallin (2007) 

state that corporate governance originated as a way to minimise the risk of corporate 

failures occurring, worldwide. The significance of corporate governance became even 

more evident with the financial scandals and breakdowns that arose from weak 

governance structures, for example the financial crises that occurred in Asia between 

1997 and 1999, the financial collapses of Enron and WorldCom that occurred the US 

and Europe, the failures of Polly Peck, Royal Ahold and Parmalat Maxwell (Melis, 2005 

and Pettigrew & McNulty, 1995). The Enron case is regarded as one of the most 

important of such collapses; in this case, the failure of the corporate governance 

arrangements relating to the company’s internally-controlled systems was due to the 

issue of non-executive directors, and this has been covered by Solomon (2007). A 

Dutch company, Royal Ahold, is considered to be a classic, and severe, example of the 

dangers of weak corporate governance. The company had a very prominent CEO, 

whose weak and bad decisions resulted in failure and the loss of more than 500 million 

euros. The role of institutional investors in the company was also compromised due to 

the CEO (Mallin, 2007). 

According to Mallin (2007), corporate governance’s effectiveness can also be 

weakened by the company boardroom showing an absence of independence, thus 

resulting in corporate failure. There were 13 directors in Parmalat but only three of them 

were independent. Considering what happened to that company, it is evident that non-

executive directors who function separately from the remaining board play a crucial 

role. A vital role of corporate governance is not only to minimise the risk of business 

breakdowns it also exists to improve the credibility of a firm, to increase its access to 

financial services and growth from external sources while minimising the cost of debt 

and the chances of financial crisis (McGee, 2009, Claessens and Yurtoglu, 2013).  
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The objective of this study is to attempt on a comparative evaluation of the corporate 

governance practices as they are being applied in the Kingdom of Saudi Arabia and the 

United Kingdom. Since this study proposed to dwell upon the theoretical and practical 

aspects of corporate governance practices in these two countries, it is pertinent to adopt 

the inclusive definition of the concept of corporate governance in so far as it relates to 

the way in which a corporation is directed and controlled by the set of processes, 

policies, customs and practices established to ensure better financial performance of the 

corporation. The purview of the study also extends to the manner in which the corporate 

governance impacts the firm value. The study assumes that the corporate governance 

aspects concerning the board characteristics and audit committee has considerable 

bearing on the financial health and firm value of corporations. To this extent, the study 

aims to assess the impact of the corporate governance variables of board characteristics 

and audit committee on the financial health and firm value and thus tries to bring out 

the evidence supporting/rejecting the agency theory aspect of the definition of corporate 

governance. The broader definition of corporate governance encompasses the 

overseeing of the control and administrative functions of a corporation so that the 

financial health and firm value are improved and sustained. This study is based on this 

aspect of the definition of corporate governance. By definition, corporate governance 

is also expected to ensure efficient control of assets of the corporation in order to protect 

the interests of all the stakeholders connected with the corporation. The importance of 

the role of the board and the audit committee in ensuring the efficiency of such control 

cannot be neglected. This study covers this aspect of the definition comprehensively. 

2.3 THE SIGNIFICANCE OF CORPORATE GOVERNANCE 

As we noted in the first chapter, the issue of corporate governance became a topic of 

heated debate towards the end of the 1990s, but it is now the case that most scholars 

and economists acknowledge its importance as a regulatory mechanism. This section 

will detail five reasons why corporate governance is so significant. 
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2.3.1 Wave of Global Privatisation  

The practice of privatising/commercialising productive is now an international trend in 

terms of business, including in some formerly communist countries, the economies of 

which have undergone modification to operate in accordance with free market forces, 

supported by governments. It is, effectively, mandatory in Europe to implement a free 

market economy and allow private companies to contribute actively in the process; this 

is enshrined in the rules of the European Union (EU). The move to foreground 

privatisation began primarily in the UK, and since 1991 some commentators have 

estimated the extent of privatisation within the EU at around 90%. Notably, however, 

by 1995 the extent of privatisation in Austria, Spain, France, Japan and Italy was put at 

almost 60%.  

Some privatised companies that were previously state owned have been developed in 

order to undertake a critical function within their society, and also in the national 

economy. For these companies, privatisation generates key challenges for the new 

management and owners, arising from the effects of how the companies had previously 

operated and the social and economic effects of that operation. In Europe, the 

authorities made extensive efforts and arrangements to ensure that in such cases, 

management was transferred to a majority of shareholders, to assure that ongoing 

dominant interest, with a view to generating a proficient entity and to promote 

consolidation. However, in the UK a shareholder democracy was desired, and such 

transformation was achieved through public offers rather than private arrangements.  

The configuration and benefits presented by the company’s owners have a beneficial 

impact on the corporate governance quality within that company, and this becomes 

particularly crucial after privatisation, as the welfare and public interest resides with the 

company’s governance. 
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2.3.2 Pension Fund Reform & Growth of Private Savings  

In developed countries like the US, significant volumes of resource are reserved by 

government agencies in anticipation of workers’ retirement, as senior citizens. This 

practice requires the generation of pension fund plans or similar investment vehicles, 

and companies dealing in these products have become increasingly strong over the time 

period. These firms are prime candidates for, and excellent examples of the importance 

of, the exercise of effective and correct corporate governance.  

Soon after the subprime mortgage crises of 20075, institutional investors in the US 

accounted for 60% of the OECD’s total equity investment, a figure that rose to 76% 

when combined with the institutional investors of the UK. Of this figure, 40% of 

investment is accounted for by interests in UK and US pension programs. The managers 

of these programs have a duty of accountability towards their investors, particularly 

with regard to the public welfare interests which reside in their funds, and 

responsibilities concerning the retirement of financial investors. The protection and 

security of these investment programs demands, and will reflect, strong corporate 

governance.  

2.3.3 Waves of Mergers & Takeovers  

In the US during 1980s, and in Europe from the 1990s until now, there has been an 

increasing tendency for large companies to amalgamate or to be acquired by other 

companies within a given sector. Such takeovers may become aggressive, and 

companies acquired without understanding on the part of management (although not 

necessarily the shareholders). The taking over of big corporations leads to an assertion 

of power by a comparatively small number of shareholders. Furthermore, when both of 

the companies involved operate within the same industry, they are capable of building 

large companies which function as monopolies and restrict competition. When takeover 

is taking place across borders, it often transfers control to another political boundary. 

This happened in 2000, when Vodafone took over Mannesmann; they have 

subsequently faced allegations of corporate governance failure, due to the associations 

                                                           
5 In 2007-2010 occurred subprime mortgage crisis in the USA which contributed to the U.S. recession  

The reasons were the increase in housing speculation and the rise in subprime lending.  
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among the management and new shareholders. The EU has now signalled its intention 

to regulate takeover practice.  

2.3.4 Deregulation and Integration of Capital Markets  

The association and integration of capital markets worldwide, and the opening of cross-

border operations of equity, have led to increased capital investment and corporate 

governance requirements on an international scale, involving global investors who are 

not acquainted with the accounting and legal systems of countries other than their own. 

The foundation of similar corporate governance systems may take place as companies 

continually invest capital in other countries. 

2.3.5 Economic Crises 

Often, economic crises focus on weak practices of corporate governance in several 

countries. Such weaknesses can include corruption, dishonesty, inability to comply with 

relevant regulations and other, similar, states which lead to weak corporate governance 

which leads in turn to economic crisis. The effective function of a free market economy 

hinges on the free flow of information and complete exposure of companies’ affairs so 

that customers, investors and suppliers can properly make decisions that are in their 

best interests. Weak corporate governance prevents the economy from booming, 

whereas strong corporate governance will lead to a strong and strengthening economy, 

and mitigated risk of economic crises.  

2.4 BENEFICIARIES OF CORPORATE GOVERNANCE  

Effective corporate governance conveys several advantages. For example; 

• Strong corporate governance is associated with better value for the shareholders, 

as its leads to an increase in share price. 

• Strong corporate governance application can protect the company from the 

failures that weak governance makes more likely, primarily:  

• Weak strategic decisions 

• Badly judged acquisition 

• Deceit, greed and lust for power 

• Inability to manage internal control  

• Inefficient board management and performance 
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As the benefits of strong corporate governance are identified, it becomes easier to 

identify the beneficiaries. Strong corporate governance works in the best interests of a 

company’s shareholders, protecting the rights of shareholders as per the law. As the 

company’s owners, the main responsibility of shareholders is to make sure that the 

company generates profits while operating according to the regulations. Hence, they 

must be aware of the company’s operations, and have the power to control those 

operations. 

Institutional investors are those who purchase shares, not with the primary aim of 

becoming an owner of the company, but in order to have dividend income, and these 

investors benefit from a company’s strong governance. Companies are known and 

regarded on the basis of their performance, codes of conduct and practices, and where 

these are effective they lead to loyalty among customers, which in turn ultimately leads 

to better sales, which enhances dividend payments to investors. Hence, the price of the 

stock increases, which benefits investors who may enjoy an added advantage in the 

form of a preferential right to buy further shares. 

Stakeholders, such as employees, contractors and suppliers, also receive advantages 

from the good governance of a company. Such stakeholders have a direct link with the 

company, since they are directly dealing with it, and if the company is subject to sound 

corporate governance this acts as a guarantee; it enhances their confidence in the 

company and their dedication to stay attached to the company. This strengthens the 

company’s own stability and leads to better growth. 

Last but not least, companies that apply good governance also help their 

society/societies, government(s) and the community/communities as their commitment 

to disclosure and honesty develop a trust bond among the company and people. This 

permits the relevant government(s) to gather more taxes, generates a tendency on the 

part of the authorities to favour the company (due to public acceptance and the 

company’s commitment to corporate responsibility) and helping the firm to deal with 

any uncertainty that might occur. The end result is that the company grows. 
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2.5 THE OECD PRINCIPLES OF CORPORATE GOVERNANCE 

In 1999, the OECD published its Principles of Corporate Governance (PCG), the 

purpose of which is to encourage all members of the international community to 

establish corporate governance codes which take the PCG as a standardised starting 

point as. Although the OECD’s PCG was intended for all countries, developing 

countries were a particular area of focus (Enrione et al., 2006; OECD, 1999). Here, it 

is also worth noting that international agencies such as the World Bank and the 

International Corporate Governance Network (ICGN) have implemented measures to 

advance sound corporate governance as a standard practice across the globe. 

The OECD’s corporate governance group carried out a review in 2002, observing that 

many countries faced challenges while adopting OECD principles. It also considered 

the high-profile scandals that led developing countries to create a new version of their 

corporate governance codes in 2004. The OECD’s PCG underlines the following tenets 

which all corporate governance codes should conform to: firstly, to guarantee that 

corporate governance structures are established on a viable basis; secondly, to safeguard 

the rights of the main ownership functions and shareholders; thirdly, to treat all 

shareholders without discrimination; fourthly, to ensure that stakeholder voices are 

incorporated into corporate governance considerations; fifthly, to engage in transparent 

operations and to mitigate against information asymmetry through appropriate 

disclosure; and finally, to establish board responsibilities. In developing these corporate 

governance values, the OECD took into consideration the fact that countries differ from 

each other in terms of their market development stage, and culture.  

The corporate governance codes in many developing Arab countries have been 

influenced by OECD corporate governance principles. The corporate governance codes 

of the US and UK have also affected many developing countries in developing their 

own codes. Malaysia, Thailand, Singapore, Japan, Korea, India and Hong Kong all have 

developed corporate governance principles (Allen, 2000); but still the developing 

countries have limited practices and implementation of corporate governance principles 

(Harabi, 2007).  
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The principles obtained from Anglo Saxon nations are the ones that are often 

acknowledged. As stated by Mallin (2002), the OECD’s efforts regarding restructuring 

the governance are associated with an idea of global merger into a national system 

consisting of corporate governance. Attempts to induce the acceptance of laws and 

regulations that were developed in developed countries, in developing nations, have 

frequently proved unsuccessful (Black & Kraakman, 1996).  

According to Kapardis and Psaros (2006) the effectiveness of the Anglo-Saxon model 

in developing countries has four requirements, which are; 1) a highly sophisticated and 

liquid security system 2) timely, reliable and accurate flow of information into the 

market 3) reduced concentration of ownership 4) a highly developed legal 

infrastructure, able to fight insider dealing and wealth transfer. Thus, it seems ideal to 

specify criteria to be adopted by emerging countries wishing to adopt the Anglo-Saxon 

model, so that effective outcomes can be generated.  

2.6 CONVERGENCE OF CORPORATE GOVERNANCE CODES 

Many countries, from all parts of the world, have taken inspiration from the Cadbury 

Report to develop their individual codes of corporate governance (Tiker, 2009; Aguilera 

and Cuervo-Cazurra, 2009) and to support and establish implementation of that 

corporate governance model (Enrione et al., 2006). Other sources have made other 

suggestions; the idea of the dual two-tier6 board appears in the Vienot Report 

(developed by the French Government in 1995), and other codes that have arisen 

interest worldwide include the Cromme Code (developed in Germany in 2002) and the 

Norby Report, a (non-mandatory) code arising from which was introduced in Denmark 

in 2001. Sixty-eight countries, including developing nations and transition countries, 

had developed corporate governance codes by 2008 (Aguilera and Cuervo-Cazurra, 

2009). In addition to that, the OECD and World Bank have encouraged the countries 

all over the world to adopt corporate governance codes.  

 

 

                                                           
6 A Second Level or Dual Board System is a system by which to structure corporations. It includes two 

separate management boards that work together for business management. The structure comprises two 

boards, the Directors’ Board and the Supervisory Board, each serving a special purpose. 
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2.7 MANDATORY VERSUS VOLUNTARY 

In the US, the approach to corporate governance implementation has usually been to 

make it mandatory. In the US, this has been largely fuelled by financial scandals 

mandating a corporate governance framework can reduce these scandals (MacNeil and 

Li, 2006). As noted by Solomon (2007) and Aguilera and Cuervo-Cazurra (2009), a 

voluntary approach has been instituted in the UK and its implementation has been 

persuaded by defining the advantages and disadvantages of adhering and non-

compliance, respectively, to a corporate governance code that is effective. This 

approach is underpinned by three assumptions, which are; 1) that it permits flexibility 

on the part of companies, to make adjustments and incorporate the governance 

mechanism that suits them best 2) the ability of the legal model to serve the specific 

agenda of corporate governance, and 3) the ability of financial markets to assess the 

competence of corporate governance codes (MacNeil and Li, 2006). In the US and UK, 

the corporate governance frameworks focus on issues that are relevant in all countries, 

regardless of the different approaches that every country has decided best serves the 

interests of corporate governance. That being said, Saudi Arabia, and other developing 

countries that have many social and cultural differences from European countries, 

should consider those differences while adopting corporate governance practices. 

Different models of corporate governance will be discussed in the next section. 

2.8 CORPORATE GOVERNANCE MODELS 

Of the many determinants of a corporate governance model, a state’s legal environment 

and a firm’s ownership structure are particularly important considerations (La Porta et 

al., 1997; Solomon, 2007; Aguilera and Jackson, 2010; Shleifer and Vishny, 1997). The 

purpose of this section, therefore, is to examine these two factors. 

2.8.1 Legal Environment 

For economic development and corporate governance to occur in a country in an 

effective way, a prerequisite is an appropriate legal environment, namely, a system 

which values impartial enforcement of the law and which safeguards the rights of 

individuals and organisations to property, ownership and independence (La Porta et al., 

1997). It is clear that a country’s system of corporate governance is significantly 

affected by the structure(s) of ownership and legal framework of the country. However, 
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other factors, including the labour market, legal environment, financial system and 

capital market framework within the country can also affect the classification and nature 

of the corporate governance model (Solomon, 2007; Maher and Andersson, 2000). 

According to Berle and Means (1932), the ownership structures in developed 

economies such as the UK and USA have become very dispersed, and the rights of the 

minority shareholders are assured by common laws in these countries (Mallin, 2007). 

This situation encourages the investors to invest in markets that have strong mandates 

to protect those investors; in contrast, markets with weak protection mandates for 

minority shareholders which includes developing markets discourage the investors 

from participating in such markets (La Porta, 2000). From this, it is clear that the laws 

adopted by a country greatly affect the extent of investors` protection, as either adopted 

laws encourage investors to make investments and that leads to highly dispersed 

ownership, or they discourage them from investing, and that reduces the investors’ 

protection level. For example, the civil law in France discourages investment and as a 

result in that country there is a strong tendency for structures whereby ownerships is 

concentrated with controlling shareholders or family. La Porta et al. (1997) have found 

a connection between investor protection levels and the legal framework of the nation. 

According to many authors, the extent of investor protection depends on the legal 

framework of a country, and indeed the civil law of France is weak in this regard. The 

UK and the United States, with common law codes, offer strong protection for their 

investors, while the law adopted by Scandinavian nations and Germany stands 

somewhere between the two. Moreover, Saudi Arabia has adopted the civil law of 

France, and thus is expected to possess weak investor protection mandates (Koraytem, 

2000; Sourial, 2004). Those countries with weaker legal frameworks usually 

compensate their companies with stronger corporate governance practices (Klapper and 

Love, 2004). 

Aguilera and Cuervo-Cazurra (2009) examined the application of corporate governance 

practices in several states, noting that countries with common law systems implemented 

such practices at an earlier stage than their counterparts reliant on civil law. 

Furthermore, the researchers noted that countries characterised by developed markets 

are more likely to establish a greater number of corporate governance regulations, 

which stems from the foundational belief that mature capital markets have a strong 

impact on the advancement of corporate governance practices. 
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Zattoni and Cuoma (2008) have investigated corporate governance frameworks in 60 

countries and classified them according to their legal framework (civil/common law). 

These authors observed that the countries that have adopted civil law also possess 

weaker recommendations for corporate governance frameworks, when compared with 

countries that apply common law. These countries are also different in terms of 

strictness, coverage and scope of recommendations. Moreover, common law nations 

have adopted the corporate governance practices earlier than civil law nations and offer 

highly lenient recommendations. In common law nations, board structure, and 

evaluation of the board members, are key areas of focus in corporate governance 

practices. On other hand, the main elements of focus in corporate governance practices 

where civil law predominates include shareholder rights, conflicts of interest and 

employees’ roles. It is clear that guidance on corporate governance practice issued by 

civil law nations are published not for the improvement of governance practices, but 

for reasons of legitimacy.  

2.8.2 Ownership Structure 

The literature suggests that the form in which corporate governance appears, is 

determined in large part by the concentration of a firm’s ownership (Shleifer and 

Vishny, 1997). In fact, the type of corporate governance a firm engages in is determined 

by the nature of its ownership, and two categories are created; the outsider model of 

corporate governance; and the insider model (Short et al., 1998). With respect to the 

insider model, the voting power and ownership of the firm rests almost entirely with 

important shareholders, that is to say majority shareholders and, in the case of family-

owned enterprises, family members (Maher and Andersson, 2000; Solomon, 2007). As 

has been noted by Maher and Andersson (2000), it is also the case that mutual funds, 

institutional investors and banks perform a critical function with regard to the insider 

model of corporate governance. Countries in the Middle East and North Africa 

(MENA) region are strongly attached to the insider model, as are several Asian 

countries and states on the European continent (Bhasa, 2004; Claessens et al., 2000; 

Sourial, 2004). It is particularly noteworthy that, when compared to the outsider model 

of corporate governance, the insider model predominates in the international 

community (La Porta et al., 1998; Maher and Andersson, 2000). 
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One of the defining characteristics of the insider model is the fact that management and 

ownership are closely intertwined. Clearly, this increases the likelihood of self-

interested operations, where the majority shareholders can exercise a high degree of 

opportunism against minority shareholders (Berglof and Pajuste, 2003; Young et al., 

2008). It is commonly the case that countries characterised by the predominance of the 

insider model of corporate governance are characterised by underdeveloped capital 

markets, especially when compared to the outsider model (Maher and Andersson, 2000; 

Coffee, 2002). Nevertheless, the defining strengths of the insider model stem from the 

way in which it is not impacted by short-term market demands, while long-term 

investment is promoted through ownership concentration (Maher and Andersson,2000; 

Claessens and Fan, 2002; Solomon, 2007; Mallin, 2007). 

In outsider model, ownership and voting power within the listed firms is dispersed 

among many investors (Mallin, 2007). According to Short et al., (1998), the UK and 

the US are countries where management and ownership are greatly separated from each 

other (Denis and McConnell, 2003; Solomon et al., 2002). The roles of banks, mutual 

funds and institutional investors are very important in outside model (Maher and 

Andersson, 2000).  

2.9 CORPORATE GOVERNANCE THEORIES 

The literature, old and new, contains many theories in relation to corporate 

management, and these include agency theory, stakeholder theory, shareholder theory 

and stewardship theory to name but a few. Together, these theories have influenced the 

growth of corporate governance internationally. These theories initially emerged as 

western theories but were soon implemented across the globe.  

2.9.1 Agency Theory 

According to Jensen and Meckling’s (1976) definition, which is illustrated in Figure 

2.1, an agency relationship refers to the contractual connection that arises between two 

individuals when one (i.e., the agent) engages in activities on behalf of the other (i.e., 

the principal). Owing to the contract, the principal assigns some portion of their 

obligations to the agent, whose responsibility it then becomes to satisfy the interests of 

the principal (Culpan and Trussel, 2005). The underlying assumptions are that a 
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divergence of interest exists between principal and agent (Hill and Jones, 1992) and 

that people are individualistic (Davis, et al. 1997).  

 

 

 

 

                                    Figure 2.1 “the agency model (Jensen and Meckling, 1976)” 

Information asymmetry can occur when management (or the agent) gains access to 

superior information as compared to that accessed by the principal (Arnold and de 

Lange, 2004). This can lead to inability on the part of the principal to control the actions 

of their agent, because of distinctions in ownership and control of the firm’s business. 

This can cause problems in the agency relationship (Morris, 1987). Arnold and de 

Lange (2004) argued that two agency problems in particular can take place when 

uncertainty arises and information is incomplete.  

The first problem is often dubbed the adverse selection problem, and it arises when the 

principal is not able to identify whether the agents can perform the task for which they 

are paid. Eisenhardt (1989) has argued that although an agent may claim that he 

possesses certain inherent skills and qualities, complete verification may not take place 

until that agent has actually undertaken the task. The second problem is known as the 

moral hazard problem. This problem arises when the principal is uncertain whether the 

agent can perform to the fullest of his abilities and capabilities. 

Turnbull (1997) has argued that in countries where there is a tendency towards 

dispersed ownership, such agency problems are acute. This is because the investor does 

not have sufficient time to thoroughly oversee everything associated with the 

organisation or his investment in an organisation. Hope (2003) argued that in East Asian 

companies, the separation of management and ownership is unlikely. Therefore, (as has 

also been observed by Ishak, 2004) it is less likely that conflicts will arise between 

management and shareholder. Choe (1998) argued that in East Asia the trend is for 

concentrated ownership, which can give rise to conflicts of interest between major 

shareholders and other stakeholders. Moreover, the interest of minority shareholders 

may be over-ridden in such situations. Jensen & Meckling (1976) observed that 
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prospective minority shareholders in such contexts realise that the interests of owner-

managers are very distinct from those of minority shareholders and this is reflected in 

the price they pay for shares. This observation has received support from Khatri (2001) 

who stated that, in an insider system where there is concentration of ownership, 

conflicts are bound to arise between minority shareholders and controlling 

blockholders.  

Jensen & Meckling (1976) have observed that there are several ways whereby the 

principal in an agency arrangement can reduce the divergence of interests. This 

reduction is also referred to as preventing opportunistic behaviour. Firstly, the principal 

can arrange for monitoring of the agent, which can ensure that they are pursuing the 

principal’s interests only. Asian companies are monitoring the performance of agents 

through outside auditors (Claessens and Fan, 2002). Claessens & Fan (2002) also 

pointed out that, by employing the services of external auditors, companies can develop 

a better regime of governance which ultimately increases the wealth of shareholders. 

Secondly, the principal can also arrange for compensation regimes, for example agents 

may be called upon to compensate the principal in the event of any loss. However, even 

when such bonding and monitoring activities are undertaken, there can still be a 

reduction in the welfare of the principal, which is referred to as residual loss. Thus, the 

agency cost is the total of bonding cost, monitoring cost and residual cost.  

Previous research has indicated that monitoring costs can be lowered by the disclosures 

of/within annual reports, as well as by the provision of bonding operations whereby 

agents prove that they have been working in line with the objectives of the principal 

(Raffournier, 1995; Cooke, 1993; Hossain, et al. 1994).  

Healy and Palepu (2001) considered the potential value of stock compensation, i.e. they 

suggested that managers who are entitled to stock compensation are motivated to 

disclose information in annual reports on voluntary basis, mainly to enhance the image 

of the company and to keep the principal informed. This can also be applied with respect 

to corporate governance i.e. the voluntary disclosure of corporate governance 

information whereby managers can so disclose voluntarily, to demonstrate the 

efficiency of the organisation in the market and enhancing the confidence of the 

investors. (Miles, 2005). 
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2.9.2 Stakeholder Theory 

Stakeholder theory, formulated for the purpose of broadening investigations into 

corporate governance, is often used alongside or instead of agency theory, owing to its 

explanatory power. As stated by Donaldson and Preston (1995), stakeholder theory 

essentially accentuates firms’ obligations, stakeholder’s intrinsic value, and that all 

stakeholders’ interests have equal importance (see Figure 2.2). Stakeholder theory 

stipulates as a necessity that managerial personnel have to consider the interests not 

only of shareholders, but also of stakeholders, when engaging in decision-making. One 

of the points in favour of the validity of stakeholder theory is the fact that the OECD’s 

conceptualisation of corporate governance (cited in Chapman, 2006) explicitly relies 

on the tenets of the theory. It is noteworthy, however, that the concept of corporate 

governance applied by the OECD was relatively narrow, and so the purpose of 

corporate governance practices was largely to ensure that agency problems could be 

safeguarded against. But recent years have witnessed a considerable expansion in the 

scope of the responsibilities each firm possesses, and so a conceptualisation of 

corporate governance grounded in stakeholder theory is far more appropriate and, as 

such, has proliferated (Kulik, 2005).  It should be noted, however, that because the 

group of stakeholders relevant to a firm is so extensive and diverse, analysing not to 

mention taking into consideration the interests of each stakeholder group can contribute 

to ineffective and unfocused firm performance (Vos, 2002). 

 

 

 

 

 

 

                         Figure 2.2 “Stakeholder theory (Donaldson and Preston, 1995)” 
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According to Donaldson and Preston (1995), stakeholder theory should be used to 

augment the decision-making processes that managers engage in. While the moral 

processes and outcomes which lie at the centre of the claims of stakeholders are 

intrinsically valuable, it is difficult to pin these processes and outcomes down in an 

accurate way. In the event that these processes and outcomes are reliant on the degree 

to which an external auditor is impartial, then this matter becomes even more difficult.  

2.9.3 Shareholder Theory  

Shareholder theory, advanced by Friedman (1970), foregrounds the moral and legal 

responsibility a firm has to satisfy shareholder interests, and posits that its sole 

responsibility is to the maximisation of profitability (see Figure 2.3). It implies the 

protection of shareholders of the organisation and focuses on protection of their rights 

and their interests. Shareholder theory implies that the shareholders of the organisation 

should be treated fairly; shareholders are regarded as the primary group of rights-

holders with respect to the organisation. It is notable that the OECD’s PCG emphasises 

the role of shareholder protection and states that it should be a fundamental quality of 

all corporate governance frameworks. 

 

 

                                  Figure    2.3 “Shareholder Theory (Milton Friedman 1970)” 

At the same time, it is worth acknowledging that shareholders themselves play a partly 

determinative role with respect to the corporate governance framework, since they 

contribute to the achievement of an organisation’s objectives, doing so in concert with 

the firm’s managerial personnel. Hence, given the consequential nature of shareholder 

behaviour, their role regarding matters of corporate governance should be 

correspondingly consequential. That being said, shareholders rarely exercise the same 

degree of control that managerial staff members do, and it is often the case that 

shareholders cede their right to vote, giving directors even greater decision-making 

power. Although this is common practice in many firms, shareholder theory emphasises 

that those individuals who have invested in the firm have a legitimate seat at the 

decision-making table, and that this should never be overlooked. In particular, members 
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of a firm’s board of directors, as well as managerial personnel within the firm, must 

exercise control and take care to safeguard shareholder interests. 

It is also important to note who holds majority shares in an organisation, and who holds 

minority shares. The shareholders can be individuals or group of individuals; there may 

also be another corporate organisation holding shares in a corporate organisation. Those 

who control more than 50% of the shares in an organisation are known as majority 

shareholders. Those who possess fewer than 50% of shares in an organisation are 

known as minority shareholders. It is important to identify these two groups, in order 

to understand shareholder theory. In view of this, it is important to recognise that the 

OECD’s PCG requires that all corporate governance codes should treat shareholders 

fairly (not excluding minority shareholders or foreign shareholders). As a consequence 

of this, measures should be in place to ensure that any shareholders whose interests are 

violated can pursue remedial action. 

In this regard, the shareholder theory covers not only the relationships between 

shareholders and organisations, but also those between different shareholders. Criticism 

has also levelled at the abuse of power which can be committed by the majority 

shareholder, particularly with respect to voting procedures during general or 

extraordinary general meetings of the organisation. This brings the power of cash to the 

forefront, as compared to the power of ‘rights’. A further criticism of shareholder theory 

is that it is likely a majority shareholder would fight against a framework of corporate 

governance that ensures strict corporate compliance, because such framework would 

ensure extra protection for the minority shareholder(s). Nevertheless, in numerous 

developed countries, the law stipulates that the interests of minority shareholders must 

be safeguarded. 
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2.9.4 Stewardship Theory 

Stewardship theory, derived from findings in psychology and sociology, refers to the 

way in which a steward (in the organisational context, a manager or executive) who 

appropriately safeguards and, furthermore, augments shareholder wealth (as a 

consequence of effective firm performance), has maximised their utility/function 

(Davis et al., 1997). When compared with agency theory, a stark contrast appears in the 

way that stewardship theory collectivises the objectives of executives and the firm, in a 

manner quite unlike the individualistic nature of agency theory (Donaldson and Davis, 

1991). According to the stewardship model, stewards are motivated and satisfied when 

the organisation attains success. From the perspective of agency theory, people and 

employees are mere economic beings, and this status results in the suppression of the 

individual’s aspirations (Agyris, 1973). On the other hand, stewardship theory places 

emphasis upon structures that can empower the steward and provide high degrees of 

autonomy, based on trust (Donaldson and Davis, 1991). This perspective also focuses 

on the capacity of either executives or employees to act more autonomously in the 

pursuit of one goal to maximise the shareholders’ returns. Davis et al., (1997) supported 

this model, stating that this perspective minimises the costs usually directed towards 

controlling and monitoring behaviours.  

For the purpose of safeguarding their status as decision-makers within a firm, it is often 

the case that directors and executives will seek out the most sustainable and profitable 

path for the company itself, rather than simply choosing path that is the most sustainable 

and profitable for themselves (Daly et al., 2003). As will be clear to the reader, this has 

a net positive impact with respect to firm value, shareholder value and the functional 

utility of the executives and/or managerial personnel. As indicated in Figure 2.4, the 

individual who holds to the tenets of stewardship theory considers that firm 

performance has a direct impact on the perceptions of individual performances. This 

position is also supported by Fama (1980), who argues that directors and executives 

also manage their careers in light of a goal, which is to be perceived as effective 

stewards of their own companies. In contrast, according to Shleifer and Vishny (1997), 

managerial personnel return dividends to shareholders for the purpose of establishing a 

positive reputation for the company and, furthermore, investor confidence. As such, in 

the hope of acquiring further returns on their investment, shareholders are likely to hold 

their position (retain their investment) in the company, thereby promoting the firm’s 
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activities. Notably, corporate governance practices in Japan are characterised by the 

stewardship model, since employees typically adopt the role of steward by forgoing 

self-interest to achieve organisational goals. Furthermore, in the stewardship model or 

perspective, there is a strong focus on the unification of the role of the CEO and that of 

the chairman, which is made in order to reduce agency costs as well as to gain greater 

role for chairmen as stewards of the company. It is obvious that when matters are 

administered from this perspective, that the interests of the shareholders will be better 

safeguarded than may be the case in other contexts. According to Donaldson and Davis, 

it has been established that shareholders’ returns have been better improved by using 

both stewardship theory and agency theory combined, rather than applying them 

separately (Donaldson and Davis, 1991). 

 

 

 

 

                                   Figure 2.4 “the stewardship theory (Davis et al., 1997)” 

2.10 ETHICAL PROCESS THINKING MODEL (EPTM) 

Corporate governance influences and relates to decision-making from an ethical 

perspective, and in this regard an Ethical Process Thinking Model (EPTM) can be of 

great use. Decision-making, according to an EPTM model, is an information-processing 

function that takes a multi-stage approach. The EPTM can help individual leaders and 

organisations to be cautious about and consider the ethical implications of their 

decisions and choices (Rodgers et al. 2009). The ETPM process starts with individuals 

expressing their views concerning a future course of action. This model has the 

advantage of helping the decision-makers to understand the reasoning that lies behind 

individuals having chosen the particular information that supports their decision, and in 

a similar way having chosen the omission of specific information that is not supportive 

of their decision. The EPTM approach facilitates the identification of those observations 

and values that have been relied upon by individuals in taking particular positions on 

various issues. This model can also be used in the later stages of decision-making 
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processes, to identify materials which support the positions taken by the individuals. In 

addition, the EPTM model can be of use to individuals in analysing ethical situations 

and suggesting alternative, ethical, positions by providing different decision-making 

pathways. The literature suggests the application of an EPTM approach in several 

contexts including within organisations, auditing, education and financial markets (Foss 

and Rodgers, 2011; Rodgers et al. 2009; Rodgers et al. 2013). 

According to most moral philosophers, ethical conventions are the products of 

preferences, rules and tenets (Rodgers, 2006). Ultimately, the ideas that we as human 

beings form, about behaving in one way rather than another in any given situation, stem 

from the types of value we have. However, and more importantly in this context, those 

ideas flow also from the nature of the values that the society in which we live, relies 

upon to function. Consequently, it is possible to illustrate the decision-making 

processes of each individual, by way of an organised pathway. It is important to note 

that the nature of the pathways that are employed in the decision-making process may 

vary, for example, during the performance of daily activities, and the nature of the 

pathways drawn upon depends on the environment (in particular, the information it 

contains), on how the environment is perceived, and the experiences of the individual 

(which, in turn, inform their judgement). An overview of this is given in Figure 2.5. 

The EPTM draws on a distinctive approach when attempting to illuminate how 

decisions are made (Rodgers, 2006), and this has allowed it to investigate 

rationalisations of certain behaviours (Rodgers, 1997). Particularly noteworthy, the 

EPTM has been used in the past to examine the behaviour of loan officers, and the more 

general areas of auditing and business ethics (Rodgers et al., 2009).  
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Figure 2.5 Ethical Process Thinking Model (EPTM) Where P = Perception, I = Information, J = 

Judgment, D = Decision Choice (Rodgers 2006, p.5).   

2.10.1 The Phases of EPTM 

The EPTM approach works on the basis of approaching the decision and/or choices 

from four different perspectives, or phases. These are perception, information, 

judgment and decision choice (Foss and Rodgers, 2011).  

2.10.1.1 First Phase – Perception 

Perception is the phase of an EPTM process in which the decision-making environment 

is framed through perceiving the information, which might affect the decision-making 

abilities of the decision maker. This information comprises that which is available 

through internal, as well as from external sources (Rodgers, 2006). The decision 

maker’s perception can be influenced by many informational sources, such as 

competitors’ actions, government legislation and changes in economic trends. The 

perception phase has interdependence with the next phase, which is information, and 

this interdependence can help with recognition of the biases of the individual decision 

makers (Kleindorfer et al. 1993, quoted in Rodgers and Gago, 2006). The 

interdependence of the perception and information phases can help the individuals 

involved to explain their reasons for choosing certain information. 
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2.10.1.2 Second Phase – Information  

During this phase, the information collected is stored for use in different decision-

related contexts. In this second phase of EPTM, pieces of information relating to the 

decision choices are collected; such information may be financial or non-financial. 

Whilst processing the information collected, it is important to recognise the relative 

context to which the information is pertaining, the time period at which the information 

was presented and the environmental situations of the organisation. Relevant 

information needs to be stored, for use at other stages of processing.  

2.10.1.3 Third Phase – Judgment  

The judgment phase is that in which the interaction of knowledge structures, usually 

referred to as ‘schema’, takes place. In this phase, information is analysed, in order to 

weight key information items, so that alternative decision and choice options can be 

compared as part of the process for making the final decision (Rodgers and Gago, 

2006). Investigatory and analytical precepts are employed by the decision maker, so 

that the cause of the problem can be diagnosed. Effective diagnosis and judgment 

requires both inductive and deductive reasoning, and the development of alternative 

decision/choice opportunities is also covered in the judgment phase. The decision 

maker can appraise the alternative choices using any single norm or approach or may 

use a combination of different methods.  

2.10.1.4 Fourth Phase – Decision Choice 

The decision choice phase is the fourth phase, and this involves choosing the best course 

of action from among the options available. This phase may involve three different 

kinds of activity; choices, evaluation and constructions (Yates, 1990, quoted in Rodgers 

and Gago, 2006). In the case of choice, the decision maker is presented with various 

alternatives that are well-defined and will be entrusted with the responsibility of 

choosing one of these alternatives, by implementing their abilities to take a decision 

that meets the organisational objectives. Evaluation is based on the consideration of the 

worth of the alternatives available (Rodgers and Gago, 2006), while constructions 

represent decision choices in which the decision maker attempts to assemble the most 

appropriate alternative from many alternatives presented to them. Sometimes, the 

decision maker has to consider the best aspects of each alternative and combine them.  
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2.10.2 Pathways in EPTM 

2.10.2.1 The Expedient Pathway (P→D) 

This thought process describes reaching a decision based on perception only as opposed 

to also relying upon information. Furthermore, the judgement phase is omitted, which 

comprises adopting an analytical and evaluative approach (see Figure 2.6). Therefore, 

an expedient pathway is characterised by reaching a decision under the following 

conditions: in the absence of available or relevant information; contending with 

significant time constraints; and having already acquired expert knowledge or skills in 

this specific field. According to Rodgers (2006), the time and energy expended in 

indecision, hesitancy and apprehension can be reduced and used instead to greater effect 

by engaging in alternative everyday pursuits.   

The latter author cites an interesting case example to demonstrate the way in which 

decisions are reached using this approach. Rodgers (2006) proposes that there is a low 

probability of an individual being abducted or captured as a hostage. However, in the 

event of this occurring, the chances of survival are high. While undoubtedly this is an 

extremely difficult ordeal to be subjected to, nevertheless, those who have endured 

these unpleasant experiences have maximised the resources available to them in 

response to such adversity. When a television broadcast or other media outlet informs 

the public that militia have taken a civil servant hostage, the typical immediate response 

is to denounce their actions. Thus, these rebel forces are perceived as evil perpetrators 

of terrorist activities. Those hearing this news are less likely to establish whether the 

hostage was a Good Samaritan or alternatively a murderer in his or her own right. In 

addition, audiences tend not to take cognisance of the fact that this individual may have 

enlisted in a militant group as a life-saving measure. Based on the perceptions typically 

elicited, Rodgers (2006) claims that the general public condemn the activities of the 

militia in relation to the decision choice they have made. The expedient pathway (P→D) 

clearly illustrates the way in which decision-makers are informed solely by their 

perceptions, and they neither rely upon information nor judgement functioning, such as 

analysis and evaluation, to reach a decision. Essentially, the information and judgement 

components are either absent or disregarded when adopting this decision-making 

approach. Thus, a decision choice is based on a rapid and immediate response. 

Notwithstanding its limitations in terms of reaching the best possible decision, Rodgers 

(2006) contends that in some contexts it may be the most appropriate approach to adopt. 
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   Figure 2.6 P–>D “Process thinking is that decision is made based on perception only” Rodgers 

(2006, p.15). 

2.10.2.2 The Ruling Guide Pathway (P→ J →D)  

  This thought process model is founded on the premise that decision-makers rely upon 

their perceptions, in combination with judgement functioning to conduct an analysis 

and evaluation, prior to reaching a decision (see Figure 2.7). This approach is adopted 

by those who choose to exclude information inputs either because of lack of availability 

or irrelevance within the particular setting. In addition, this pathway is regulated by a 

combination of decision-maker-led rules and laws, which can be both internally and 

externally driven. Rodgers (2006) contends that this process can lead to either positive 

or negative outcomes, depending on the situational context.   

Rogers (2006) cites the following case example, having undertaken a comprehensive 

examination of the ruling guide pathway (P→J→D). It focuses specifically on purchase 

decision-making within the context of door to door sales, whereby the potential 

customer is offered a significant price reduction upon agreeing to purchase the goods 

or services with immediate effect. The perception the consumer forms is shaped by the 

engagement process at the door with the salesperson, followed by judgement which 

manifests as appraisal of his or her level of trustworthiness, irrespective of the 

information provided in relation to the goods or services on sale. If a salesperson is 

perceived to be dishonest, then there is a lower probability that the consumer will 

engage with him or her, even if the product on offer is a strong, well-known brand. 

Conversely, there is a higher likelihood that a sale will occur if a young student is selling 

a product as part of a school fundraising initiative, despite the product being widely 

regarded as exorbitantly priced. In this specific instance, the key contributory factor 

instigating the purchase decision choice is that the student is perceived in a positive 

light, and, therefore, judged to be legitimate. This example, as outlined by Rodgers 

(2006), clearly illustrates that the judgement formed by the decision-maker is shaped 

by the perception he or she holds, which subsequently influences the decision choice 

made. 
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  Figure 2.7 P–> J –>D ““Process thinking is based on Perception to Judgment to Decision”” Rodgers 

(2006, p.18) 

2.10.2.3 The Analytical Pathway (I→ J →D)  

The analytical pathway adopts a systematic and programmatic decision-making 

approach, which includes: establishing the nature of the problem; clearly delineating all 

determinants; assigning a value to each determinant; identifying all other available 

options; assessing and rating other possible options; and finally choosing the most 

worthwhile option. This process is based on the premise that the information used to 

inform the decision choice is relatively reliable and appropriate within this context. In 

addition, this information is regarded as making a significant contribution to reaching 

a final decision (see Figure 2.8).  

The key components of this decision-making process can be illustrated in the following 

scenario, whereby a consumer buys a car by signing up to an instalment-based loan 

repayment scheme. Unfortunately, however, information becomes available that this 

person has defaulted on this agreement by failing to keep up the repayments over a four-

month period. This results in the retailer asserting the right to reclaim possession of the 

vehicle, along with taking a number of other steps in line with the terms of the credit 

loan agreement. 

This response is evoked unilaterally, irrespective of the personal difficulties purchasers 

may be experiencing at the time, for example, having to pay unexpected medical 

expenses. The retailer involved in this transaction is solely dependent on information 

conveyed through the company’s Accounts Department, which has signalled that a 

specific purchaser has reneged on four consecutive payments. Rodgers (2006) states 

that a final decision choice is made to repossess the vehicle, following close analysis 

and review of the validity of the information obtained, which is reflective of the 

judgement stage. The latter author, in presenting this decision-making pathway, 
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underlines the important role information and judgements collectively play in making 

decision choices. In contrast, this response is not based on experience or the 

development of a deep understanding or strategic vision, which is incorporated within 

the perception function. Essentially, a systematic approach is adopted instead, without 

availing of the advantages associated with involving perception in the decision-making 

process.   

 

 

 

 

Figure 2.8 I –> J –>D “Process thinking goes from Information to Judgment, then to Decision” Rodgers 

(2006, p.21) 

2.10.2.4 The Revisionist Pathway (I→P→D)  

 The revisionist pathway (I→P→D) depicts an informally organised setting, where all 

accessible information may be drawn upon to shape individual perceptions, prior to 

reaching a decision. Within this context, the information available may be all-inclusive, 

or alternatively very limited. Such lack of certainty surrounding events presents as a 

challenge in terms of systematically organising, rating or ranking the information 

available (see Figure 2.9). Consequently, as a revisionist pathway is extremely reliant 

upon information which is ever-changing in nature, this leads to ongoing adjustments 

needing to be made to the way in which situations are perceived. 

Individuals need to achieve high physical fitness levels in advance of undertaking a 

challenging outdoor activity. Those falling within a healthy weight range and who 

engage in regular exercise are generally more likely to be in a good physical condition 

prior to embarking on this type of venture. One scenario to illustrate this thinking 

process is a woman who decides to undertake a nature trail trek over a particular 

weekend. In preparation, she enlists the support of a professional guide, who is currently 

employed in an outdoor equipment and clothing store. He subsequently recommends 

that she buys a number of items prior to setting out on this journey. She agrees to 
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purchase these goods, in light of the fact that this woman perceives the guide to be well-

informed in this area.   

 

 

 

 

Figure 2.9 I –> P –>D “Process thinking goes from Information influencing Perception and then to 

Decision” Rodgers (2006, p.24) 

2.10.2.5 The Value Driven Pathway (P –> I –> J –> D) 

The value-driven pathway (P→I→J→D) describes the way in which a person’s 

perceptual framework assists in choosing and directing the information they apply to 

inform judgemental functioning. A number of factors impact upon this process, 

including associated complications, information-processing constraints and the degree 

of congruity between perception and accessible information (see Figure 2.10). 

Therefore, in engaging in this thinking process, an individual will have to alter his or 

her perceptions in order to choose the information required for analysis and decision-

making purposes. 

This thinking process model begins with perception shaping information, followed by 

judgement and finally reaching a decision. 

Prior to casting their vote in a national election, many of the electorate have 

preconceived perceptions of the nominees seeking election. For example, they will have 

already formed views on their general leadership ability, as well as traits such as their 

affability and ethical behaviour. While details pertaining to the candidates may emanate 

from a number of sources, including print material, online media and through radio and 

television advertising campaigns, ultimately each individual voter will have to decide 

on the relevance and accuracy of this information.  
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Notwithstanding this, many of the electorate rely heavily upon their perceptions to 

determine the type of information they regard as true, and which they subsequently 

apply for analytical purposes. Consequently, voters’ form framed feelings or 

perceptions in relation to these political candidates, along with establishing precisely 

what information they will select in order to carry out an analysis, as part of the 

judgement stage. Finally, they arrive at a decision choice by selecting a candidate whom 

they wish to vote for. 

 

 

 

 

 

Figure 2.10   P–> I –> J –>D “Process thinking starts with Perception influencing Information then to 

Judgment then route to Decision” Rodgers (2006, p.27). 

2.10.2.6 The Global Perspective Pathway (I→ P →J→D) 

 A global perspective pathway (I→ P→J→D) is founded on the premise that obtainable 

information impacts upon the decision-making process, by shaping patterns of 

information search behaviour and preferences. This occurs prior to engaging in analysis 

or forming a judgement, in order to organise, rank and rate this data (see Figure 2.11). 

The careful assessment of whether to avail of plastic surgery captures this thought 

process. Typically, an individual with no previous history of this treatment or 

knowledge of the area acquired through friends or those within the medical profession 

will initially undertake a research process. This generally involves sourcing a plastic 

surgeon, as the patient will not have formed any prior perceptions of doctors working 

within this field. These perceptions subsequently begin to develop and evolve, having 

located a number of practitioners through online searches, arranging appointments to 

see them and having viewed photographs of the treatments they have previously 

performed.  
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This information gathering process will shape this individual’s perception of the 

surgeons he or she engages with. Gradually, over the course of a number of 

appointments, enhanced information quality will shape the patient’s perception of each 

individual doctor. The patient will subsequently undertake an analysis of the doctors’ 

portfolios, as well as the feelings each doctor evokes. Following analysis or judgement 

formation, the patient will decide upon whom he or she wishes to carry out the surgery. 

 

 

 

 

 

 

Figure 2.11   I–> P –> J –>D “Process thinking begins with Information influencing Perception then 

effecting Judgment to Decision” Rodgers (2006, p.30). 

 

2.10.3 Summary of Studies on EPTM 

Table 2.1 presents a summary and review of various published studies that have dealt 

with EPTM. This information is presented to augment the theoretical element of this 

study. 
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Author(s)& 

Year 
Research Issue Research Method Results / Findings 

 

 

Rodgers et 

al. (2013) 

 

Investigation of the 

association between 

innovation efforts, corporate 

social responsibility and 

financial performance. 

 

Empirical analysis 

using quantitative 

method of Partial 

Least Squares 

(PLS) 

There is a positive impact on a firm’s financial 

performance if it has commitment towards 

corporate social responsibility (CSR), or 

socially responsible behaviour. It may 

particularly improve the extent of the firm’s 

profitability after considering investing in 

advanced operations. Furthermore, customer 

loyalty (including general customer 

perceptions), as well as the perceptions of 

other stakeholders, may be improved by CSR, 

thus aiding the firm’s financial performance. 

 

 

Guiral et al. 

(2010) 

Investigation of whether 

conflicts of interest will 

render auditors less likely to 

issue warnings to their 

clients. 

 

Throughput Model 

The results indicate that there is unintentional 

reluctance on the part of auditors to issue 

qualified audit opinions affecting the decisions 

of the investors, due to their feeling of aiding 

the ultimate bankruptcy of their clients. 

Rodgers et 

al. (2015) 

Study of the relationship 

between ethics, internal 

control and fraud. 

Ethical Process 

Throughput Model, 

embedded in the 

Fraud Triangle 

When the ethical behavioural control systems 

are applied appropriately, unparalleled 

security, increases convenience and 

accountability and better fraud protection can 

be ensured, which in turn can improve CSR 

within organisations. 

 

Rodgers 

and Guiral 

(2009) 

Investigation of the ways and 

extent/ time period of using 

the formative factors, along 

with reflective measures, to 

better represent complex 

theoretical constructs. 

 

Literature review 

and Structural 

Equation Model 

(SEM) 

The findings indicate that most of the previous 

studies modelled constructs that did not 

include formative indicators to represent the 

theoretical constructs. 

Rodgers 

and Gago 

(2004) 

Investigation of the impact of 

change in philosophies and 

individual ethical 

considerations on the 

reporting practices of 

companies 

Resource 

dependence theory 

and a decision-

making model – 

use of six pathways 

of ethical process 

thinking model. 

The six philosophical theories have strong 

influence on the reporting practices of 

individuals and organisations. 

 

Rodgers 

and Gago 

(2001) 

Study of the impact of recent 

technological advances on 

financial reporting and the 

influence of ethical beliefs on 

individual decision-making 

 

Throughput 

Modelling 

 

A range of philosophical paradigms can be 

adopted to inform the way in which decisions 

are made. This study illuminates the 

foundational concepts that play a role in moral 

decision-making. 
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Rodgers 

and Gago 

(2006) 

Study of the required 

modifications of decision-

making models used by 

organisations. having 

stronger links with ethics and 

morality, 

 

Throughput Model 

 

 

The findings suggest a return to the base 

values of Christianity, where six dominant 

ethical approaches can be used to control the 

organisational practices. 

 

 

Rodgers 

(2009) 

Evaluation of the effect of 

changing environmental 

conditions, limited time, 

information asymmetry, and 

expertise on how the primary 

trust pathways of category-

based trust, rule-based trust, 

and rational choice are 

applied.   

 

Throughput model 

and six dominant 

pathways 

The study suggests the integration of trust into 

a throughput model, which would facilitate the 

identification of dominant decision-making 

pathways and can also help in further analysis, 

to frame the problem in an expert way. Such 

integration might also help in determining 

which pathways would yield more useful 

outcomes. 

                                            Table 2.1 a review of EPTM studies (Source: Author) 

2.11 SUMMARY  

The purpose of this chapter has been to introduce, with regard to the scholarly literature, 

several definitions of corporate governance, to outline its significance, to explain who 

the beneficiaries of corporate governance practices are and to introduce several 

theoretical models. Corporate governance models were also examined in this section, 

including the continental European stakeholders’ corporate governance model, as well 

as the Anglo-American shareholders’ corporate governance model. Finally, corporate 

governance theories were subjected to an evaluation by examining agency theory, 

shareholder, theory, stakeholder theory and stewardship theory. Also included was a 

review of the ethical process thinking model (EPTM) as phases and pathways, and a 

summary of relevant studies. 
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Chapter 3 

CONCEPTUAL FRAMEWORK AND DEVELOPMENT OF 

HYPOTHESES  

 

3.1 INTRODUCTION 

In this chapter, a conceptual framework is described, including the ETPM that was used 

in this research to capture the different pathways and stages that might influence the 

decision-making process in any organisation. The conceptual framework facilitates the 

sequencing of the arguments dealt with by this research. As suggested by Foss and 

Rodgers (2011), the framework incorporates the constructs of perception, information, 

judgment and decision choices as these constructs apply to different circumstances. The 

design of the conceptual framework and a discussion on each of the constructs form 

part of this chapter. This chapter includes a general description of the three pathways 

covered in the conceptual framework as they have been dealt with various previous 

research studies. The concepts of the expedient pathway, the ruling guide pathway and 

principle-based pathway, as they apply to the variables, are explained.  

In addition, the development of hypotheses covering the variables of board 

characteristics, audit committee, profitability, liquidity, and leverage and their impact 

on financial health of the firm and firm value explained within this chapter. Since the 

variable of Tobin’s Q can be considered as a comprehensive measure of the value of a 

firm, the relationships between profitability, liquidity and leverage with financial health 

are explained in detail. The reasoning for each hypothesis, as drawn from the literature, 

is also discussed, in order to provide theoretical understanding of the application of the 

ETPM to the research issue.  

The theoretical concepts and methodology, as dealt with by the previous research 

studies in respect of the abovementioned variables that led to the development of the 

hypotheses, are summarised in this chapter. The research questions that were developed 

on the basis of the review of the previous literature are also included here.  
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3.2 CONCEPTUAL FRAMEWORK 

One of the objectives of this research is to provide an understanding of the manner in 

which the current values and convictions of an individual are taken into account in their 

decision-making process. Taking an ethical decision requires the decision maker to take 

responsibility for considering the values and arriving at a judgment in situations which 

may not be the same as those he / she has faced before. An ethical decision differs from 

an ̒ ordinary’ decision in that there is bound to be a difference in the degree of emphasis 

being placed by the decision maker on values, during the process of making a decision. 

Values, judgments and perceptions perform a critical function when individuals engage 

in ethical decision-making (Trevino, 1986, cited in Rodgers and Gago, 2001). On the 

basis of these foundational tenets, a central aspect of this study is the theoretical 

framework of EPTM, which allows us to outline the multiple phases that may be 

affected by the decision-maker’s ethical reasoning.  

The model is useful when considering the following concepts, along with the ways in 

which they are related to one another in the context of the decision-making process: 

firstly, perception; secondly, information; thirdly, judgment and finally, 

decision/choice. The EPTM assumes an interdependence between the elements of 

perception and information, as the way in which a decision maker perceives an issue is 

influenced by the information in his / her possession (Rodgers, 1999). This model 

becomes significant as it depicts different pathways and stages that have an influence 

over a decision. Although any basic information processing modelling can be 

performed using a serial processing approach, this research assumes parallel processing, 

where different pathways lead to a decision. Decision makers, through their 

understanding of the different pathways, can improve or modify their decisions. The 

conceptual framework is shown in Figure 3.1, below. 
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The model applied in this research starts with the way in which the individual considers 

and understands the perceived ethical dilemmas. In the EPTM, the intensity of an 

ethical issue is assumed to have a significant influence on both the judgment and 

decision choice. It is crucial to acknowledge that, when an individual holds certain 

ethical principles as significant, the likelihood that they engage in unethical behaviour 

is considerably less. Hence, the degree to which an ethical issue is intense is regarded 

as a determinant of the nature of the ethical decision-making process, and the EPTM 

considers this ‘perception’. 

The process of decision making involves the identification and selection of different 

solutions available to achieve the desired result. Nutt (2001) explains that an individual 

could improve his decisions by establishing the direction of the decision making with a 

definite objective and by taking into account the social, economic and political forces 

that might present certain challenges in achieving the desired objectives. It is also true 

that the decision making relates to the future and hence if information is used for such 

decision making, the individual needs to base his decision on some model which can 

provide predictive support to such decision making. The information is also subject to 

the perception of the individual based on his own characteristics and the characteristics 

of the information as explained elsewhere in this text.  
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In the context of corporate governance, financial reports by corporations provide the 

basis for the decision making by the investors and lenders. The value of information 

contained in the financial reports is determined by the quality of the financial reporting. 

The decision maker being the investor will be influenced by the value of the information 

and the way in which such information is being perceived by him. It is essential the 

investor considers both financial and non-financial information contained in the 

financial reports before he arrives at his decision about investing. The usefulness of the 

information to the investor can be enhanced by the qualitative aspects of the financial 

reports. For example, information contained in the financial reports about board 

characteristics such as size, composition, number of independent directors and about 

the constitution and functioning of the audit committee will go a long way in guiding 

the investor being the decision maker. It is also important to consider the fact the 

information requirement of individual users may vary to a large extent. Relevance and 

predictive value of the information are a few of the specific qualities of information that 

will help the investor, who is the decision maker. In this context, it is relevant to discuss 

about information and the factors that determine whether such information turns out to 

be the perception of the individual decision maker. 

“Perception is a process by which individuals organise and interpret their sensory 

impressions in order to give meaning to their environment,” (Robbins and Judge, 2014). 

The perception of an individual is often influenced by factors like the perceiver, target 

and the underlying situation. Therefore, when an individual assimilates some 

information, and makes an attempt to interpret the information he/she collects, that 

interpretation is subjected to be influenced by the personal characteristics of the 

individual receiving the information. The perception of an individual is most likely to 

be shaped by the attitudes, motives, interests, past encounters and anticipations of the 

individual. Perception may also be distorted by the characteristics of the information 

being collected. The attractiveness, acceptability and the tendency to group similar 

information may also tend to affect the characteristics of the information and hence the 

perception of an individual. In addition, the context in which the information is received 

could also divert the attention of the individual, which in turn may shape up his/her 

perception.  
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Similarly, the characteristics of any information that makes it standout can increase the 

probability of it getting perceived differently by different individuals. The performance 

expectations of an individual based on the information he collects will make him 

validate his perception. The approach of an individual to analyse the information 

received will have a strong influence on the way in which the information is being 

perceived by him/her. An individual who follows a logical and rational approach is 

most likely to process the information serially and form his perception accordingly. On 

the other hand, an individual who is creative and intuitive tends to approach the 

information as a whole and hence his perception may differ (Robbins and Judge, 2014). 

The tolerance level for ambiguity of an individual will also determine the character of 

perception and the resultant decision making. While some individuals will expect to 

have minimal ambiguity, others may have the ability to process a bunch of information 

simultaneously. These qualities are likely to have a serious impact on the perception of 

the individuals.  

Following the above discussion, the information on the facts about audit committee 

collected by individuals can be characterised as mere information or perception of the 

individual in possession of the information. Such characterisation depends mainly on 

the character of the information itself, personal characteristics of the individual, the 

attitudes, motives, interests and past experiences of the individual about the audit 

committee functioning in other contexts. An individual may attach importance to the 

facts about audit committee, only when he possesses knowledge on the extent to which 

the audit committee can act as a corporate governance tool. An individual who does not 

attach any importance to the audit committee is also likely to ignore the facts about the 

audit committee. In the case of board characteristics, the annual reports of corporations 

usually provide information on the composition and experience of their boards. Such 

information can be perceived by individuals who assimilate the information based on 

the context in which they have collected and used the information. In many instances, 

the interests and past experience of the individual determine whether the facts about the 

audit committee and board characteristics are information or perception. 
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From the corporate governance perspective, the factors of audit committee and board 

characteristics have been found to have a strong influence in determining the financial 

health, as well as the firm value, of a company. The audit committee is the initial 

determinant of corporate governance structure, in the present model. This research 

suggests that the degree to which an audit committee is effective is likely to have an 

impact on the nature of corporate governance within any given firm. Board 

characteristics constitute another variable, which also may determine the nature of 

corporate governance. 

According to Ghofar and Islam (2015), the degree to which any given firm is 

performing effectively in a financial sense is significantly impacted by board 

characteristics, as indicated by profitability, liquidity, and leverage. Hence, the 

variables of board characteristics and the audit committee are included as perceptions 

in the EPTM applied in this research. 

Perceptions regarding the way in which audit committees and boards function and are 

constituted are utilised in the context of the second stage of evaluation in this research. 

This second stage is chiefly concerned with the investigation of the financial health of 

a firm, along with its value. Information for the model is employed in the form of firm-

related financial information, where the primary variables are profitability, liquidity and 

leverage. In the EPTM used for this study, the supposition is made that information 

combined with the perceptions (namely, audit committee and board characteristics) 

plays a role in determining the nature of the judgment of financial health. It is notable 

that the way in which a firm performs in the short term can be proxied by information 

relating to profitability, as well as other quantitative performance measurements. 

Nevertheless, it is equally pertinent to acknowledge that the way in which these 

performance measurements coincide with the long-term financial health of a firm is a 

similarly critical matter. Hence, this research’s EPTM seeks to evaluate the degree to 

which audit committee effectiveness and board characteristics are statistically 

significant predictors of long-term financial health. A final noteworthy point in this 

regard is the fact that when these variables are considered in combination (i.e., 

profitability, liquidity, and leverage), it will be possible to gain comprehensive insight 

into any given firm’s value. 
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A central supposition of the model is that perception (namely, audit committee and 

board characteristics) and information (namely, profitability, liquidity, and leverage) 

are interdependent. This implies that the information that individuals possess about the 

profitability, liquidity and leverage of a firm can influence the framing of their 

perception about the audit committee effectiveness and the board characteristics. 

Similarly, their framing of a problem can have an influence on the information they 

would like to use in their analysis of the alternatives. With a greater coherence between 

the perception and information, one can assume the reliability and relevance of the 

information set that is being used in the analysis. Because of the interdependence, 

information can also affect the perceptions that were established previously. As a case 

in point, when profitability is reduced, this could have an impact on the existing attitude 

of an individual regarding the degree to which the audit committee or board are 

effective and efficient. At the same time, the decisions a person makes, are likely to be 

affected by perception and judgment. 

A number of previous research studies on corporate governance have focused on 

examining the accounting-based financial measures, such as profitability, in assessing 

the effectiveness of the governance measures. This model proposes to use ‘financial 

health’ as the summary measure of the accounting-based corporate governance 

effectiveness. One of the defining features of this construct is that it can take into 

consideration the effects that several accounting measures have on a firm’s value, 

including influences on profitability, liquidity, and leverage (Johnstone and Bedard, 

2004). It is important that information on various dimensions of the financial health of 

a firm is collected and assessed because even if a firm is profitable, it may have cash 

flow issues that affect its ability to meet its short-term liabilities, and this issue may 

adversely affect the firm value. Similarly, a firm that is highly leveraged may find it 

difficult to resort to external funding. These issues are very likely to largely affect the 

financial health and value of a firm.  

Based on the above model, a two-way relationship clearly exists between board 

characteristics and the audit committee, which underlines the interdependent nature of 

the two variables. This implies that, with an effective audit committee and efficient 

board, the short-term accounting performance can be improved and improvements in 

the short-term performance are likely to lead to the strengthening of the board and audit 

committees. This relationship is indicated by a two-way arrows in Figure 3.1. The two-
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way arrows placed between perception and information pinpoint the weaknesses or 

biases in the judgments that follow a subjective course. This relationship, therefore, is 

subject to the cognitive shortcuts which may give rise to biases, which in turn 

characterises the reasoning process of an individual that connects the phases of 

perception and information. Such biases may develop because of the limitations in 

information processing ability, complexity of the information and lack of coherence 

(Kleindorfer et al. 1993).  

The effects of the audit committee composition and board characteristics, as well as 

that of the short-term financial performance measures on the long-term financial health 

of the firm, are also assumed by this model. The relationship is indicated by the arrows 

placed suitably amongst the constructs in Figure 3.1. Perceptions on the part of the 

investor, about the effectiveness of audit committee and the efficiency of the board 

based on its characteristics, lead to the assessment of the financial health which 

ultimately provides a decision choice about the firm value. A thorough examination of 

the relationship between these constructs is the objective of the EPTM being used by 

this study.  

3.3 RESEARCH FRAMEWORK AND HYPOTHESIS DEVELOPMENT 

The over-arching aim of the study is to illuminate the effects that various determinants 

of corporate governance have on the value of various companies listed in the UK and 

the KSA stock exchanges. As was noted in the previous section, firm value in this 

context is proxied by the three quantitative measures of profitability, liquidity, and 

leverage. In addition, it should be noted that when attempting to achieve this aim by 

way of the EPTM, the expedient pathway, the ruling guide pathway and the analytical 

pathway are used.  

In the context of the present research, the corporate governance determinants of audit 

committee and board characteristics are also taken into consideration. The impact of 

these determinants with profitability, liquidity and leverage on the variables like 

financial health and firm value and the inter-relationship amongst the variables, are 

examined by adopting the three pathways forming part of the conceptual model.  
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This research is based on the assumption that ethical behaviour is one of the important 

prerequisites for information exchange and problem framing. In this research, ethics is 

integrated into an ethical process thinking model (EPTM) in which the three dominant 

pathways are considered. The EPTM has the distinct advantage of identifying the 

dominant decision-making pathways in relation to the three primary levels of ethical 

considerations (Rodgers, 2009). The EPTM also helps in extending the analysis further 

to all available information, so that an individual can form his / her perception in a better 

way. These advantages have justified the use of the EPTM for this research.  

Implementing an EPTM enables an individual to match the descriptive ethical pathway 

to his normative ethical way whilst attempting to resolve problems. Thus, the research 

design of EPTM combined with the conceptual framework will enhance the knowledge 

of the extent and type of ethical pathways that could influence the relationship of the 

determinants of corporate governance to the research variables of financial health and 

firm value. Gaining insight into this issue will be useful when attempting to identify the 

pathway that it is viable to use, to enhance the degree to which the various determinants 

of corporate governance are effective. 

A detailed review of the relevant literature was undertaken as a part of this research, in 

order to develop relevant hypotheses and frame the research questions. The basis on 

which the hypotheses and research questions were framed is explained in the 

subsequent sections. In the context of the expedient pathway, the research evaluates the 

correlation between board characteristics and firm value, as well as the correlation 

between the audit committee and firm value. Hence, appropriate hypotheses and 

research questions are formed in relation to this area of inquiry. The second pathway 

ruling guide deals with board characteristics and its impact on financial health and firm 

value as well as audit committee and its impact on financial health and firm value. The 

previous studies reviewed for developing the hypotheses and the research questions are 

listed, showing the findings that led to the framing of the hypothesis. By way of the 

analytical pathway, this study seeks to gain insight into the correlation between 

profitability, liquidity, leverage, financial health and firm value. Such relationship was 

examined from the perspective of the, by developing suitable hypotheses and framing 

of the relevant research questions. 
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3.3.1 First Pathway; The Expedient Pathway (P –> D) 

As has been suggested by many philosophers, preferences, rules and principles are the 

cornerstones of our generally accepted ethical standards. The expedient pathway (P –> 

D) is one of the three primary pathways that is undertaken by individuals in order to 

arrive at a decision. This pathway also forms an integral part of the EPTM adopted for 

this research. In the expedient pathway, an individual will consider his perceptions, 

rather than the rules, to make a decision/choice. An individual frames a problem in his 

/ her bid to arrive at a decision or choice.  

Under the EPTM, the action of framing of the problems is referred to as ʻperception’. 

Therefore, based on the recent study conducted by Rodgers et al. (2015), perception is 

defined as the process by which a person frames a problem set (or, alternatively, arrives 

at the worldview associated with the problem). This process of framing the problem 

involves using the expertise of the individual in making use of the pre-acquired 

knowledge, and the extent of the expertise used depends on the nature of the problem 

in question. The framing also influences and guides the direction of the individual’s 

search of the individual in terms of retaining or discarding the incoming information 

that may be useful in solving the problem or in making a decision. Therefore, the 

expertise of a person, and his ability to categorise information, constitute the perception. 

 

 

 



70 
 

The expedient pathway represents ‘ethical egoism’ and emphasises that an individual 

must take action that could serve his personal interest (Pojman, 2002 quoted in Rodgers 

and Gago, 2006). This pathway does not emphasise the use of information that could 

influence one’s position, and an individual using this pathway may not consider it 

necessary to undertake an in-depth analysis of the positions of other people in arriving 

at a decision choice. Therefore, it can be stated that P – > D is the most direct pathway 

by which an individual may arrive at the desired decision, since this pathway discards 

any other relevant information that might alter the perspective of the individual and 

does not demand a particularly complex analysis before yielded a decision or choice.  

There are three fundamental issues that might prevent an individual from appropriately 

tempering their attention the data sources and discarding some of the information that 

is otherwise available for consideration in the decision-making process. These are (i) 

incomplete information, (ii) lack of complete understanding and (iii) undifferentiated 

alternatives (Lipshitz and Strauss, 1997, quoted in Rodgers and Gago, 2001). Due to 

these three factors, the information available to the individual may be limited or 

unreliable in its contribution to an effective decision-making process. Lack of time to 

make a detailed analysis may also affect the ability to use all the available information. 

Figure 3.2 illustrates this on this pathway and includes perception which has 

incorporates two corporate governance (in this case, board characteristics and audit 

committee) that may be expected to influence the firm’s value at times of decision. 

These matters will be discussed in greater detail in the next section. 

3.3.1.1 Board Characteristics ( P ) and Firm Value ( D ) 

The initial corporate governance variable, as previously noted, is board characteristics, 

and this is regarded as the perception. Therefore, it is to be expected that certain aspects 

of the board of directors are statistically significant determinants of the corporate 

governance practices that are adopted to elevate firm value. The competitiveness and 

enhancement of the firm’s value depend largely on the ability of the board to provide 

guidance and direction to the company, which in turn depends on the characteristics of 

the board.  
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Several previous studies have examined the correlation between certain characteristics 

of a company’s board of directors and the overall value of the firm. In the context of 

these studies, board characteristics are the number of non-executive directors, executive 

directors, board size and meeting directors. In the study conducted by Dehaene et al., 

(2001), return on equity (ROE) was identified as one accounting measure that was 

related in a significant and positive way with the number of independent directors on a 

firm’s board. According to Johnson et al. (1996), appointing outsiders on the board will 

help the firm to gain access to critical resources. With a higher level of ROE, the firm’s 

value can reasonably be expected to increase, hence the board characteristics are most 

likely to influence the firm’s value. O’Connell and Cramer (2010) identified a 

consistent finding regarding the significant and positive correlation between firm value 

and board characteristics.  

With respect to the tenets of agency theory, it is reasonable to expect that when a board 

contains many directors, the guidance of senior managerial personnel will be enhanced, 

owing to the diverse experience of the board. Ultimately, this is expected to translate 

into firm value. Notably, however, in the study conducted by Yermack (1996), a 

negative and significant relationship was observed between the number of directors on 

a firm’s board and that firm’s value.  

According to stakeholder theory, it is of fundamental importance for firms to take into 

consideration the interests of every relevant stakeholder when making decisions. From 

this it can be inferred that the most effective board of directors is one which establishes 

equilibrium with regard to the interests of all stakeholder groups. The board needs to 

set the overall policy of the firm in such a way that the firm’s value is enhanced through 

the protection of the interests of all stakeholders (Cornforth, 2004).  

Drawing on the tenets of resource dependence theory, an important study conducted by 

Hillman and Dalziel (2003) indicated that board capital is a statistically significant 

predictor of firm value, in a positive way. The researchers suggested that this is due to 

the way in which board capital facilitates the provision of resources that the company 

needs, as well as appropriate monitoring practices. Here, it should be noted that resource 

dependence theory explicates the various ways in which firm operations are impacted 

by the availability of external resources (Pfeffer and Salancik, 1978). This theory also 

argues that it is important for an organisation to acquire resources for its survival. 



72 
 

                Table 3.1 presents a summary of studies with their theories, methods and results.   

No. Author/s & 

Year 

Research Issue Theory Method Result/Finding 

1 Dehaene et al. 

(2001) 

Study of the impact of 

the board characteristic 

of board composition on 

firm value 

 

Agency 

Theory 

 

Empirical Tests 

Board size as well as how many 

independent directors were on 

the board were observed to 

positively affect the value of the 

firm (in this case, ROE acts as 

proxy for firm value) 

2 Yermack 

(1996) 

Investigation of the 

correlation between 

board size and firm value 

Stewardship 

Theory 

Tobin’s Q Board size and firm value were 

found to be correlated negatively  

3 O’Connell and 

Cramer (2010) 

Evaluation of the relation 

between firm value, 

board composition, and 

board size 

Agency 

Theory 

Quantitative 

Empirical Tests – 

Linear Regression 

Board size was found to be 

correlated with firm value in a 

negative way. In addition, non-

executive director characteristics 

were positively correlated with 

firm value 

4 Cornforth 

(2004) 

Study of the impact of 

different theories on 

board effectiveness and 

firm value 

Stakeholder 

Theory 

Comparative Study 

based on different 

theoretical 

perspective 

The purpose of the board is to 

establish equilibrium regarding 

the interests of various 

stakeholder groups, thereby 

facilitating positive firm value 

5 Hillman and 

Dalziel (2003) 

Evaluation of the effect 

of characteristics of the 

board on the value and 

performance of the firm  

Resource 

Dependence 

Theory 

Theoretical Review Board characteristics affect both 

board monitoring and provide 

resources and hence increase the 

firm value. 

The above discussion leads to the following research hypothesis and question: 

RQ1: Do board characteristics significantly impact the firm value? 

H1: Board characteristics have a positive impact on the firm value. 

3.3.1.2 Audit Committee ( P ) and Firm Value ( D ) 

The second variable of corporate governance is the audit committee, which is 

categorised as part of the perception phase; besides controlling the reliability of the 

accounting processes of a firm, the audit committee has the responsibility to ensure 

compliance with legal and ethical requirements. The audit committee is also entrusted 

with the function of introducing, implementing and/or monitoring fraud prevention 

mechanisms (Turley and Zaman, 2004 Findings indicate that when firm value is 

affected in a positive way by corporate governance, the determining variables include 

the audit committee and its features, the main features being size, number of meetings 
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in a given period, independence and expertise (Al-Matari et al., 2012; Reddy et al., 

2010).  

As was noted by Klein (2002), a considerable body of evidence has been accumulating 

that documents the correlation between various characteristics of a firm’s audit 

committee and the firm’s value. The research on the impact of the audit committee on 

firm value has produced results showing both negative and positive association of the 

audit committee with firm value. Several studies in the literature have sought to 

examine the relationship between shareholder wealth, firm value and various audit 

committee characteristics. The audit committee characteristics can also influence the 

reporting quality, and thereby alter the impression that investors have of the likely firm 

value in the future. As a case in point, evidence was reported in one study to suggest 

that audit committee characteristics were negatively correlated with firm value, the 

latter being proxied by return on sales, return on assets, net income, and asset turnover 

(Bozec, 2005). However, contrasting results were published in the later study, 

conducted by Reddy et al. (2010). In particular, Reddy et al, in a study based in New 

Zealand, found that certain characteristics of audit committees had a positive impact on 

firm value. In particular, the researchers’ statistical analysis indicated that when audit 

committees meet more frequently, firm value is likely to increase, owing to the way in 

which this heightens the level of supervision the firm is subject to. Hsu and 

Petchsakulwong (2010), however, confirmed the opposite of this relationship when they 

analysed the correlation between audit committee meetings’ frequency and firm value. 

Another important point made in the literature is that the number of independent 

directors who sit on a firm’s audit committee is a statistically significant determinant of 

firm value. In particular, Carcello and Neal (2003) and Dey (2008) have demonstrated 

that the degree to which an audit committee is independent, is related to the firm’s value 

in a directly proportional way, and this stems from the way independence in this respect 

tends to correspond with effective monitoring of financial reporting. This argument is 

countered by the statement that a more independent audit committee may not be able to 

identify the industry issues which may negatively the extent of monitoring, and thus 

limit or restrict the enhancement of firm value. Greater levels of independence and 

expertise on audit committees can contribute to higher levels of firm value as reported 

by Chan and Li (2008).  
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Table 3.2 presents a summary of studies with their theories, methods and results. 

No. Author/s 

& Year 

Research Issue Theory Method Result/Finding 

1 Bozec 

(2005) 

Examination of the 

impact of audit 

committee size on 

firm value 

Agency 

Theory 

Multiple 

Regressions 

Audit committee size was 

found to be negatively 

related to firm value 

(proxied by return on 

sales, return on assets, 

and assets turnover) 

2 Reddy et 

al. (2010) 

Examining the 

effect of size of the 

audit committee on 

the value of firms 

in New Zealand 

Stakeholder 

Theory 

Regression of 

Two Step Least 

Squares and 

Ordinary Least 

Squares 

The findings indicate 

positive association 

between audit committee 

size and firm value 

3 Al-Matari 

et al. 

(2012) 

Impact of audit 

committee size on 

firm value 

Agency 

Theory 

Multiple 

Regression 

 

A positive relationship 

between the value of the 

firm (which was proxied 

by return on assets) and 

the size of audit 

committee was 

determined 

4 Khanchel 

(2007) 

Evaluation of the 

link between value 

of the firm and 

number of audit 

committee 

meetings 

Shareholder 

Theory 

Multiple 

Regression 

Model 

A positive relationship 

between the number of 

audit committee meetings 

and firm value (proxied 

by Tobin’s Q) was 

observed 

5 Chan and 

Li (2008) 

Evaluating the link 

between the value 

of the firm and 

audit committee 

independence 

Resource 

Dependence 

Theory 

Multiple 

Regression 

A positive relationship 

between the value of the 

firm and the presence of 

independent and expert 

directors on the audit 

committee was observed 
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The above review leads to the following research question and hypothesis: 

RQ2:  Do audit committees significantly impact the firm value? 

  H2: The audit committee has a positive impact on the firm value. 

3.3.2 Second Pathway, The Ruling Guide Pathway (P –> J–> D)  

In accordance with deontology, the ruling guide pathway (P -> J -> D) places a focus 

on individual rights, as well as the judgments which relate to any given decision-making 

process. Figure 3.3, below, depicts the relationships that exist among the three elements 

of perception, judgment and decision choice. While using the ruling guide pathway, the 

decision-making becomes judgment oriented, and is subject to the perceptions of an 

individual concerning the rules and laws in force. As a result, according to Rodger and 

Gago (2004), the decision is informed by a judgment, which is in turn promoted by the 

perception an individual has about some phenomenon or phenomena. In the ruling 

guide pathway, the decision maker is not influenced by the information directly 

available, rather, that decision maker tries to take a decision by reaching the judgment 

stage directly from the problem framing stage.  
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The decision maker may be justified in ignoring the information content for at least two 

objective reasons, namely that the information may turn out to be either unreliable or 

inadequate (Rodgers, 2009). When the ruling guide pathway is being followed, the 

emphasis is on the rules or norms established to meet particular requirements in given 

situations.  Rules, when accepted as reasonable and widely followed, are most likely to 

provide guidance for the people to behave in particular ways during the decision-

making process. Such rules may also incentivise people to behave in 

expected/predictable ways within a decision-making situation. However, the levels of 

trust among people are expected to decrease, where the ruling guide situations are 

prevalent. As noted by Dirks and Ferrin (2001), favourable outcomes are more likely 

where trust and minimal regulation are present. 

One of the basic elements of the ruling guide pathway is that in this pathway, trust has 

an association with social structures, and the intensity of the association depends on 

factors that are individual- or institution-specific. As a consequence of this, the 

perceptions a person holds (or, alternatively, the problem they frame) is the determinant 

of the selection of information to be applied in the judgment. This pathway provides 

the opportunity, for an individual who is morally bounded and has appropriate 

motivation, to take decisions based on their understanding of the appropriate task to be 

performed. On the other hand, a morally lacking individual may not have the 

opportunity to acquire such understanding. When operating within a normative rule or 

legal system that is strictly enforceable, an individual can trust others and this generates 

and underpins the ruling guide trust (Lewicki et al. 1998). In such situations, it is 

unlikely that rules and norms will be changed suddenly, or that such rules and norms 

become mental representations of internalised knowledge. It is possible for regulations 

and conventions of this kind to offer direction, or motivating factors, for use by those 

wishing to make certain decisions. In the event that regulations are implemented in a 

standardised way, trust can emerge, and consequently, collaborative activities are likely 

to take place on the basis of mutual trust (Pearce et al., 2000).  

 

 

 



77 
 

Ultimately, the question of whether these laws are official or unofficial is unimportant; 

rather, given the judgmental qualities of some values, trust-related matters can 

sometimes not be incorporated into regulations. On this pathway, as illustrated in Figure 

3.3, that includes perception which has two factors of corporate governance (here, board 

characteristics and the audit committee) that may have an impact on financial health 

and consequently on firm value.  

3.3.2.1 Board Characteristics ( P ) Financial Health ( J ) and Firm Value ( D ) 

It is often assumed that if a board of directors has a significant number of members 

from outside the organisation that it will make different decisions to boards with most 

members from inside the organisation, and that those decisions may lead to better 

results. In addition, according to Fama and Jensen (1983) non-executive directors are 

important when it comes to resolving agency problems effectively, and having non-

executive directors aids decision making; however, studies in this area have produced 

a range of results. Studies carried have revealed that non-executive directors often 

monitor managers effectively and protect the interests of shareholders, which leads to 

improved financial performance, stock returns and credit ratings.  

Dehaene et al.’s (2001) study determined that there is a positive correlation between the 

percentage of outside directors and the financial performance of firms. Moreover, a 

study by Connelly and Limpaphayom (2004) ascertained that a board’s composition 

negatively affects risk-taking behaviour and positively affects profitability. A positive 

stock price reaction was noted to occur as a result of the appointment of an extra outside 

director by Rosenstein and Wyatt (1990), which suggests that the percentage of outside 

directors will have an impact on shareholders’ wealth. Several researchers, such as 

Bhojraj and Sengupta (2003) and Ashbaugh-Skaife et al. (2006), determined higher 

bond as well as credit ratings among firms with boards having a larger number of 

independent outside directors. Further, as stated by O’Sullivan (2000), because of their 

role in monitoring, intensive audits are favoured by non-executive directors, generally 

resulting in reduced agency costs. 
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Past research has provided evidence that the board characteristic of the number of 

independent directors appears to affect the firm’s value and financial health to a great 

extent. One study, which analysed a sample of listed companies in Europe and the 

United States, noted that variance in the number of independent directors on a board 

was correlated with firm value (Hirschey et al., 2009). However, that study has not 

provided any convincing evidence that this board characteristic correlates with higher 

profitability of the firms or faster growth in financial health of companies in these 

jurisdictions. It also found that some firms having a majority of independent (non-

executive) directors were less profitable than other firms that were studied. Studies in 

the literature have found that the board characteristics of knowledge, skills and 

attitudes, and the ability of the board members to apply them diligently, also are likely 

to affect the performance of a firm in terms of its financial health and firm value. 

According to Cicero et al. (2013), the greater the ability of the board to provide these 

qualities, the more it is likely to provide a strategic direction to the firm and this will 

enable the firm to reach its financial objectives more efficiently. This finding is 

consistent with Colley et al. (2003), who noted that the degree to which a board holds 

expertise is a positive and statistically significant predictor of a firm’s financial health. 

In the structure of a board, corporate financial performance as well as the size of the 

board size is vital. On the one hand, large boards may ensure diversity, which could 

assist companies in securing critical resources, as well as reducing environmental 

uncertainties (Pfeffer, 1987; Pearce and Zahra, 1992; Goodstein et al., 1994). On the 

other hand, Yermack (1996) describes how a large board can result in poor coordination 

and communication, and problems with decision-making, leading to a negative impact 

on the company’s financial performance. Therefore, there is a trade-off when adding a 

new member to the board between diversity and coordination. Jensen (1993), along 

witht Lipton and Lorsch (1992), recommend seven or eight board members, but as 

Adams and Mehran (2003) point out, optimum board size depends on the particular 

industry, for example bank holding companies usually have a significantly larger size 

board that manufacturing firms . 
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Board size is often reported as a statistically significant determinant of firm value, the 

main reason being given that a large board has access to a wider range of information 

and expertise than its smaller counterparts. Board size is positively linked to company 

financial performance according to Dehaene et al. (2001), but Haniffa et al. (2006) did 

not find definite evidence for this in their market return measure of performance; in 

fact, they discovered that large board are often less effective at monitoring performance, 

although on the positive side, they found that large boards often lead to more diverse 

contacts, and greater experience and expertise, which enhances performance. 

Yermack’s (1996) study determined that value of the firm and the size of the board had 

an inverse correlation and that, with increase in board size, financial ratios concerning 

operating efficiency and profitability decreased. Connelly and Limpaphayom (2004), 

however, did not find any link between board size and firm financial performance. 

Raheja (2005), reported that no statistically significant correlation was observed 

between the variable of a firm’s financial performance and any dependent variables 

related to board characteristics. In contrast, in the earlier study conducted by Lehn et al. 

(2003), it was noted that boards provide firms with vital information that they need to 

perform effectively in any given industry. Furthermore, studies such as the recent 

research conducted by Kumar and Singh (2013) indicate that overly-large boards can 

negatively affect financial health and firm value. Although the board characteristic of 

board size is dependent on the size of the firm, large boards have been found to be less 

efficient in contributing to the financial health of the firms, owing to the difficulties 

involved in providing solutions to the agency problems arising among board members. 

In contrast to Kumar and Singh’s (2013) research, an earlier study by Belkhir (2009) 

indicated that board size was a positive statistically significant predictor of a firm’s 

financial health. 

It is possible to measure the board meetings’ effect on firm performance based on the 

frequency of meetings. Moreover, as stated by Vafeas (1999), despite the lack of clear 

evidence regarding the relation between board meetings and firm performance, board 

meetings are crucial to boards. Furthermore, there are costs associated with board 

meetings, including directors’ remuneration; travel expenses, and taking up managerial 

time, and so if a company is underperforming, it may be more beneficial to reduce the 

number of board meetings in order to avoid these costs. According to Jensen (1993), it 

is important that meetings involve significant dialogue among directors. Moreover, if a 
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firm is performing badly, more meetings may be necessary in order to address the 

problems and implement strategies for improvement. Lipton and Lorsch (1992) note 

the importance of regular meetings to monitor issues of concern and check up on 

management practices to ensure that everyone is performing their duties effectively. 

Good coordination is required for this, and if board meetings are organised in a timely 

fashion, it should lead to better efficiency and reduced agency costs.  

No. Author/s 

and 

Year 

Research Issue Theory Method Result/Finding 

1 Raheja 

(2005) 

Evaluating the link 

between value of the 

firm and 

characteristics of the 

board 

Resource 

Dependence 

Theory 

Generalised 

method of 

moments 

regression 

model 

No correlation was 

determined between 

value of the firm 

(Tobin’s Q acted as 

proxy) and board 

characteristics 

2 Belkhir 

(2009) 

Evaluating the link 

between banking 

firms’ financial 

performance and 

board size 

Agency 

Theory 

Panel univariate 

analysis and 

panel data 

techniques 

A positive correlation 

was noted between 

performance of the firm 

(Tobin’s Q and return 

on assets acted as 

proxy) and size of the 

board 

3 Kumar 

and 

Singh 

(2013) 

Analysis of the impact 

that board 

characteristics have 

on firm value 

Stakeholder 

Theory 

Linear 

Regression 

Models 

A negative correlation 

was observed between 

board size and firm 

value . 

 

4 Lehn et 

al. 

(2004) 

Evaluating the impact 

of size of the board 

and its composition 

on value of the firm 

Agency 

theory 

Regression 

Models 

 

No relationship was 

noted between board 

size or board 

composition and value 

and performance of the 

firm 

5 Cicero et 

al. 

(2013) 

Study on the change 

of board structures 

Stewardship 

Theory 

Statistical 

analysis of 

panel data 

A positive correlation 

was observed between 

performance of the firm 

and composition of the 

board 

          Table 3.3 presents a summary of relevant studies with their theories, methods and results 
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From the above discussion, the following research questions and hypotheses follow: 

RQ3: Do board characteristics significantly impact the financial health of firms? 

RQ3a: Do board characteristics significantly impact firm value through the firm’s 

financial health? 

  H3: Board characteristics have a positive impact on the financial health of firms. 

  H3a: Board characteristics have a positive impact on firm value through the financial 

health of the firm.  

3.3.2.2 Audit Committee ( P ) Financial Health ( J )  and Firm Value ( D ) 

According to Carcello et al. (2003), studies of corporate governance frequently 

underline the statistically significant impact that the characteristics of audit committees, 

ranging from composition to expertise, have on firm value and financial health. 

Although consensus has not yet been established regarding the precise nature of the 

impact of these characteristics on the variables of firm value and financial health, 

compelling evidence has been published to suggest that firm value is positively affected 

in those instances where the audit committee holds a high degree of expertise (Chan 

and Li, 2008).  

Furthermore, the literature has established, to a considerable level of certainty, that 

various characteristics of the audit committee, if they promote the development of more 

effective supervisory mechanisms with respect to financial reporting and internal 

control systems, have a consistent and positive impact on a firm’s financial health 

(Anderson et al., 2004). Empirical evidence shows that firms having an effective audit 

committee are likely to incur lower costs relating to debt and this contributes to 

increased financial health (Anderson et al. 2004). The presence of professionally 

experienced members in the audit committee contributes significantly to more effective 

monitoring of the operations of the firm, and hence to increased financial health and 

firm value (Raghunandan and Rama, 2007). The findings of the past research evidence 

positive reactions of the market to the appointment of new members to the audit 

committee, which is likely to result in higher firm value. However, Vafeas (2005) found 

a negative effect of the audit committee on financial health, since 76% of the members 

of the audit committees studied lacked sufficient auditing experience to monitor the 

financial affairs of the firms. 
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The existence of an audit committee is important for the maintenance of transparency 

in firms. Given that the members of the audit committee are simultaneously members 

of the board of directors, it is their responsibility to establish and apply the strategic 

approaches that can promote firm financial health. Therefore, when the audit committee 

presents a true picture of the financial status of the firm to the other board members and 

shareholders, the board will be able to implement suitable strategies that will help in 

improving the financial performance and hence the firm value (Bhardwaj and Rao, 

2015). Firm value is likely to increase as the reliability of the firm’s financial statements 

improves, and an effective audit committee can ensure increased reliability by 

monitoring any manipulative activities on the part of managers. The presence of an 

independent audit committee will help to limit and control earnings management 

practices and hence will increase the financial health of a firm and firm value (Bouaziz 

and Triki, 2012).  

When audit committees convene on a frequent basis, the agency problem is mitigated 

against, and it is also the case that information asymmetry can be reduced. Hence, it 

becomes possible for shareholders to gain access to accurate information at the right 

time, thereby promoting firm value (Saleh et al., 2007). With a greater number of audit 

committee meetings, the quality and level of investor protection will be substantially 

increased, increasing the firm value.  

Table 3.4 presents a summary of relevant studies with their theories, methods and results. 

No. Author/s & 

Year 

Research Issue Theory Method Result/Finding 

1 Chan and Li 

(2008) 

Relationship between 

audit committee 

independence and 

firm value 

Resource 

Dependence 

Theory 

Regression 

Models 

The audit committee independence 

contributes to enhanced firm value 

2 Anderson et 

al. (2004) 

Board 

characteristics, audit 

committee presence 

and cost of debt 

Resource 

Dependence 

Theory 

Regression 

Models 

Fully independent audit committees 

are likely to contribute to lower cost 

of debts and increase profitability 

 

3 Raghunandan 

and Rama 

(2007) 

Investigation of 

factors determining 

the diligence of audit 

committees 

 

Stewardship 

Theory 

Ordinary Least 

Squares 

regression 

Increased presence of professional 

members in the audit committee 

contributes to increased financial 

performance of firms 
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4 Bhardwaj 

and Rao 

(2015) 

Examination of the 

role and 

responsibilities of 

audit committees 

Agency 

Theory 

Statistical 

analysis 

Presence of audit committees 

increase transparency among the 

firms and increase the firm value 

5 Bouaziz and 

Triki (2012) 

Board independence 

and firm profitability 

Shareholder 

Theory 

Regression 

Analyses 

Audit committees help in curtailing 

the earning management practices of 

managers and thus helps in increasing 

the firm value in the long run 

 The review of the literature as discussed above leads to the following research 

questions and hypotheses for testing: 

RQ4: Does the audit committee significantly impact the financial health of a firm? 

RQ4a: Does the audit committee significantly impact the firm’s value through its 

financial health? 

H4: The audit committee has a positive impact on the firm’s financial health. 

H4a: The audit committee has a positive impact on firm value through the financial 

health of the firm.  

3.3.3 Third Pathway: The Analytical Pathway (I –> J–> D) 

The analytical pathway implies that the correct ethical action of an individual is 

determined by the outcomes of the intended action. The principles underlying the 

decision-making process incorporate the values, attitudes and beliefs of the individual 

concerned. These values, attitudes and beliefs normally relate to the actions an 

individual proposes to take, taking into account the ethical issues involved in the 

problem on hand. These principles are considered as the foundation to any series of 

cognitive processes that is connected with the decision-making process (Rodgers, 

2009). These values and beliefs are also expected to be the motivators that influence 

the judgments of individuals involved in the decision-making and the values and beliefs 

help in structuring the important information required for judgments before decisions 

are made in an ethical manner. Thus, the analytical pathway requires the availability of 

reliable and relevant information so that the individual is guided through the ethical 

considerations (Rodgers, 2009). 
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Utilitarianism constitutes the foundation of the analytical pathway, where conformance 

to the hedonic precept is the prime concern, i.e. the maximisation of the greatest level 

of happiness for the greatest number of individuals. Furthermore, as stated by Rodgers 

and Gago (2006), the analytical pathway is characterised by the timely analysis of 

relevant, typical, or agreed-upon information prior to the implementation of any 

decision. 

The analytical pathway can be considered as similar to ethical egoism, where the main 

concern is that of consequences and to ensure that the greatest good happening to 

great number of people. In addition to maximisation of good, this pathway is 

committed to the minimisation of harm. This pathway suggests that the society should 

always strive to produce the maximum balance of positive value to all the people 

affected (Rodgers and Gago, 2006). Rodgers (2009) refers the analytical pathway as 

category-based trust, where he claims that direct information directly impacts the 

decision choice through judgment. Rodgers (2009) also suggests that the individuals, 

while framing the information, are influenced by pre-formatted information that is 

concerned with relationship types. The category-based trust is based on the norms 

relating to obligation and co-operation developed using the shared information. Figure 

3.4, above, illustrates how this pathway includes information which comprises three 

factors, in this case profitability, liquidity and leverage, that may have an impact on 

financial health, which may in turn affect the firm's value. This will be explored 

further in the next section. 
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3.3.3.1 Profitability ( I  )Financial Health ( J )  and Firm Value ( D ) 

Increased profitability indicates the growing financial performance of a firm, which in 

turn will help in increasing the firm’s value (Damodaran, 2011). Managers are 

motivated to disclosure more detailed information of a firm in order to support the 

continuance of their positions and remuneration and to signal institutional confidence. 

Samir, M. et al. (2003) as cited in Rouf (2011) argue that “higher profitability motivates 

management to provide greater information because it increases investors’ confidence, 

which in turn, increases management compensation”.  

The relationship between profitability and firm value has been studied in just a limited 

number of studies. As a case in point, Haugen and Baker (1996) examined that impact 

that profitability has on firm value, and they noted a positive and statistically significant 

correlation. This finding was later supported by the study conducted by Yang et al. 

(2010). According to Yang et al. (2010), with greater profitability, firms will be able to 

generate more distributable earnings and thus enhance the firm’s value in the long run.  

A significant effect of the ratio of profitability on the financial health has been indicated 

by Mahdaleta et al. (2016) using the capital structure theory. According to Myers 

(1984), the capital structure theory incorporates an implicit assumption that firms are 

provided with numerous options when it comes to accessing broad and efficient capital 

markets, and they can meet their capital needs through modern financial institutions and 

thus control the cost of capital to enhance their profitability With a higher profitability 

ratio, firms can substantiate their better financial performance, which is very likely to 

increase the firm’s value. Similar findings of the impact of profitability on firm value 

have been reported by Bermig and Frick (2010).  

Profitability also influences the financial health of the firms in the long run, and this is 

because, with increased profitability, firms will be able to increase their asset base by 

ploughing the retained earnings back into the company. The financial health of a firm 

will be reflected in its stock price, as the investments made in a firm’s stock provide a 

positive signal about the good financial performance of the firm (Hasnawati, 2005).  
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In financially successful firms, profitability is used as one of the main sources of capital 

in order to maintain long-term financial viability and financial health. This is because 

higher profitability enables firms to avoid reliance on external debt to fund business 

growth. Excessive reliance on such external funding will add the cost of interest to the 

costs of the firm and thus might affect its profitability, which in turn will have its own 

impact on the company’s financial health (Chen and Chen, 2011). Chen and Chen 

(2011) have used the pecking order theory to explain this situation. According to the 

pecking order theory, it is typically the case that firms will prioritise the use of internal 

rather than external sources, thereby limiting capital costs and heightening the degree 

to which they are profitable (Myers, 1984).  

Here, it is important to recognise that financial performance is one of the proxies 

adopted to ascertain the overall financial health of an organisation, and since financial 

performance is strongly impacted by the firm’s profitability, profitability has a high 

likelihood of impacting a firm’s financial health in a significant way.  

No. Author/s & 

Year 

Research Issue Theory Method Result/Finding 

1 Yang et al. 

(2010) 

Study of impact of capital 

structure on firm 

profitability and value 

Agency Theory Multiple 

Indicators and 

Multiple Causes 

model 

Profitability has a significant 

influence on the firm value. 

2 Chen and 

Chen (2011) 

Investigation of the 

influence of profitability 

on firm value 

Pecking order 

Theory 

Regression 

model 

The more profitability, the 

greater will be the firm value. 

3 Bermig and 

Frick (2010) 

Impact of profitability firm 

financial performance of 

firms 

Stakeholder 

Theory 

OLS Regression Higher profitability ratio 

enhances financial 

performance of firms 

4 Mahdaleta et 

al. (2016) 

Study of the influence of 

capital structure and 

profitability on corporate 

value 

Theory of Capital 

Structure 

Multiple Linear 

Regression 

Tests 

Profitability is a statistically 

significant determinant of firm 

value 

Table 3.5 presents a summary of relevant studies, with their theories, methods and results. 

Having reviewed the literature on the relationship between profitability and financial 

health and the determinants thereof, the following research questions and hypotheses 

are developed for testing by this research: 
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RQ5: Does profitability significantly impact the financial health of a firm? 

RQ5a: Does profitability significantly impact the firm’s value through its financial 

health? 

H5: Profitability has a positive impact on the financial health of a firm. 

H5a: Profitability has a positive impact on firm value through the financial health of 

that firm. 

3.3.3.2 Liquidity, ( I  ) Financial Health ( J ) and Firm Value ( D ) 

When a firm’s liquidity is managed in a manner characterised by efficiency, evidence 

suggests that firm value will be positively affected. Hence, according to Singh and 

Pandey (2008), the appropriate management of liquidity is a crucial, financial, aspect 

of the firm’s overall operations. According to Deloof (2003), an optimal level of 

liquidity will contribute to achieving enhanced firm value. According to the research 

conducted by Al-Mwalla (2012), a liquidity policy built upon conservative precepts is 

correlated with firm value in a positive way. Furthermore, Raheman and Nasr (2007) 

examined the effect that various components of liquidity (including average debtor 

collection period, cash conversion cycle and inventory turnover ratio) have on a firm’s 

financial health, reporting that the various components of working capital management 

and firm financial performance are correlated in a statistically significant and negative 

way. However, these results were inconsistent with the earlier study conducted by 

Lazaridis and Tryfonidis (2006), who found that liquidity and the financial performance 

of a firm were correlated in a positive way, a conclusion which led the latter researchers 

to suggest that the appropriate management of liquidity (in particular, through cash 

conversion cycles) is likely to have a positive impact on the firm’s financial 

performance. 

In the KSA-based study conducted by Eljelly (2004), liquidity, proxied using the 

current ratio, was examined with respect to its correlation with firms’ financial 

performance. Notably, the two variables were found to be correlated in a negative way. 

Another notable finding in that research was that, when firms are characterised by 

elevated current ratios and prolonged cash conversion cycles, the relationship displayed 

a higher level of statistical significance.  
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The results published by Nazir and Afza (2009) supported the existence of a negative 

correlation between liberal liquidity policies and financial health (the latter variable 

proxied by profitability). The study found that those firms that adopted stricter working 

capital management policies to control their liquidity, earned a lower rate of return, 

compared to the firms which followed conservative policies. In the Vietnam-based 

research conducted by Dong and Su (2010), a negative correlation was observed 

between liquidity and financial performance. The study reported that, while an increase 

in cash conversion cycle negatively affects the financial performance through a 

reduction in the inventory cycle, an increase in the debtors’ collection period 

contributes to enhanced financial performance of the firm, increasing the financial 

health of the firms.  

Table 3.6 presents a summary of studies with their theories, methods and results. 

No. Author/s & 

Year 

Research Issue Theory Method Result/Finding 

1 Singh and 

Pandey (2008) 

Analysis of the effect of 

working capital management 

on firms’ financial health 

Stewards

hip 

Theory 

Multiple 

Regression 

Maintaining liquidity through effective 

working capital management positively 

influences the financial health of firms. 

2 Deloof (2003) Analysis of the effect of 

working capital management 

on firm value 

Theory of 

Capital 

Structure 

Pearson's 

correlation, 

and 

regression 

analysis 

A significant and positive correlation 

was observed between working capital 

management and the optimisation of firm 

value 

3 Lazaridis and 

Tryfonidis 

(2006) 

Investigation of corporate 

financial performance and 

working capital management 

Stewards

hip 

Theory 

Regression 

Models 

Financial performance of firms can be 

improved by managers’ handling cash 

conversion cycles effectively 

4 Nazir and 

Afza (2009) 

Impact of managing short-

term assets and liabilities on 

the financial health of firms 

Stakehold

er Theory 

Regression 

Analyses 

Management of short term working 

capital positively influences the 

profitability of firms 

5 Dong and Su 

(2010) 

Impact of working capital 

management on financial 

performance and liquidity of 

firms 

Agency 

Theory 

Regression 

Analyses 

Strong negative relationship between 

cash conversion cycles and financial 

performance of firms was found 
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For examining the relationship between liquidity, financial health and firm value, the 

following research questions and hypotheses are framed, based on the above 

discussions: 

RQ6: Does liquidity significantly impact the financial health of a firm? 

RQ6a: Does liquidity significantly impact firm value, through the financial health of a 

firm? 

H6: Liquidity has a positive impact on the financial health of a firm. 

H6a: Liquidity has a positive impact on firm value, through the financial health of a 

firm.  

3.3.3.3 Leverage ( I  ) Financial Health ( J )  and Firm Value ( D ) 

Relatively few research projects have focused on the connection between leverage and 

firm value, with particular regard to the effect of the firm’s capital structure. The 

literature is ripe with debates on the impact of the optimal capital structure of firms on 

the firm value. Based on the findings of Pandey (2004), it is necessary to take into 

consideration the debt to equity ratio, from the perspective of the effect this has on firm 

value. However, Gemmille (2001) is of the opinion that the leverage ratio of the firm 

affects the firm value only under certain conditions, and that the firm value is likely to 

be enhanced directly by the influence of the mixture of debt and equity. When the firms 

do not adopt a suitable leverage of their capital structure, they are likely to suffer from 

increased funding costs, which in turn will affect the firm value (Kochhar, 1997).  

Limited studies have reported no relationship between leverage and firm financial 

health. In the study conducted by Ruland and Zhou (2005), the researchers examined 

the effect that leverage has on firm value (proxied by profitability), finding that the two 

variables were related in a positive and statistically significant way. This finding has 

been supported by the work of Robb and Robinson (2009).  

According to Robb and Robinson (2009), firms gain significantly from leveraging, and 

the use of higher debt contributes to higher firm value. One of the arguments in favour 

of leveraging is that higher level of financial leverage enhances the return on equity, 

provided that the assets of the firm yield earning power greater than the average cost of 

debts incurred by the firm. It is possible for debt to be related to firm value in both a 

positive and a negative way (Aggarwal and Kyaw, 2006), meaning that the magnitude 
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of a firm’s debt should be evaluated with respect to the costs incurred to service the 

debt, and the investment issues created by the presence of the debt. In the Egypt-based 

study conducted by Ebaid (2009), the researcher reported a negligible effect of leverage 

on firm financial performance, and the Tehran-based research of Pouraghajan and 

Malekian (2012) demonstrated similar results (in particular, examining the debt ratio 

and firm’s financial performance). In a Vietnam-based study, researchers found 

consistent results (Quang and Xin, 2014).  In contrast, however, Abor (2005) reported 

a significant and positive correlation between the total debt, total assets, and financial 

performance of firms (the latter proxied by return on equity). 

Table 3.7 shows and describes a selection of relevant studies. 

No. Author/s & 

Year 

Research Issue Theory Method Result/Finding 

1 Ruland and 

Zhou (2005) 

Association between 

financial leverage and 

firm value 

Agency 

Theory 

Regression Financial leverage enhances firm 

value 

2 Robb and 

Robinson 

(2009) 

Capital structure 

decisions of firms, and 

profitability 

Pecking 

Order Theory 

Statistical 

Tests 

Greater reliance on external funding 

enhances firm value 

3 Ebaid (2009) Analysis of the effect 

of capital structure on 

firms’ financial 

performance 

Theory of 

Capital 

Structure 

Multiple 

Regression 

Analysis 

A negligible impact of capital 

structure decision on firm financial 

performance was observed 

4 Pouraghajan 

and Malekian 

(2012) 

Analysis of the effect 

of capital structure on 

firms’ financial 

performance in the 

Tehran Stock Exchange 

Theory of 

Capital 

Structure 

Empirical 

Analyses 

Debt ratio and firm financial 

performance were found to be 

corelated in a significant and negative 

way 

5 Quang and 

Xin (2014) 

Analysis of the effect 

of capital structure on 

firm financial 

performance in 

Vietnam 

Stewardship 

Theory 

Regression 

Models 

A negative correlation was observed 

between capital structure and financial 

performance (proxied by ROA and 

ROE) 
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In order to study the impact of leverage on the profitability, financial health and firm 

value the following research questions and hypotheses are developed for this research: 

RQ7: Does leverage significantly affect a firm’s financial health? 

RQ7a: Does leverage significantly impact firm value through the financial health of a 

firm? 

H7: Leverage has a positive impact on the financial health of firms. 

H7a: Leverage has a positive impact on firm value through the financial health of the 

firm. 

The findings from the use of EPTM are expected to provide evidence 

accepting/rejecting the hypotheses developed for this study and thus answer the 

research questions framed in this chapter. The corporate governance norms as they were 

studied in the previous research provide an understanding that the board characteristics 

including size, composition, presence of independent directors and the formation of 

audit committees will help in enhancing the firm value and financial health and also the 

variable of liquidity, leverage and profitability will work positively to improve the 

financial health of the companies. However, most of the previous studies were 

undertaken in the context of developed countries where the legal foundation and 

institutional structures are conducive for better corporate governance compliance. Since 

this study is a comparative evaluation of the impact of corporate governance practices 

on the firm value and financial health of companies in a developed country (United 

Kingdom) and a developing economy (Saudi Arabia), it was thought to be wise to take 

a neutral stand on the outcomes of the research with respect to the impact of the 

corporate governance practices in Saudi Arabia. In the context of the United Kingdom, 

where the corporate governance norms and standards have been established and are in 

practice for a longer period supported by sound institutional and legal structures, both 

the variables of board characteristics and audit committees can be expected to positively 

and significantly impact the firm value and financial health of UK corporations. 

Similarly, the variables of profitability, liquidity and leverage can be expected to 

positively impact the financial health of the UK companies, because of the presence of 

many banks and financial institutions having a tight control over the financial 

performance of the firms. Moreover, the reporting requirements on the board of 
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directors have been made stringent providing for transparency and accuracy in the 

financial reporting. 

Being a developing economy with a growing Capital market and developing legal 

systems, it can be expected that the board characteristics might positively impact the 

firm value and financial health of companies in the KSA. However, the impact of the 

presence and functioning of audit committees can be expected to present mixed 

evidence with respect to its impact on the firm value and financial health. It may be 

safely assumed that in the context of Saudi Arabia, the impact of profitability of the 

companies on the financial health might be positive as there are increased regulations 

imposed by the CMA for transparent financial reporting by the listed companies. The 

board of directors are also made responsible for proper and transparent reporting of the 

financial statements. Therefore, in order to ensure that the shareholders get a fair return 

on their investments, the boards of Saudi companies can be expected to act with 

financial prudence resulting in increased profitability of the companies. Nevertheless, 

with respect to the variables of liquidity and leverage, the assumption could be that the 

evidence would provide a neutral to negative evidence about the impact of these 

variables on the financial health of the Saudi firms. 

3.4 REASONS FOR SELECTING THE THREE PATHWAYS 

This section provides the justification for the selection of the three different pathways 

used in this research. 

3.4.1 First Pathway: The Expedient Pathway (P – > D)  

• It is the most direct pathway to arrive at a decision as it discards other relevant 

information. 

• This pathway does not demand a more thoughtful analysis of information before 

arriving at a decision. Any decision by investors concerning the effectiveness 

of corporate governance might follow this pathway, and hence it is suitable for 

this research. 

• The risks of incomplete information and a lack of complete understanding of 

the information must be recognised when considering the ability of individuals 
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to evaluate the ethics behind corporate governance. Hence, this pathway was 

found suitable. 

• Since perception is the basis upon which decisions are taken, this pathway was 

found appropriate for dealing with corporate governance issues that require a 

global perspective. 

3.4.2 Second Pathway: The Ruling Guide Pathway (P –> J–> D) 

• Under this pathway, the decision becomes judgment-oriented, and decision-

making relies upon the perceptions of individuals of the rules in force. Since 

corporate governance has become mostly rule-based, this pathway seems to be 

appropriate. 

• The rules are expected to provide guidance whereby people can/will behave in 

particular ways while making decisions, and this is an important premise for this 

research. 

• The rules are also considered to provide incentives that encourage people to 

behave in certain ways. Following the norms of corporate governance might 

provide incentives, in the form of increased firm value, and hence this pathway 

is found suitable. 

• The fact that high levels of trust are at the foundation of this pathway, will help 

in increasing the association of individuals with social structures.  

3.4.3 Third Pathway: The Analytical Pathway (I –> J–> D) 

• Under this pathway, values and beliefs are expected to motivate the judgments 

of individuals involved in the decision-making process, which gives a new 

dimension to this research on corporate governance. 

• When the decision-making process is considered from a cognitive perspective, 

it is important that the analytical pathway is considered. 

• Since this pathway considers the provision of the greatest good for the greatest 

number of people, it was chosen for this research. 
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• The analytical pathway requires the availability of reliable and relevant 

information so that the individual is guided through the ethical considerations, 

which is one of the focal points of this research. 

3.5 SUMMARY 

There is a need to identify some pathways that guide an individual in his decision 

choice, based on the relevant ethical positions. Without the guidance of the pathways, 

making a choice would be difficult. This chapter provides the understanding, that each 

of the ethical positions taken in the pathways can help individuals to frame the problems 

involved in different ways and allow the implementation of certain types of 

information. The pathways dealt within this chapter also describe the ways in which an 

analysis can combine and utilise perpetual framing and information in order for the 

individual to arrive at a decision choice. Within this context, the basic tenets of ruling 

guide, expedient and analytical pathway were discussed within this chapter. Taken 

together, these pathways constitute the foundation of the present study’s EPTM, which 

is used to fulfil the above-mentioned aims. On the basis of the implementation of the 

three pathways, combined with a literature review, the research questions and 

hypotheses are examined. The research questions and hypotheses relate to board 

characteristics, audit committees, profitability, liquidity and leverage and their impact 

on the firm’s financial health as well as on the firm value. The impact of board 

characteristics on financial health and firm value was discussed in detail and the review 

of the past literature has produced mixed results, showing both positive and negative 

association between the variables. Similar results have been produced in the previous 

research on the influence of audit committees on the financial health and firm value. 

Research questions and hypotheses on the interrelationship between financial health, 

profitability, liquidity and leverage were also discussed, in order to develop the relevant 

research questions and hypotheses.  
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Chapter 4   

THE ENVIRONMENT & CORPORATE GOVERNANCE IN KSA 

AND UK 

4.1 INTRODUCTION 

This chapter provides an overview on the KSA and the UK as background then it moves 

to outline various aspects of the corporate governance environments in the KSA and 

the UK. As has been identified in the description of what corporate governance is, 

different nations have different policies that govern the operation of businesses.  

The examination of the corporation governance context in the KSA includes an 

extensive description of the environment there. It also includes substantial background 

information about corporate governance in the kingdom, including models, external and 

internal frameworks.  

The part of this chapter covering the UK’s corporate governance also provides a 

detailed description of the environment in and for that nation, including background  

information about the implementation of corporate governance in the UK. Additionally, 

this section discusses various codes and reports, to generate insight into the system and 

its use. The features of corporate governance systems in the UK are also surveyed in 

the later parts of this chapter, and the chapter covers the external framework of the UK 

corporate governance.  

4.2 SAUDI ARABIA 

In 1744, Mohammad bin Abdulwahhab returned from Makkah, the city in which he had 

been conducting Islamic scholarship, to Najd. Upon arrival, he started to preach to the 

province’s citizens on the immorality of idolatry and other sins, and he enthusiastically 

expounded the teachings of the Prophet Mohammed (PBUH). However, this scholar 

found it difficult to carry out his preaching work alone and found that this limited his 

scope. So, he decided to form an alliance, in order to enhance his work. The alliance 

that was subsequently formed, of Sheikh of Dariyah and Mohammed bin Saudi, led to 

the formation of a government that was based on Islamic teachings (Hertog, 2011). 

Thus, the life of Mohammad bin Abdulwahhab led to the foundation of Saudi Arabia. 
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Over time, between 1902 and 1927, the power of the Al-Saudi family grew across the 

Arabian Peninsula, and this was aided by the government of the United Kingdom. The 

rule of the Al-Saudi family extended, to encompass most of the Ottoman land in the 

Arabian Peninsula. According to Al-Rasheed (2010), the reign of King Abdul-Aziz in 

the 1930s generated greater unity in the Arabian Peninsula under one flag, which has 

become the modern Saudi Arabia. The foundation of this nation was based on Islamic 

teachings, with the legal system strongly based on the Quran and the Sunna (Al-

Rasheed, 2010). Thus, power and authority in the political environment of Saudi Arabia 

are deeply rooted in Islam. This is the reason Saudi society does not embrace the 

western culture but adheres to Islamic norms and values.  

4.2.1. The Geography of the Country 

Saudi Arabia subjugates most of the Arabian Peninsula and contains the largest 

percentage of continuous desert in the world. This is why some geographers refer to the 

nation as the ʻEmpty Quarter’. The eastern province of Saudi is dominated by oil wells.  

Saudi Arabia is divided into four key geographical areas. Taking these in order of size, 

the largest is Najd a central plateau rising to a distance of 600 kilometres in the east and 

1500 kilometres to the west (Al-Rasheed 2010). Figure 4.1 illustrates. The capital city 

of Saudi, Riyadh, is located in this region. The second region is the Hijaz, which spreads 

along the Red Sea to Aqaba Gulf up to the two holy cities of Medina and Mecca. To 

the south of Najd, the third region, Asir stretches to border Yemen. Asir is a fertile plain 

bordering the coast. The final area is the Eastern Province, which includes the oasis 

region of Al-Ahsa, close to the Persian Gulf that possesses the oil resource.  

Since the KSA is home to the sacred sites of Mecca and Medina, it holds a special place 

in the hearts of all Muslims. Mecca is significant to Muslims because it is a sacred place 

of prayer, which can host more than one billion Muslim believers (Al-Moataz and 

Hussainey, 2012). Medina is referred to as a holy city because it is associated with 

Prophet Mohammed’s emigration, and hosts his grave. Saudi is also a land of prophecy, 

from whence the genesis of Muslim region emanated and spread to the rest of the world. 

As a result of all of these significant reputations, Saudi hosts about two and half a 

million people annually, who come to participate in the Hajj ceremony. 
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The climate of Saudi Arabia is hot and dry, with cold nights and frosts appearing in the 

winter. Along the coastal regions, humidity is very high and during the summer, the 

temperatures are very high with cold nights. Most of the Saudi regions are a desert, with 

huge volumes of sand. The desert rises into hills and mountains on the western side, 

along the edges of the Red Sea. The highest place in Saudi Arabia is Jabal Sawda, which 

peaks at 3,133 metres. According to Al-Rasheed (2010), the main economic activity in 

the country is the extraction of oil, and the KSA is the world’s leading exporter of oil. 

The inland areas of Saudi, including Najd, the central province, and the desert regions 

share a stable climate. During the summer, the temperatures can be high, up to 450 C, 

but the nights are very cold. During the winter, the temperatures change significantly 

and may fall to below 00 C. During the spring and autumn, the temperatures can be mild, 

with an average of 290 C. These climatic conditions show that the nation cannot depend 

on agriculture for income on a national level. Thus, there is need to ensure proper 

management of the oil resource so that the state can continue to enjoy the high profits 

from oil exports. 

The climatic conditions of Saudi during different seasons, as they are described above, 

shows that the nation experiences harsh climatic conditions and a key result of this is 

that the country’s water resources are highly valuable. The surface water in Saudi 

Arabia is mainly in the western region, and this provides the nation with about 10% of 

its water supply. Constructional and residential expansion with the decline of 

groundwater that led to an increase in the demand for desalinated water. The Saudi 

Government has established 9 desalination plants to product desalinated water. The rest 

of the water comes from desalinated and recycled water. The only natural resources that 

Saudi Arabia has oil and gas, with total oil reserves of 266.26 billion barrels (OPEC, 

2017). 
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Figure 4.1 Saudi Arabia Map (World Atlas, 2016) 

4.2.2. Revolutionary Oil 

Oil was discovered in the KSA in 1936, and commercial production started in the years 

of World War Two. The nations rich with oil resource allowed their people to enjoy 

free health and education, without collecting taxes from them. During the Second World 

War, Saudi remained neutral almost until the war came to an end, although she had the 

status of a charter nation of the United Nations.  

The fluctuation of international oil prices has always had a significant impact on Saudi 

Arabia because her economy directly depends on oil exports (Hertog, 2011). At the 

international level, there exist many politics that control decisions concerning oil prices. 

Saudi Arabia being one of the prominent producers of oil, political change in that 

country affects global oil market prices. Given the fact that Saudi is the world’s primary 

oil producer, should worry investors when the nation becomes stable, more than when 

it is faced with political instability. 

Three key factors affecting Saudi Arabia are its young population, the expectation by 

citizens of high standards of living and the presence of a foreign workforce with lower 

standards of living but high productivity. According to Al-Moataz and Hussainey 

(2012), the availability of oil reserves in Saudi Arabia has given the country an 

opportunity to import a workforce to work in the oil wells, so that nationals of Saudi 

can continue to enjoy high living standards. The economic framework that the Saudi 
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Government has embraced is not sustainable, due to falling oil prices, yet the population 

of Saudi is growing rapidly. Thus, rapid changes are taking place in the Saudi political 

landscape. In this context, a significant move was the replacement of the Ministry of 

Energy, Industry and Mineral Resources, in 1960 this had significant ramifications for 

the Saudi economy. The central bank of Saudi is similarly critical to the economy, as 

policies applied by the governor of that institution directly affect the economy in 

various ways. The governor also has the responsibility of controlling the sovereign 

wealth of the nation. 

The current state of the Saudi economy is comfortable, but it is not sustainable. The 

older generations of the royal family had no interest in changing that lack of 

sustainability, but the younger generation, in particular the deputy crown prince, is 

highly dissatisfied with the situation. The political changes in Saudi Arabia will affect 

the oil market in the future, generating increased volatility of oil prices (Hertog 2011). 

Revolution comes with change in various aspects of government. The changes that are 

taking place in the political arena of Saudi Arabia is evidence that in the future, the 

nation will attain stability because these changes are in the major sector that drives the 

economy of the country. A focus on the Ministry of Oil and the central bank’s 

leadership is likely to bring stability, hence investors will have a big reason to worry, 

because these political changes are likely to modernise and diversify the economy of 

Saudi. Hence, the economy will have a means through which it can conserve its culture. 

4.3 THE CORPORATE GOVERNANCE OF SAUDI: BACKGROUND 

INFORMATION 

The corporate governance of Saudi relates to the country’s business environment, a 

grasp of which requires a clear understanding of Saudi politics, culture and economics. 

This section will explain the business environment of Saudi so that there is clarity 

concerning its corporate governance. 

The state of Saudi Arabia dates from 1932, when the King Abdul Aziz declared the 

birth of the Kingdom of Saudi (Al-Moataz and Hussainey, 2012). This decision by the 

king was settled on following unification of the various regions of the Arabian 

Peninsula, so that they became a nation under one flag. The unity of the different parts 

to form the state of Saudi-created a strong kingdom, which to this day remains important 
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in the Middle East. The KSA, being located on the Arabian Peninsula, is situated in the 

geographical region of Western Asia. 

Saudi Arabia has a monarchical system of governance, whereby succession remains 

limited to male descendants from the family of King Abdul-Aziz. Within the monarchy, 

there is centralisation, with the reigning king being the leader of the Assembly of 

Ministers. The Council of Ministers of Saudi Arabia is endowed with the responsibility 

of managing all of the kingdom’s affairs, both internally and externally. This 

management includes co-ordination and organisation of the different arms or 

departments of the Saudi Government. The king remains the most powerful person in 

the kingdom, because all the fundamental authority and power is vested in him. The 

governance system bases the nation’s constitution power on the Quran. Thus, all the 

laws of the nation base and all legal argument are based on the Islamic legal code of 

Sharia. The key concepts that guide the governance system of Saudi Arabia include 

fairness, equity and consultation as they are described in the Islamic legislation. 

The religion of Islam is the fundamental influence upon all operations. This is because 

the foundation of the country dates back to the year when various Muslim leaders 

agreed to set up a state that was to occupy most of the Arabian Peninsula. With an 

important presence and role in the region, the KSA now serves as a participant in the 

Gulf Co-operation Council (GCC), the Organisation of Islamic Co-operation, the 

League of Arab States and the United Nations. The economy of Saudi is dependent 

upon oil exports; these contribute more than 90% of the national income and between 

35% and 40% of the Gross Domestic Product (Alshehri and Solomon, 2012). Saudi 

Arabia hosts around 25% of the world’s oil reserves and will therefore continue with 

production for many years to come. In the last quarter of 2016, Saudi Arabia led the 

world in oil production producing 9.8 million barrels per day (Hallwood and Sinclair, 

2016). Figure 4.2 shows production by Organization of Petroleum Exporting Countries 

(OPEC).  
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Figure 4.2 (Source: Ft.com, 2017) 

One of the areas in which corporate governance practices are particularly consequential, 

as has previously been noted, is the pattern of Foreign Direct Investment (FDI). As was 

noted by Kim (2010), commercial governance performs an important function with 

respect to investment and, furthermore, regarding the advancement of stock markets. 

Understanding the business governance of a country is important to investors in the 

security market, and both investment and the stock market are vital when it comes to 

growth of macro-economic aspects of an economy. Therefore, the level of corporate 

governance may be of paramount importance in attracting investors because it is the 

only indicator that investors look at before making the investment. The type and 

implementation of corporate governance allows investors to determine and understand 

the risk that they would be faced with when it comes to investments into a given 

economy. 

Businesses are governed by the laws of a nation, thus, understanding the corporate 

governance of a country will show new investors what the law of that particular country 

says.  It will allow investors to gain confidence in the efficacy of a nation’s legal system 

when it comes to protecting the rights of foreigners. Heenetigala and Armstrong (2011) 

have stated that where there is sound corporate governance, investors can rest assured 

that the level of risk involved is limited. The other benefits that such governance 

conveys include the attraction of investment capital and improved company 

performance.  
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4.4 THE SAUDI ARABIAN CORPORATE GOVERNANCE MODEL 

The literature highlights the existence of two types of corporate governance law, and to 

distinguish between the two requires the application and consideration of models. The 

two primary types of corporate governance model comprise the continental European 

stakeholder model and the Anglo-American shareholder model (Singh and Zammit, 

2015).  

The Anglo-American shareholders model, which is prominent in the international 

community, is composed of the following three components: firstly, shareholders; 

secondly, executives and thirdly, directors. The continental European stakeholder 

model is characterised by a high concentration of capital. Shareholders have common 

interests with the firm and participate in its management and control. Managers are 

responsible to a wider group of stakeholders.  

Most firms in the KSA have systems of corporate governance which are aligned with 

many features of the Anglo-American model, since firms’ components are the audit 

committee, the board of directors, and the shareholders. 

Corporate governance systems in the KSA are characterised by the affordance of legal 

protections to all shareholders, considerable levels of transparency and high levels of 

information disclosure (mandated by law). Heenetigala and Armstrong (2011) argue 

that the KSA’s model of corporate governance is akin to both the Anglo-American 

shareholder model and the continental European stakeholder model. Additionally, in 

the KSA there is legislation regarding insolvency and bankruptcy issues, while in the 

stock exchange market, there exists corporate control and development of takeover 

markets. The Saudi model also allows the capital market to be very liquid. According 

to its design, the board of directors is vested with all of the powers in, and control of, 

corporations. In terms of ownership, the governance law allows a structure of diffuse 

ownership, except when it comes to institutional investors. According to the contractual 

agreements that investors make, shareholders are in a position of enjoying their rights.  
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In Saudi Arabia, the corporate governance law has changed to allow all of the 

stakeholders involved to benefit, by giving every stakeholder the ability to exercise 

rights based on contractual agreements. Any contractual arrangement brings draws 

upon corporate law because the business law offers all relevant information relating to 

the ownership, structure, board members and the top executives, primarily by stating 

their responsibilities. International law governs all the financial institutions in Saudi 

Arabia, but all of the companies that participate in the SSE market must adhere to the 

national laws. That national legislation is subject to the Islamic law (Ghamdi, 2012). 

Therefore, participation in the Saudi business environment requires an understanding 

of both the national law and Islamic law.   

Since Saudi Arabia takes insights and elements from the two primary models, it has 

managed to create a very strong corporate governance system, which protects the 

investors’ interests and also gives all stakeholders corresponding provision. Like the 

Anglo-American shareholder model, Saudi Arabia gives shareholders their rights but 

also considers the rights of stakeholders. This allows Saudi to fit and work with the 

international capital market. Inspired by the continental European model, the aspects of 

globalisation that demand efficacy in the marketplace have been bolstered by the Saudi 

system of corporate governance, so that they remain active internationally. The origin 

of continental European stakeholder model lies with an assumption that business is a 

risky undertaking, but the risk falls to shareholders rather than the employees, and this 

encourages management to engage their staff with the board of directors’ directions, 

and ensures informed decisions.  

4.5 THE EXTERNAL CORPORATE GOVERNANCE FRAMEWORK FOR 

SAUDI ARABIA 

Specific bodies hold the responsibility for monitoring business and business conduct in 

Saudi Arabia. This section examines those Saudi organisations that are in charge of 

registering, supervising, regulating and monitoring the operation of companies on Saudi 

Arabian soil. These bodies include the Ministry of Commerce and Industry, the Saudi 

stock market, the country’s capital market authority, the Saudi Financial Agency and 

the Saudi Organisation of Certified Public Accountants. 
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4.5.1 The Ministry in Charge of Commerce and Industry 

Prior to the integration of the Ministry of Commerce with that of Industry, Saudi Arabia 

maintained the two departments as different entities. The primary task mandated to this 

now combined department is to monitor all the companies listed on the Saudi stock 

market. Its other roles include the regulation, supervision and registration of companies. 

All of these functions are covered by the monitoring aspect because it is through 

monitoring that the ministry registers, supervises and enforces the regulations that 

companies must follow. The intention is to ensure that all of the businesses in Saudi are 

working in compliance with the laws of the country. The Ministry also plays a key role 

in monitoring other bodies, such as the Saudi capital market authority, the public 

accountants’ organisation and the country’s stock market.   

4.5.2 The Saudi Arabian Monetary Agency 

The agency that is officially named the Saudi Arabian Monetary Agency is more 

generally referred to as the central bank of the KSA. It was founded in 1952 and has a 

charter that mandates it to act as the central bank of the government and to issue 

currency. Given that it is the government’s investment authority, the central bank 

performs a critical function in managing the KSA’s assets in foreign countries, as well 

as its internal assets. The law of Saudi gives the central bank power to deal with all the 

banking affairs of the kingdom, thereby ensuring the co-ordination of government 

expenditure and investment. It is the only body that can print the national currency, 

which is the Riyal. Singh and Zammit (2006) state that this strengthens the currency of 

Saudi by stabilising its value. This approach allows the authorities to perceive when 

there is a need to print more currency, and when to reduce the money supply, so that 

the nation is not faced with internal inflation.  

The central bank, which is the governmental bank, manages the foreign exchange 

reserves of Saudi Arabia. The monitoring policies that bring stability to the country’s 

pricing system are developed by the agency, in order to let it maintain economic 

balance. The central bank also plays a key role in supervising all of the commercial 

banks operating in Saudi Arabia and has the function of monitoring the country’s 

insurance companies and ensuring that they adhere to protection laws as stipulated by 

the government. All of the credit information about all of the financial institutions 

operating in Saudi is readily available from the agency. This is extremely important to 
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financial investors because it allows them to gather insight into target companies and 

allows them to invest on the basis of risk levels.  

4.5.3 The Capital Market Authority (CMA) 

The CMA reports directly to the Saudi Prime Minister. Back in the 1950s the authority 

operated informally, but in the 1980s, the Saudi Government applied regulations to 

govern its operations. The official year that is linked to the official functioning of the 

authority is 2004.The key role of the capital market authority is to facilitate the 

regulation and development of firms headquartered/registered within the KSA, thereby 

ensuring the stability of the environment in which they conduct their activities (Al-

Matari et al., 2012). All of the regulations affecting companies pass through this body, 

to ensure they are attracting investment and enhancing transparency. The purpose of 

these operations is to ensure the protection of investors from any illegal activities in the 

market.  

The CMA is managed by a board that comprises five members, appointed by the prime 

minister. The associates of this board are barred from undertaking any commercial 

activity or holding any interest in profit making projects, to ensure the impartiality of 

their decisions. The authority has generated important regulation of corporate 

governance practice; as the body that issues regulations and instructions it guarantees 

all parties involved in the Saudi Arabian finance market obey these rules (Al-Matari et 

al., 2012). The authority, through its regulations, ensures that the Saudi exchange 

market enforces the appropriate standards and assures transparent transactions. The 

body offers a very high degree of security, that protects investors and the public alike 

from unfair practices such as fraud and manipulation, and its work has increased the 

efficacy of the Saudi market for securities. Additionally, the authority has the mandate 

to monitor the commitment of various companies listed in the Saudi market. 

The role that the CMA plays is pivotal because it is intended to develop and regulate 

the stock exchange by enforcing regulation that governs all players in the market. The 

role of protecting investors remains a key priority to the authority. This has allowed 

investors to invest in the Saudi exchange market without fear because their rights, 

especially their property rights, are assured by the authority. The assurance of security 

for investors in Saudi, by this administration, has created a stable market.  
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4.5.4 The Saudi Stock Exchange 

The Arabic name Tadawul refers the Saudi stock exchange and means ʻthe act of 

exchanging stock in the market’. In the country’s work to accomplish significant 

growth, the Saudi stock exchange plays a very critical role.  

At present, the Saudi Stock Exchange (SSE) is a self-regulated body overseen by a nine-

member board. Each member receives a nomination from the Saudi Capital Authority 

and, moreover, is appointed by the KSA’s prime minister, and together they constitute 

the monitoring device. According to Singh and Zammit (2015), the nine members of 

the board represent various agencies of the government, including the Ministry of 

Commerce and Industry, the Department of Finance and the state bank. Other members 

of the board are directors from companies listed on the SSE as well as licensed 

brokerage firms. 

The SSE started to operate in the 1930s, and the first company to be listed was the Arab 

Automobile Company. Back in 1975, the Saudi economy experienced a boom that was 

linked to the globally increased price of oil and the buying of shares from foreign 

markets and sale of them on the SSE. Yet, even with such a significant improvement in 

the stock exchange, the Saudi market remained very informal and unorganised. The 

government was, ultimately, forced to generate and enforce regulation that would shape 

the trends and ensure continued improvement.  

In 1984, the Saudi Government formed a committee that comprised the Department of 

Commerce and the Saudi Arabian Financial Agency. The role of these bodies was to 

provide regulations to control the markets’ activities. The committee’s work led to the 

establishment of the capital market authority in 2004, which ensure further provisions 

and rules for application in the stock exchange.  

The announcement of the private scheme by the Saudi Government has attracted 

privatisation in the stock exchange in the nation such that vital sectors of the economy, 

such as family businesses, have gone public. The number of companies listed on the 

stock exchange has risen from 144 companies in 2011 to 179 enterprises in 2017 

(TADAWUL, 2017). The SSE has become hugely attractive to foreign investors as a 

result of its increased security and stability. The stock exchange is considered to be the 

only body through which the Saudi Government can conduct the trading of securities. 
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The key objectives that the Saudi stock exchange strives for is that of ensuring fairness 

and efficacy in all operations of the stock market. The institution is also mandated with 

the responsibility of ensuring that integrity and quality are evident in all transactions in 

the stock exchange market. Moreover, it improves transfer capabilities and 

competencies through structured regulation that facilitate a thriving business 

environment. 

4.5.5 Saudi Organisation for Certified Public Accountants (SOCPA) 

The SOCPA is a body of professionals, established in1991 under instructions from the 

Saudi Government’s Department of Commerce. The primary responsibility of this body 

is to promote and enhance the accounting and auditing professions across Saudi Arabia 

(SOCPA, 2006). Its aim, in the course of pursuing this responsibility, is to work with 

professionals in the fields of accounting and auditing, to improve the standards of these 

professions. The organisation for certified public accountants plays a pivotal role in 

professional development in both the auditing and accounting disciplines. The three 

most important responsibilities that have been conferred on SOCPA by the Saudi 

Government, are its duties to undertake re-organisation of all Saudi-based audit firms, 

monitor their quality and grant them licenses for operation.  

The other roles that SOCPA undertakes in order to improve the processes of auditing 

firms, are to encourage research in the fields of accounting and auditing, through 

funding and rewards. The body also publishes accounting and auditing standards 

through journals and books and is also the only organisation to set examinations for all 

fellowships in the Continuing Professional Education (CPE) courses. It also hosts 

management accounting conferences, to pass important announcements and 

information on to the public. Through this body, the Saudi Arabian accounting and 

auditing system has enjoyed greater transparency, because SOCPA ensures that the 

relevant financial professionals operating in the market are professionals and experts in 

the field of auditing and accounting.  
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4.6 THE SAUDI CORPORATE GOVERNANCE CODE (SCGC) 

The SCGC plays a vital role in providing a legal environment that is supportive of the 

successful performance of Saudi listed companies. In this sub-section, the provisions of 

the Saudi Governance Code will be discussed some parts such as to part 1 (preliminary 

provisions), part 2 (rights of shareholders), part 3 (the board of directors), part 4 

(company committees), part 5(internal control), part 6 (the company’s external auditor), 

part 7 (Shareholders), part 8 (professional and ethical standards)   and part 9 (disclosure 

and transparency. The SCGC was established by the Capital Market Authority (CMA) 

in 2006, it updated and represented in 2017, for the first time in the history of the state, 

the effort of an official agency to create official corporate governance practices.7 

According to the CMA, the code was formulated for the purpose of mitigating against 

rumours and fraud, the latter especially relating to insider trading (CMA, 2011).  

• Part 1: Preliminary Provisions 

The preliminary provisions set out the definitions that are contained within the 

Corporate Governance Regulations. It sets out a definition of corporate governance, 

referring to it as leading and guiding the company through mechanisms that guide the 

relationships between board members, shareholders, and stakeholders, to ensure 

transparency, encourage competition, and promote fairness. The roles of individuals are 

described, with the role of executive and non-executive directors explained, with the 

former being a full time member of the executive management team whereas the latter 

is not. The board also requires an independent director, and there may be management 

executives or a senior executive whose responsibility it is to manage the daily 

operations and propose and make strategic decisions. 

The nature of companies in Saudi means it is important to refer to relatives and 

company ownership, in particular holding companies such as Limited Liability (LLCs) 

or Joint Stock companies8 (JSCs). It is important to note that reference to a person 

includes their affiliates; an affiliate is a controlled or administers control, either directly 

or indirectly. In addition, substantial shareholders play a key role, and such individuals 

must have a five percent or over share in the company. Also, the term stakeholder 

                                                           
7 See Appendix A for an English translation of the Saudi Corporate Governance Code (SCGC). 
8 (LLCs) is a corporate structure whereby the company‘s members cannot be held personally liable for 

the liabilities or debts of company (JSCs) is an organization falling between a partnership definitions and 

corporation regarding liability of shareholder    .   
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includes anyone with an interest in the company, whether employees, customers, 

suppliers, and so on.        

The types of action that may take place, whether beneficial to the company or not, are 

cumulative voting, whereby shareholders have a stake of the vote according to how 

many shares they own, and controlling interests, which involves influencing the cations 

and decisions of others, whether directly or indirectly. Remuneration is important, and 

this includes allowances and dividends, as well as bonuses linked to performance, and 

reasonable expenses.  

Companies must be managed in accordance with best practice, and ensure the rights of 

shareholders as far as possible. Moreover, the Corporate Governance Regulations are 

mandatory, apart from under specific provisions. The regulations provide a clear legal 

framework for companies and set out shareholders’ rights; the responsibilities of the 

Board and what the competencies its members should be; encourage the development 

of board members’ skills, and call for transparency and fairness. In addition, the 

regulations seek to increase accountability and awareness of the importance of 

professional conduct.  

• Part 2: Rights of Shareholders 

Article Four, sets out the fair treatment of shareholders, the protection of their rights 

and ensuring equality and Article Five lists the rights related to shares, such as the 

distribution of profits, the receipt of assets in the event of liquidation, attendance of 

assemblies, the disposal of shares, access to documentation, monitoring performance, 

the accountability of the Board, the right to request new shares, the recording of names 

in the shareholder register, access to articles of association, and the nomination and 

election of board members. 

Article Six focuses on the shareholders’ right to access to information, which should be 

communicated clearly; Article Seven sets out how that communication should occur, 

including shareholders not being allowed to intervene in the operations of the board 

unless they are a member.     

The election of board members is essential to the success of the company, and Article 

Eight explains that the qualifications and experience of nominees must be carefully 

considered and the details made available to voters. The distribution of dividends is 

addressed in Article Nine, such as the prescription of net profits and the policy on their 

distribution.  



110 
 

The rights regarding the General Assembly include ensuring competencies, such as 

increasing capital, resolving to liquidate the company, allocating shares, and issuing 

resolutions. With regard to the Ordinary General Assembly, it can include appointing 

and dismissing board members, giving permissions to board members such as 

permitting specific activities, and monitoring the actions of board members, such as 

addressing ineffective management. In addition, auditing, the company’s financial 

statement and assets are addressed at the Ordinary General Assembly. An Ordinary 

General Assembly must be held at least once a year, and the place, date and agenda 

must be shared at least ten days before it is held, and shareholders must be given the 

opportunity to participate. In addition, Shareholder Assembly meetings should be 

organised, with shareholders given the right to discuss matters raised at the General 

Assembly.    

• Part 3: The Board of Directors 

The Board of Directors should be of a suitable size for the company (not less than three 

and no more than eleven), and the majority should be non-executive members, with at 

least two independent directors; in addition, their term must be for a maximum of three 

years. The conditions for membership of the board are: good leadership skills; academic 

and professional competencies; technical and leadership skills; financial knowledge, 

and have no serious health problems. 

The company must set out the bylaws according to which board membership may be 

terminated, as well as terms of resignation. There are also issues that affect 

independence which need to be addressed, such as taking on an independent director to 

reduce bias, and evaluating and checking circumstances to ensure that independency is 

maintained over time. An independent director must not hold five percent or more of 

the company’s shares or be representative of a person who does so, and they must not 

be a relative of a member of the board or the company, or be a senior executive. In 

addition, there is a time limit of nine years.           

The Board of Directors is responsible for ensuring a duty of care and maximising the 

value of the company. It should guide the company towards achieving its objectives 

and set out plans, policies, strategies and performance indicators, which should be 

reviewed periodically. In addition, financial and human resources should be reviewed 

by the board, and internal control procedures put in place. Disclosure and transparency 

must be ensured, alongside effective communication channels. 
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The board itself should be governed by specific policies, including with regard to 

membership, and making recommendations for the General Assembly. The board 

should appoint a chairman, vice chairman and a managing director from among its 

members, and two positions should be held concurrently. Moreover, a single person 

must not have the sole power to make decisions about the company. The executive 

management must oversee all procedures and ensure that key tasks are carried out. Any 

potential conflicts of interest must be addressed, and risk management procedures put 

in place. Furthermore, Article 29 sets out principles of truthfulness, loyalty and care. 

Each board member has specific duties, which must be carried out with due diligence. 

 

The secretary of the board plays an important role, which includes documenting Board 

meetings and writing the minutes, filing reports, disseminating meeting agendas, and 

coordinating the board members. The secretary must have a Bachelor’s degree in 

finance, accounting or administration, along with at least five years practical 

experience. Board members must be provided adequate training for their roles, and 

familiarise themselves with the workings of the company, its strategies and objectives. 

Moreover, the Board should be assessed on an annual basis using performance 

indicators and any strengths and weaknesses should be identified, and the latter 

promptly addressed.   

 

• Part 4: Company Committees 

Specialised committees should be formed by the board where necessary, such as to 

monitor activities, and appropriate remuneration may be set. Company committees 

should include non-executive members and the chairman must not be a member of the 

audit committee. A committee should operate according to the requirements of the 

board, and it should be allowed to seek out expert advice. Committee meetings must be 

documented, including the names of all attendees.           

Another essential committee is the audit committee, which is formed according to a 

resolution of the Ordinary General Assembly. The number of members of the audit 

committee must be between three and five; these can be shareholders, and at least one 

member has to be independent, as well as one member being a finance or accounting 

specialist. The audit committee is responsible for monitoring the company’s activities, 

and its reports, systems and financial statements, the results of which it should present 

to the board, along with any recommendations. If the board does not follow any of these 
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recommendations, it must provide justification for not doing so. The audit committee 

should hold a minimum of four meetings a year and should meet regularly with the 

company’s internal auditor and external auditor, each of whom may call a meeting with 

the audit committee whenever they see fit. The audit committee should also put 

arrangements in place for employees to make their views known in confidence if they 

believe there any discrepancies in financial reports.      

 

A remuneration committee may also be set up, which should provide a clear policy on 

remuneration for board members. This policy must be approved by the General 

Assembly and should be periodically reviewed. The remuneration policy must take into 

consideration the company’s strategy and objectives, and encourage Board members to 

work towards the success of the company. Remuneration must be in accordance with 

the person’s performance, skills and experience.    

A nomination committee may also be set up to guide the selection of members, 

including re-nomination. It should put a policy in place that includes standards such as 

not including a person convicted of a crime involving dishonesty, and it should review 

the capabilities of board members on an annual basis, as well as issuing job descriptions.      

The company’s board may also resolve to set up a risk management committee. The 

members of the risk management committee must be non-executive directors, and have 

thorough knowledge of risk management and finance. The risk management committee 

should develop a strategy to mitigate risk and introduce policies on risk management 

that are in accordance with the company’s activities, as well as any factors that change, 

whether internal or external. This committee should determine risk and decide on what 

an acceptable level of risk is, as well as addressing risks that threaten the existence of 

the company. Moreover, it should check for any inadequacies and continually reassess 

the company’s exposure, structure, and ability to deal with risk. Based on the 

aforementioned points, the risk management committee must report its findings and 

recommendations to the board. As well as making the board aware of risk, the 

committee should also make employees aware so that they understand the risks that 

may affect the company. The risk management committee should meet when required, 

and at least every six months.       
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• Part 5: Internal Control 

An internal control system must be put in place by the company to check that the 

company is complying with laws and regulations, and that policies and procedures on 

risk management, as well as other provisions of the board, are being adhered to.      

To do so, it is necessary to set up departments for implementing an internal control 

system that manage risk and carry out internal auditing; in addition, external entities 

may be used to do this if necessary. An internal audit unit or department should monitor 

and assess the internal control system and ensure that employees comply with the 

relevant company policies and procedures, as well as laws and regulations. 

 

An internal audit unit or department must include a minimum of one internal auditor, 

as recommended by the audit committee, who they will be responsible to. The internal 

audit unit or department must ensure that its employees have been trained and have the 

skills to carry out their duties. In addition, these employees must not work in any other 

area apart from auditing and internal control. The department is accountable to the audit 

committee and must take heed of its decisions. In addition, the audit committee must 

determine the remunerations of the manager of the audit committee according to the 

company’s policy on remuneration. The audit unit or department must be allowed 

access to company information and documents without restriction.           

An internal audit plan that includes issues such as risk management should be put in 

place that has been approved by the audit committee, and this must be updated on an 

annual basis. A written report, which details its activities, must be submitted to the 

board by the audit unit or department quarterly. Along with recommendations, an 

assessment of the internal control system should be included in the report, along with 

the procedures put in place and any failures to follow previous audit reports and the 

reasons for this. In addition, the audit unit or department should provide the board with 

a general report on its activities during the preceding fiscal year, which must also set 

out any failures to follow the approved plan and the reasons for this.     

The report produced by the audit committee should be guided by the board and the 

recommendations of the audit committee. It should detail the procedures that have been 

put in place to monitor financial matters and risk management. It should contain an 

assessment of the risks being faced by the company and its systems, as well as an 

assessment of the Board and the senior management’s overseeing of internal control 

systems; including how often the Board has been notified of internal control problems 
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and how these have been dealt with. Any failures in the internal control system, as well 

as any emergencies that have been faced, should also be set out in the report, including 

how these have affected the company’s performance. The company’s adherence to 

internal controls during the addressing of risks, as well as the company’s risk 

management operations, should also be presented in the report. Finally, the company 

must maintain efficient records of audit reports and documents that highlight its 

achievements and recommendations.   

• Part 6: The Company’s External Auditor 

The company must employ an external auditor to check that its financial statements 

honestly express the financial position of the company. The external auditor should be 

appointed by the audit committee and must be authorised by a competent authority and 

have no conflict of interests with the company. The external auditor must write a report 

on this for submission to the Board and be responsible to the board for its actions.     

• Part 7: Shareholders 

The relationship that the company has with stakeholders must be regulated, with 

policies and procedures put in place to safeguard stakeholders’ rights, including on 

compensation should their rights be violated; complaint resolution; maintaining 

confidentiality; rules of professional conduct for managers and employees, and 

preventing discrimination and bias. Policies and procedures should be put in place to 

facilitate a complaints procedure, including having a dedicated telephone number or 

email, and specific employee, for stakeholders to make complaints or send reports. 

Employees should be encouraged to participate, with committees put in place to discuss 

issues and establish social organisations for their benefit.  

•   Part 8: Professional and Ethical Standards 

A policy for professional conduct and ethical values should be put in place by the 

committee to ensure members of the board and employees are performing in the best 

interests of the company. The policy should also set out how the Board and senior 

executives must comply with company laws and regulations and not abuse their 

position. In addition, the assets of the company should be used only to achieve the 

company’s objectives, and there should be clear rules on information sharing. 

Social responsibility should be addressed through policy, as well as social initiatives, 

and the methods for carrying these out, as well as reports on what has been done.    
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• Part 9: Disclosure and Transparency 

Policies and procedures on disclosure are relevant to Companies Law and Capital 

Market Law. Disclosure to shareholders and investors must be accurate, clear and 

timely. In addition, the company website should display matters on disclosure. The 

board’s report should detail operations over the past year, as well as information on 

board members, members of the various committees and their performance, voting 

shares, and the company’s plans and objectives. The risks facing the company should 

also be included, as well as details on the company’s assets and liabilities, and 

operational results. All actions of the board must be set out, such as the dates of board 

meetings, members’ remuneration, and any links to other companies.    

    

4.7 REPRESENTATION OF ISLAMIC FIRMS BY KSA 

 

Hayat and Hassan (2017) provide a new dimension to the effectiveness of corporate 

governance on the basis of the level of leverage. According to Hayat and Hassan (2017), 

Islamic firms are characterized by low level of leverage and can be expected to have 

better corporate governance because of the lower level of debt. Applying this concept 

of corporate governance in the context of KSA companies, it can be stated that Islamic 

label alone cannot guarantee better corporate governance standards as the 

environmental, social and governance criteria also significantly affect the working 

corporate governance mechanisms. However, Islamic principles also consider the 

environmental, social and governance standards and also socially responsible investing. 

Therefore, to this extent, the Islamic label of KSA companies can be said to promote 

the application of corporate governance principles. 

It is to be recognized that Saudi Arabia has a unique legal structure which is a 

combination of modern concepts coupled with a conservative outlook of traditional 

Islamic principles (Al-Rasheed, 2010). However, the first set of corporate governance 

regulations on corporate governance issued by the Capital Markets Authority were 

generally in accordance with the global standards. Such regulations cannot be said to 

follow the Shariah principles strictly to represent the KSA companies as Islamic firms. 

The other corporate governance rules and regulations issued by the Saudi Stock 

Exchange (Tadawul) and Saudi Organization for Certified Public Accountants also 

follow global standards (Al-Majed, 2008). The attitude of Shariah law in the matter of 

protection of the interests of minority shareholders is vividly clear as the Islamic law 
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states that the interests and rights of all people must be protected against any 

expropriation (Alkahtani, 2013). The Saudi Arabian laws and regulations need to 

incorporate the Islamic principles as they apply to all aspects of life. Therefore, the 

Saudi regulators have the responsibility to consider fairness to all as stipulated by the 

Shariah law. However, the legal structures of Saudi firms and the way in which the 

companies mediate the application of corporate governance principles and the 

protection of the interests of minority shareholders depend largely on the Saudi 

statutory laws rather than on Islamic teachings. This is because of the fundamental 

differences that exist between Islamic law and Western rules and regulations.  

 

Al-Harkan (2005) argues that the OECD principles of corporate governance and 

Shariah law perspectives on corporate governance converge on a certain point with little 

genuine difference between the two. However, the ethical basics of Western 

corporations do not correspond to religious moral values as the ulterior motive of the 

corporations is profit maximization and consequently the corporate governance 

principles focus on the emphasis of self-interest. The Saudi companies following the 

corporate governance principles and practices that are more in line with the Western 

standards, therefore, cannot be said to follow the Islamic law principles in their strictest 

sense. This is evident from the way in which the interests of minority shareholders are 

handled by the concentrated ownership of Saudi families.  

4.8 THE ENVIRONMENT IN THE UNITED KINGDOM 

There exists much diversity, both cultural and ethnic, in the United Kingdom. The 

Kingdom comprises four nations, each of which has a clear identity. These are England, 

Northern Ireland, Wales and Scotland. Understanding the diversity of the UK remains 

a crucial matter for all firms that wish to conduct business in the region. The fact that 

London is the European Union’s financial centre allows the UK to be recognised 

globally as a leader in business undertakings.  

This section covers the geography of the UK and provides an overview of the economic 

environment. The purpose of the following two sections is to afford the reader a 

comprehensive overview of the corporate governance situation in the UK, especially 

regarding its policies and systems. 
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4.8.1. The Geography of The United Kingdom 

According to Overman and Winters (2015), the United Kingdom comprises Great 

Britain (that is, England, Scotland, Wales and Northern Ireland see Fig 4-3. There are 

also numerous islands that are part of the United Kingdom, including Shetland, the Isle 

of Wight, Scilly Isles, Anglesey and Orkney. The UK is an island nation, located in the 

western part of Europe, off the coast of France. The kingdom lies between the North 

Sea and the North Atlantic Ocean. The approximate total area of the UK is 245,000 

square kilometres (Overman and Winters, 2015). The fact that the UK is an island gives 

the country an advantage when it comes to export and import business. During the 

summer, the UK experiences cool climatic conditions, while the winters are cold. The 

United Kingdom has natural resources including coal, natural gas, tin, petroleum and 

zinc among many other resources. 

The United Kingdom’s landscape is very varied. It ranges from the highest mountains 

in Scotland to the lowlands in England. Northern Ireland hosts the largest lake, Lough 

Neagh, which covers an area of approximately 153 square miles. The fact that the UK 

is a small island makes her rivers small, lengthwise. The longest river is the Severn, 

which is 338 kilometres in length. It starts in Wales and enters the Atlantic Ocean at 

Bristol in England (Overman and Winters, 2015). 

 

Figure 4.3 Map of the UK (World Atlas, 2016). 
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4.8.2 Economic Overview of the United Kingdom 

The United Kingdom is identified as a complex economy, with diverse economic 

activities that range from industrial operations through services industry to agricultural 

production. The UK is classified as a capitalist economy; that is, an economy whose 

system is based on the private ownership of capital. With regard to the technological 

status of the UK, this is comparable to that of the United States (US). Additionally, 

industries which currently operate in the UK include the production of machine tools, 

automation equipment, hospitality, ship building and the manufacturing of electric 

power equipment. Chen and Bouvain (2009) claim that the leading employment sector 

in the UK economy is the service industry (79.1%) followed by the manufacturing 

sector (18.9%) and lastly the agricultural sector (1.1%).  

Although agricultural production contributes less than 1% towards the UK’s gross 

domestic product (GDP), it is very productive, particularly in livestock keeping. In 

livestock production, cattle and sheep are the main, established, animals that are reared. 

Some of the crops grown in the UK include potatoes, wheat, beetroot and barley. Three-

quarters of the UK’s land is utilised for farming activities. The fishing sector is also 

developing but is currently faced with depletion in terms of fish volume in the 

traditional fishing regions.  

In terms of mineral extraction and processing, the UK possesses many natural 

resources. It ranks tenth worldwide in oil production, having vast natural gas reserves 

(Chen and Bouvain, 2009). However, the production of oil is dropping rapidly. The 

economic sectors in the UK that have the highest potential are information and 

communication technology, aviation industry, biotechnology and the renewable energy 

production sector.  

The service sector employs about 80% of the population and makes about three-quarters 

of the total contribution towards GDP. It remains the key driver of the nation’s 

economy. London, which is the financial centre of the UK, is the largest financial 

marketplace in Europe. 

 



119 
 

4.9 CORPORATE GOVERNANCE IN THE UK: BACKGROUND 

INFORMATION 

Corporate governance in the UK is guided by various codes that encompass policies, 

laws and customs on how the nation conducts its business. The UK’s corporate 

governance codes serve as checks on the powers and authority that are wielded by 

corporate directors. The foundations of corporate governance are deemed to be 

accountability, transparency, independence and fairness. The purpose of this section is 

to consider several reports which document the ways in which corporate governance in 

the UK has evolved over time. Through these reports, and codes, the researcher clarifies 

the relevant background and context as they relate to the UK’s corporate governance. 

The main reports included in this section are: firstly, the Cadbury Report (1992); 

secondly, the Greenburg Report (1995); thirdly, the Hampel Report (1998); fourthly, 

the Combined Code Report (1998); fifthly, the Turnbull Report (1999); sixthly, the 

Myners Report (2001); seventhly, the Higgs Review Report (2003); eighthly, the Smith 

Report (2003) and, finally, the Combined Code. These various reports and codes offer 

insight concerning the background to UK corporate governance. 

4.9.1 The Cadbury Report, 1992 

According to the Cadbury Report (1992), the term ʻcorporate governance’ refers to the 

system by which a firm’s operations are regulated, guided and overseen. The Cadbury 

Report was the product of a committee that addressed financial elements of corporate 

governance in the UK, and the central issue the report sought to deal with was that of 

how corporate governance systems are constructed and implemented. In practical terms, 

the practical objective of the report was to ensure that a code of best practice could 

emerge, based on its findings. The Cadbury Committee was established in 1991 by the 

Financial Reporting Council, members of the accountancy profession, and the London 

Stock Exchange (Cadbury, 1992). 

The reasons underlying the establishment of the Cadbury Committee include a growing 

lack of confidence around matters of investor faith in listed companies. Also, listed 

companies were collapsing at an alarming rate, for financial reasons, at this time. Thus, 

there was a need for intervention. Additionally, there was a lack of accountability 

among board members on matters relating to their pay. Moreover, some auditors were 

involved in the signing off of some corporate accounts that eventually turned out to 
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contain misinterpretations of fact, and so professionals in that field faced the loss of 

their self-regulatory status 

The genesis of the current corporate governance in the UK economy lies in the Cadbury 

report of 1992. The collapse of many high-profile corporations in the UK led to the 

establishment of the Cadbury Committee, which was asked to research the means by 

which companies might be improved financially. A core purpose of the report is to offer 

protection to the weak, and widely dispersed, shareholders against the selfish interests 

of directors and managers. Shareholders are the sole proprietors of the company, while 

directors are the guardians of the company’s assets and the managers are the users of 

the company’s assets and carry out these roles to sustain and add value to shareholders’ 

investments. The Cadbury Report brought about the reform that shifted directors 

towards increased accountability and engagement with shareholders. This led to a still 

greater change, in the field of corporate responsibility towards each company’s various 

stakeholders. According to this report, corporate governance should form the basis of 

sound practice by the company board, control the operating environment, facilitate 

disclosure of information and transparency in operations, establish clear rights for all 

shareholders and, finally, the board should remain conformist. 

4.9.2 The Greenbury Report, 1995  

The Greenbury Committee was established to address concerns that members of the 

public and shareholders had raised, concerning the remuneration of company directors. 

Themes that are evident in the report include accountability, full disclosure, 

responsibility, improved performance and the alignment of the directors’ interests with 

those of the shareholders (Bhimani, 2008). The Greenbury group worked to identify the 

best practices regarding these matters, with a view to developing codes of conduct to 

improve the situation. 

At this time, shareholders and the public perceived that executive remuneration tended, 

in some contexts, to include generous share options in private utility industries, and that 

this was inappropriately skewed towards the directors’ best interests. There was also 

concern expressed about amount of compensation that was given to departing directors. 

The Greenbury Committee’s view on the matter was that UK corporations deal with 

issues of directors’ remuneration in the most sensible and responsible manner. The 

compensation levels of the directors relied on the standards set by Europe, and the 
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success of any company’s operations depends solely on executives’ commitment to 

their leadership role. In light of the code of best practice the Cadbury Committee had 

devised, the Greenbury Report stated that when conflicts arise between shareholders 

and directors, it is necessary to establish remuneration committees to ensure that 

objective decisions can be made (Sheridan, Jones and Marston, 2006). The board must 

contain a specified proportion of non-executive members, within the agreed terms of 

reference, and chairpersons of the remuneration committee should report directly to the 

company’s shareholders. 

4.9.3 The Hampel Report, 1998 

The Hampel Committee was formed according to the recommendation of the first two 

committee works, that there should be a separate and independent committee to enact 

their works. The work of the Hampel Committee was to ensure implementation of the 

outcomes from first two committees, i.e. Cadbury and Greenbury. The Hampel 

Committee was also established to examine all of the matters raised in the previous 

reports. Therefore, it is clear that the establishment of the Hampel Committee was not 

linked to any scandal, but rather was an approach to corporate governance (Bhimani, 

2008). The final report of the Hampel Committee was produced in January 1998 and 

accompanied by a draft code of practice document that set the principles that embraced 

the Cadbury and Greenbury reports. The report was delivered to the London Stock 

Exchange, which went on to publish a consultation document that formed the basis for 

the publication of the Combined Code of 1998. 

4.9.4 The Combined Code, 1998 

The Combined Code formed an appendix to the Financial Services Authority’s Listing 

Rules and led to the insertion of a new paragraph; 12.43A. This new provision became 

effective for all companies when documenting their annual reports as from the period 

that ended 31/12/1998. The Combined Code stated that all annual reports must have a 

narrative statement that reflected, and generated an understanding by shareholders of, 

the application of codes given in Section I of the Combined Code (Sheridan et al., 2006). 

This means that every annual report was bound to include a statement explaining, in 

detail, how the company has complied (or not) with the provisions of the law. 
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4.9.5 The Turnbull Report, 1999 

The Turnbull Report (1999) was published to set out best practice regarding internal 

control issues, for all firms listed on the UK’s stock market. These were the guidelines 

for the directors of companies, as far as internal control of business was concerned. 

According to Ozkan (2011), the core purpose of the report was to educate the directors 

on their obligations under the Combined Code of 1998. The boards were mandated with 

the responsibility of maintaining good internal control measures for their corporations. 

Those internal control measures must be correctly audited at set intervals, so that the 

company can demonstrate the transparency of its business, to its stakeholders. Auditing 

is undertaken to ensure that the corporation’s financial reports reflect its responsibility, 

and to detect any frauds within the firm. 

4.9.6 The Myners Report, 2001 

The main agenda of this report was to offer policies and guidelines around institutional 

investments in the UK. The UK Government felt that institutional investors paid very 

little attention, and allocating proportionately fewer resources to, their holdings in 

companies that were not listed on the stock market.  

The main issues that the Myners Report addressed, were those relating to pension funds. 

The largest of these problems was the question of whether institutional investors were 

acting in the best of the interests of the beneficiaries of their investments (Ozkan, 2011). 

The low rate of institutional investment in pension funds was a key concern for this 

report and was tackled in a bid to ensure greater benefit for investors. 

4.9.7 The Higgs Review, 2003 

The Higgs Review took as its focal point the purpose and efficiency of non-executive 

directors within firms. Ultimately, the report published by the Higgs Review sought to 

reinforce the provisions of the Combined Code (1998). In light of the report, firms in 

the UK were required to conform to the Combined Code’s provisions and accompany 

this with explanations to their shareholders. The scandals that had faced some US 

companies, including Enron and Cogenerated need for the UK Government to establish 

criteria that would prevent such scandals from happening to companies within their 

jurisdiction (Bhimani, 200). The report arising from the Higgs Review recommended 
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that there should be greater understanding of the role of non-executive board members, 

so that the efficiency and efficacy they added to the company could be realised. 

According to this report, an active board was a critical aspect of effective corporate 

governance in the UK. 

4.9.8 The Smith Report, 2003 

The Smith Report was primarily concerned with the independence of auditors. Issues 

concerning this were raised as a result of the Arthur and Enron scandals in 2002. The 

Smith Report recommended policies that are now incorporated within the Combined 

Code for corporate governance. The recommendations made in the report received 

significant support from the EU Commission, which applied them to listing rules for 

the stock exchange in London. The auditors examining a company’s financial reports 

were instructed to look into a firm’s corporate governance, in order that they would 

understand whether its structure supported the independence that must be accorded to 

its auditors. 

4.9.9 The Combined Code, 2004 

Company law in the UK contains extensive provision for, and details aspects of, the 

Combined Code, the purpose of which is to ensure the efficacy of corporate governance 

practices among firms listed on the London Stock Exchange (LSE). The law 

surrounding the listing of businesses in this stock market is influenced by the combined 

code and requires companies to describe how they have complied with the provisions 

of the Combined Code (Sheridan et al., 2006). Those enterprises that have not observed 

these provisions must offer a detailed explanation as to why they have failed to apply 

the code in their reporting. Therefore, the Combined Code demands either compliance 

or explanations. The code offers some general guidelines that, when followed by 

corporations, generate best practice in financial reporting. Privately owned companies 

are also required to conform to the code, but it is not mandatory for them to disclose 

compliance. 
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4.10 UK CORPORATE GOVERNANCE CODE 

The UK Corporate Governance Code (formerly the Combined Code on Corporate 

Governance) (“the Code”) prescribes expected actions and behaviour of the board 

directors which includes setting the tone on values throughout the company.  The Code 

sets out standards of good practice in relation to issues nine sections such as leadership, 

effectiveness, accountability, remuneration, and relations with shareholders9. 

• Section A: Leadership  

The Board of Directors plays a key role in the leadership of a company, and has a major 

impact on its success. This is because the Board is responsible for setting out the 

strategic aims of the company, along with addressing risk assessment and making sure 

that shareholders’ interests are met. In order to carry out its leadership function 

effectively, the Board should meet on a regular basis according to a schedule that 

contains matters for deliberation. Furthermore, the number of meetings should be 

recorded and noted in the annual report. The annual report should also contain the 

names of the chairman, deputy chairman, senior executive, and other members of the 

board. 

The board is led by the chairman, and he or she is responsible for the agenda and the 

smooth running of Board meetings, including the disseminating of information. As well 

as executive members, the Board should include non-executive members, who should 

check the integrity of financial information, and make sure that the company’s goals 

are being met. Non-executive Board members are responsible for appointing and 

removing executive directors, and they are required to decide on the amount of 

remuneration the executive directors will receive. This ensures a level of independency, 

especially as shareholders should be able to approach the senior independent director if 

required. 

• Section B: Effectiveness    

There are several ways to ensure effective board leadership, in particular by individuals 

on the board having a range of skills and experience, as well as thorough knowledge of 

the company. A range of executive and non-executive Directors is important in order 

to make sure that no specific group or individual dominates the decision making 

process. Moreover, to qualify as a board member, specific rules must be applied. For 

                                                           
9   The UK Corporate Governance Code is provided by the Financial Reporting Council  (FRC,2016) in 

Appendix B 
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example, for more than nine years, the member should not have served on the board; 

the member and the company must not have a material relationship in the last three 

years; there must be no connection between the member and other companies’ senior 

directors; the member must not have received remuneration from a company pension 

or even shares; there must be no ties between the member and the company, through 

directors or employees; and the member must not be in the company’s employ for more 

than the last five years. This is in order to ensure that good leadership and shareholders’ 

needs are prioritised.        

The essential leadership role that the board plays means that appointment to the board 

must be rigorous, as well as transparent. Candidates should be appointed to the board 

based on merit, including their skills, experience and personal qualities. Appointments 

should be overseen by a nomination committee, with formal procedures followed and 

a meeting chaired by an independent person or a non-executive board member. Specific 

terms should be adhered to, for example if a board member has been appointed for six 

years in a row, this decision should be thoroughly analysed. To ensure useful and wide 

ranging contributions, diversity of the Board should be ensured, with a specific policy 

in place that addresses issues such as gender. 

In order for leadership to be effective, Board members must be prepared to allocate 

enough time to the company and be available at critical times. If Board members have 

other significant commitments, these must be made clear to the Board and noted in the 

report of the Annual General Meeting, including any changes and the amount of time 

involved. To ensure an effective Board, induction training should be provided to all 

directors, and they should engage in professional development and regularly update 

their skills and knowledge, along with being familiar with the company and any 

changes. It is the responsibility of the chairman to provide the resources for this and 

discuss the directors’ needs with them, and the company must provide access to 

operations and staff.  

In order for the Board to run effectively, it should be provided with accurate and up to 

date information in plenty of time, and if directors are unsure of anything they should 

ask for a further explanation. Information should pass smoothly between the Board, the 

committee and management, and this is the responsibility of the secretary. In addition, 

directors should be able to access independent professional advice where it is essential 

to their duties.  
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The board itself should be evaluated on an annual basis (or every three years for FTSE 

companies), with any strengths recognised and weaknesses addressed; this may require 

new members to be appointed or even resignations. The performance of the chairman 

should be evaluated by the non-executive directors while considering the opinions of 

the executive directors. Directors must be re-elected at regular intervals, but only where 

performance is deemed to have been satisfactory. For FTSE 350 companies, this re-

election must be by shareholders at the annual general meeting according to relevant 

biographical and performance information. 

• Section C: Accountability   

A number of procedures should be put in place to ensure the accountability of the Board, 

and all of the information put forward by the Board must be fair and balanced, and easy 

to understand. The annual report should include an explanation of accounts along with 

other relevant information, such as the business model being used, that will enable 

shareholders to carry out an assessment and make informed decisions. 

The Board is also responsible for risk management and internal control systems. 

Therefore, the annual report should describe how the assessment of key risks to the 

company has been carried out, especially where such risks pose a high level of threat 

and may affect performance or even lead to solvency or liquidity. The Board must set 

out contingency plans and state how these risks are being managed or prevented. In 

addition, formal arrangements, which should be transparent, must clarify the 

relationship of the company with its auditors. To achieve this, the company should 

appoint an audit committee made up of an appropriate number of competent executive 

and non-executive members according to the size of the company, and their roles and 

responsibilities should be listed in the terms of reference; for example, monitoring 

financial performance and statements, reviewing the company’s internal control and 

risk assessment systems, making recommendations to shareholders, monitoring the 

external auditor’s independence, and identifying areas of improvement. Furthermore, 

the audit committee should make provisions for staff to raise any concerns they may 

have, and investigate any improprieties. 
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• Section D: Remuneration    

Executive directors may receive remuneration, but this must be for increasing the 

success of the company in the long term. Moreover, remuneration must be rigorously 

checked by a remuneration committee made up of two or three independent non-

executive directors or consultants, in accordance with similar companies, and made 

transparent. Consideration must also be taken of employees’ salaries and working 

conditions when deciding on pay increases. There also needs to be a balance between 

remuneration that is performance related and one that is fixed and between 

remuneration that is deferred and one that is immediate. Furthermore, performance is 

not only finance related, but also measured according to other factors that are likely to 

influence the long term success of the company.  

 

Considering executive directors’ remuneration that is based on performance, specific 

provisions that allow the company to withhold or recover payments when required, 

should be followed by the remuneration committee. A remuneration report should set 

out levels of remuneration according to the role and the level of commitment required. 

Moreover, non-executive member should not be given share options as this may affect 

their independence. Possible compensation in the event of the early termination of a 

director’s position should be decided on, as well as issues such as pension contributions, 

and periods of notice must be less than a year. 

The procedure for producing policy on executive remuneration must be formal and 

transparent, and the director themselves must not be involved in decisions about their 

own remuneration. There may be conflicts of interest, and the remuneration committee 

must consider these. The remuneration received by senior management should also be 

considered by the remuneration committee as well as being decided on by the board. 

Any long term incentive schemes must be agreed on by shareholders, with due 

consideration given to any changes to existing schemes.       

  

• Section E: Relations with Shareholders   

It is imperative for effective dialogue to exist with shareholders and an atmosphere 

fostering mutual understanding should be cultivated by the board. In addition, the 

dialogue should be in accordance with the company’s objectives. Contact typically 

takes place between the chief executive or finance director and shareholders, and the 

chairman must make all of the board’s directors aware of any concerns that arise. 
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Moreover, the board should strive to ensure that the views of shareholders are 

considered, and it is the responsibility of the chairman to inform the board of these 

views. Areas of concern that should be discussed with major shareholders are 

governance and strategy, and non-executive shareholders should be given the chance to 

attend meetings with major shareholders. Good record keeping is essential, and the 

annual report should include the action taken to obtain the views of major shareholders, 

such as through surveys, face-to-face discussions, or briefings from analysts or brokers. 

General meetings provide the opportunity to communicate with shareholders and 

investors, and they should be encouraged to participate. For purposes of clarity, a 

separate resolution should be put forward for each specific issue, and proxy 

appointment forms should be used to enable shareholders to vote in favour of or against 

the resolution, or to abstain from voting. However, if a vote is withheld, it must be 

announced that it will not be counted towards the overall result. Any proxy 

appointments made for general meetings must be recorded. If voting takes place via a 

show of hands, all of the necessary information must be made available as soon as 

possible, such as on a website, as well as at the meeting. In addition, the votes should 

be properly recorded, including the number of votes for and against the resolution, and 

any withheld votes.  

It is important that the chairs of the audit committee, the nomination committee, and 

the remuneration committee be present during the Annual General Meeting (AGM) to 

answer to the directors and shareholders. Before an AGM takes place, an AGM Notice 

that includes any relevant information or papers must be sent out to shareholders 14 or 

days before a general meeting or an AGM, respectively. In this way, shareholders have 

enough time to consider the Notice and the accompanying information.     
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4.11. THE EXTERNAL CORPORATE GOVERNANCE FRAMEWORK IN 

THE UK 

The purpose of this section is to outline the external structure of corporate governance 

in the UK, and so the stipulations of the agencies that perform a key function in 

establishing this external framework are examined. Such agencies include the 

Department for Business, Energy and Industrial Strategy, the Bank of England, the LSE 

and British bodies representing accountancy disciplines and professionals that give 

qualifications in accounting, which include: 

(i) Institute of Chartered Accountants in England and Wales (ICAEW); 

(ii) Association of Chartered Certified Accountants (ACCA); 

(iii) Chartered Institute of Management Accountants (CIMA); 

(iv) Associated of International Accountants (AIA); 

(v) Chartered Institute of Public Finance and Accountancy (CIPFA). 

(vi) Institute of Chartered Accountants of Scotland (ICAS) 

4.11.1 Department for Business, Energy and Industrial Strategy (DBEIS) 

This department was formed in 1970, following the merging of the UK’s board of trade 

and the technology ministry. The DBEIS, in 2007, was classified into two separate 

departments: the Department of Business, Enterprise and Regulatory Reform and the 

Department of Innovation, Universities and Skills. The latter of these departments is 

primarily concerned with facilitating economic growth (Denyer and Neely, 2014). In 

order to attain the objective of economic growth, the agency management invests skills, 

innovation, and talents to promote business operations. It also works to offer protection 

to consumers within UK territory.  

Much of the DBEIS’s provision is achieved through reduction of the impacts of 

regulation upon businesses. The DBEIS is chiefly concerned with issues associated with 

corporate law, innovation, economic development, employment law, growth, consumer 

law, science, energy and trade. These are critical issues that surround the business 

environment thus, understanding the department and its role well will allow investors 

to understand their rights and the obligation of the UK business environment to their 

enterprises. 
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4.11.2 The Bank of England 

The Bank of England is the UK’s central bank that regulates money supply in the 

country and offers regulations to govern all the other commercial banks. The Bank of 

England has acted as a government bank since1694. Although the government owned 

it then, the bank could make monetary policies as an independent entity (Denyer and 

Neely, 2014). The mission that the bank pursues is to deliver stability on the aspects of 

monetary and finance for the people of the UK. Monetary Policy is a very critical 

element of corporate governance, as it creates the environment for investors, ideally 

one that will encourage them to enter the market. This is because through monetary 

policies, an economy can enjoy stable product prices and confidence in that nation’s 

currency. Through the Bank of England’s Monetary Policy Committee, the UK brings 

transparency in the decision-making process, and determines the interest rates that are 

to be imposed by the commercial banks. 

4.11.3. London Stock Exchange (LSE) 

In the history of the UK’s corporate governance development, the London Stock 

Exchange has played a critical role in strengthening the code that attracts good 

practices. The LSE established the immediate credibility of the UK’s corporate 

governance code by giving additional requirements as far as listing rules are concerned 

(Riordan and Storkenmaier, 2012). One of the notable stipulations of the UK’s 

corporate governance code (CGC) is that all listed companies on the LSE must ‘comply 

or explain’. The LSE heads up diversified stock exchange business in the UK. It has a 

listing of more than 3,000 companies that are quoted in trade across all the markets that 

LSE deals with. For Europe, LSE remains the largest marketplace for liquid equity. The 

aim of the LSE is to create a business environment that is sufficiently and appropriately 

flexible, as far as regulations are concerned. To attain this objective, the LSE has 

determined that the companies listed on its market may acquire their shares and hold 

them in treasury. 
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4.11.4 British Accountancy Bodies that Issue Qualifications 

All nations in Europe have established the minimum qualifications that an individual 

must have to be deemed a professional in the field of accounting. There are set standards 

that all students need to attain if they are to be accorded the relevant professional titles. 

For instance, in England and Wales, achieving membership of the ACA requires each 

candidate to pass through two stages of professional development; professional and 

advanced. The professional stages require the students to take 9 examinations, while at 

the advanced stage, they take two exams and submit a case study. In order to complete 

all of these steps, a student must take a training contract that will last three to five years.  

The purpose of this section is to examine several accounting agencies in the UK which 

are involved in the matter of corporate governance. 

• The Institute of Chartered Accountants in England and Wales (ICAEW) 

The ICAEW now has 147,000 members in 155 states, and functions under the Royal 

Charter. The body regulates and offers supervision under the provisions of the statute 

audit body in the UK. The other functions of this organisation are to guide all local 

audits of UK corporations, and to monitor markets and firms for money laundering 

activities (Riordan and Storkenmaier, 2012). Moreover, the institution has regulatory 

responsibility, through the licensing of probate services. In other words, it the body that 

is in charge of insolvency regulation in the UK.  

The ICAEW also works to bring about a sustainability in public professions that leads 

to donor funding, thereby building initiatives across Europe, Africa, and Asia. 

• Association of Chartered Certified Accountants (ACCA) 

The ACCA is an international body of professionals that has 188,000 registered 

members across 178 nations. It was granted a Royal Charter in 1974. The Association 

is committed to acting on behalf of and upholding the interests of the public globally, 

through its network of 100 offices and centres. The Association recognises statutory 

audits in the UK, Ireland and Zimbabwe, while in South Africa and Australia, the body 

holds recognition for taxation purposes (Matthews et al., 2013). 
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• The Chartered Institute of Management Accountants (CIMA) 

The CIMA is an organisation for management accounting professionals, that offers 

globally-recognised qualifications and expertise. The courses provided by CIMA give 

their students access to diverse career opportunities, providing them with expertise in 

many areas of finance, and decision-making skills. A recognised advantage of CIMA 

training is that it offers continuous professional development for its students. Matthews 

et al., 2013 argue that the recognised supervisory bodies within UK corporate 

governance through do not give sufficient credit to CIMA, making it hard for members 

of this institute to conduct audits in UK corporations. Auditors who are CIMA qualified 

must also become registered members of a recognised supervisory body in order to 

carry out statutory audits in the UK with CIMA qualifications. 

• The Association of International Accountants (AIA) 

The foundation of this association dates back to 1928, and it was built with the aim to 

promote the concept of international accounting. This objective is attained through a 

network of accountants that extends worldwide. The AIA works with the interests of 

the public at heart, by offering its members regulations that guide their practice. The 

AIA undertakes accounting and auditing roles in Ireland, and supervisory roles in the 

UK through the Money Laundering Regulations, 2007. The AIA seems to partner with 

other financial organisations to generate trust, clarity and international standards in the 

accounting profession. 

• The Chartered Institute of Public Finance and Accountancy (CIPFA) 

The CIPFA was established in 1885. It is the sole accountancy body in the UK to 

specialise in public services. This specialisation is reflected in its ambition to advance 

public finance through best accounting practices. The CIPFA works globally, with 

governments and all accounting professionals, to promote and support international 

accounting standards. The institution offers education and training that is geared 

towards high-quality advisory services in finance, information and consultancy services 

for all corporations. It is a member of Accountancy in Europe (Matthews et al., 2013). 
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*   Institute of Chartered Accountants of Scotland (ICAS)10 

The Institute of Chartered Accountants of Scotland (ICAS) is the oldest professional 

body created in the year 1854 by a Royal Charter, having more than 20,000 members 

in the UK and also in more than 100 countries across the world. The Institute can be 

regarded as an educator, examiner, regulator apart from having the distinction of being 

a thought leader to steer the profession of accountancy. ICAS has about two-thirds of 

its members serving prestigious business organisations in the UK and in other countries, 

while the remaining members pursue the practice of chartered accountancy with the Big 

Four or other medium and small sized firms. There are about 3000 students currently 

under training with the aspiration to become full-fledged chartered accountants. The 

Institute regulates and monitors the conduct of its members and the firms. ICAS is 

considered as a “Recognized Qualifying Body and Recognized Supervisory Body” 

under the Companies Act, 2003 in the jurisdiction of Ireland. The ICAS is also a 

recognised supervisory body for the registration and supervision of auditors in the UK. 

In addition, the Institute is a member of the Consultative Committee of Accounting 

Bodies in the UK. With the backing of the expertise and professional knowledge of its 

20,000 members along with technical and specialist committees, the Institute has been 

offering valuable guidance in varied financial and economic policy areas. ICAS has 

been taking initiatives in the area of global accounting standards setting. It can be stated 

that the ICAS as an oversight body and professional accounting institution has a large 

part to play in regulating and guiding the accounting profession in the best interest of 

the public. The ICAS plays a commendable role in the provision of solutions and 

innovative ideas that will help in supporting the establishment of government policies 

and standards of accounting and auditing practices. 

 

 

 

 

                                                           
10 http://icas.org.uk/default.aspx 
 

http://icas.org.uk/default.aspx
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4.12 COMPARING BETWEEN UK & KSA  

In table 4.1 a summary comparing between UK & KSA that explains more information 

such as geography, demography and economic. In table 4.2 is shown the similarities 

and differences corporate governance in UK & KSA. 

4.1 A summary comparing between UK & KSA 

Source: Trading Economics,2018 

 

 

 

 

GEOGRAPHY   UK KSA 

Location The UK is located off the north 

western Europe coast, and is 

bordered by the Atlantic Ocean, 

Irish Sea, Ireland, Celtic Sea, 

North Sea and English Channel. 

is a country situated in Southwest Asia, the 

largest country of Arabia, by the Arabian 

Peninsula, bordering   its western highlands, 

along the Red Sea to the east, along the 

Persian Gulf and the Red Sea, north of Yemen. 

Map References Europe Asia 

Natural Resources Natural gas, limestone, chalk, 

gypsum, silica, rock, salt, china 

clay, iron ore, tin, silver, gold, 

coal and petroleum. 

Natural gas, petroleum, iron ore gold and 

copper. 

Capital London Riyadh 

DEMOGRAPHICS UK KSA 

Population 66,573,504 33,926,519 

Median age 40.5% 30.2% 

Languages English Arabic 

Religion: Mostly Christianity Mostly Islam 

ECONOMY UK KSA 

Currency Great British Pounds (GBP) Saudi Riyals (SR) 

Annual GDP 2622.43($ Billion) 683.83 ($ Billion) 

GDP - Real Growth 

Rate 

1.3% 2.50% 

Labour Force 32535.00 (Thousand) 11168.50 (Thousand) 

Unemployment 1016.30 (Thousand) 847917.00 (Thousand) 

Trade Balance £-3.3B 184.7 (SR Billion) 

Exports 52623.00 (GBP Million) 286111.00 (SAR Million) 

Imports 55852.00 (GBP Million) 101438.00 (SAR Million) 
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4.2   The similarities & differences corporate governance in UK & KSA. 

 

 

 

 

Similarities Differences 

1. The corporate governance practices in the 

UK and KSA incorporate the elements of 

global standards of corporate governance. 

1. The concentrated ownership structure in the KSA 

companies might lead to the expropriation of the rights of 

the minority shareholders which is not the case in the UK. 

The family ownership in the UK has gradually been 

replaced by the institutional ownership (Alkahtani, 2015). 

2. Both the UK and the KSA adopt a single or 

unitary board system consisting of executive 

and non-executive directors. 

2. The Saudi security market is being governed by an 

ineffective legal system offering only weak protection to 

the interests of minority shareholders. The UK has a well- 

developed legal system. 

3. In both the countries, the rights of 

shareholders, disclosure and transparency 

requirements are entrusted with the board as 

laid down by OECD principles of corporate 

governance (Alzahrani, 2013). 

3. The members of the board are appointed by the wealthy 

families and the government because of the concentrated 

ownership. The shareholding in the UK is mostly well-

spread and diversified providing for the chances of adoption 

of better corporate governance practices (Al-Ghamdi, 

2015). 

4. Corporate governance regulations and 

listing rules are found to be mostly common in 

both the UK and the KSA. Manipulation and 

insider trading are prohibited both in the UK 

and the KSA. The regulations regarding 

disclosure and transparency are mostly 

common among the UK and KSA 

jurisdictions providing for global standards of 

corporate governance, although there are 

differences in the matter of implementation of 

the best practices between the two countries 

(Alkahtani, 2015). 

4. In the UK, proxy voting and use of technology tools 

appear to be common in the conduct of company meetings. 

These are entirely absent in the case of KSA companies.  

5.  Similarly, cumulative voting is still 

optional in the UK and KSA instead of being 

a mandatory mechanism for the protection of 

the rights of the minority shareholders. 

5. CEO duality is a common norm in the case of KSA 

companies, which poses a significant impediment to the 

effectiveness of corporate governance practices. 

 6. Implementation of the corporate governance practices are 

of recent origin in the KSA while UK has started following 

the practices since the 1990s. 



136 
 

4.13 SUMMARY 

Corporate governance offers regulations that reflect the efforts of regulators to integrate 

best practices into the business environment. The associated governance is beneficial 

to all corporations within a nation, both listed and non-listed firms, and the society as a 

whole. The primary goal of corporate governance is that of embedding best practice in 

all corporations within a nation, so that they can attract more investors. With 

transparency of business, comes investor confidence. The management, including 

directors, of an enterprise are also forced to become more disciplined when a country 

has good corporate governance. The non-listed companies in the stock market also 

benefit from corporate governance, elevating their levels of diligence and 

professionalism. This helps the managers and directors to align their interests with those 

of the company, so that the shareholders obtain the fullest value of their investments. 
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Chapter 5 

DATA MEASUREMENT 

5.1 INTRODUCTION 

The present study intends to evaluate corporate governance practices’ effect on value 

of firms in the UK as well as in the KSA in the 2010 - 2015 period. The study will 

particularly study how firm value and financial health are impacted by the board of 

directors, profitability, audit committee, leverage, and liquidity. Since this study uses 

the EPTM to assess the nature of the relationships between the selected independent 

and dependent variables, the sample and variables will be examined in this chapter. 

Therefore, the chapter is divided into the following four sections: sample, value 

variables, control values, and corporate governance variables.    

5.2 SAMPLE 

This section provides a description and breakdown of the companies that form the 

sample dataset for this research, and their respective sectors. The sample group 

comprises 26 firms from the Financial Times Stock Exchange (FTSE) 250 on the 

London Stock Exchange (LSE), and 30 firms from the Tadawul (Saudi Stock Market) 

resulting in a cohort of 56 companies that comprises the top firms in both stock 

exchanges, which were selected based on their market capitalisation11.  The sample size 

was sufficient to indicate generalised trends in terms of corporate governance and its 

likely effects. 

The research covers a range of sectors, represented on the UK and the KSA stock 

markets (i.e. the FTSE 250 London Stock Exchange and the Tadawul). The study covers 

the period from 201012 to 2015. This time span was chosen because the study period is 

a critical aspect of all research work and using a time frame of six years allows the 

researcher to better understand the trends in corporate governance for the selected study 

area. The activities that have taken place within a period of six years yield clear insight 

into the variations and fluctuations of factors that affect corporate governance in both 

                                                           
11 Market capitalisation is used because it captures the importance of the companies perceived by 

investors (Barrett, 1976). 
12The Saudi government reformed the regulation of corporate governance in 2010. 
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the UK and the KSA. It also validates the research work, as the data used here is very 

recent, and thus is of more value than much older data 

For the purposes of observing trends in the UK and the KSA corporate governance, it 

is useful to consider the companies studied in two categories, namely those companies 

that provide financial services, and those that operate in other sectors. Table 5.1 shows 

the company classification of enterprises in the two sectors both in the UK and in the 

KSA. 

Country Sector No. of firms in each sector 

forming part off the study dataset 

Percentage of business 

population sampled 

UK Companies providing 

financial services 

6 23% 

Companies not providing 

financial services 

20 77% 

Totals  26 100% 

KSA Companies providing 

financial services 

5 16.6% 

Companies not providing 

financial services 

25 83.3% 

Totals  30 100% 

    Table 5-1 Summary of sampled companies, categorised as those providing financial services and 

non-financial companies, in both the UK and KSA (source: Author) 

The data utilised in this study is taken from the relevant company websites, which 

accurately reflect each company’s financial positions and trends in its value. The 

company websites also contain the annual reports that record the companies ’financial 

information. The use of the companies’ annual reports for this research was motivated 

by the assertion made by Fraser et al., 2006 that the information recorded in a 

company’s annual report is more accurate than data obtained from external sources. 

The company annual reports are therefore of paramount importance in offering quality 

and reliable information about, and an overview of, the company’s financial situation. 
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In Table 5.2, below, the populations of all enterprises in both the UK and the KSA stock 

exchange markets are listed. The chosen businesses that appear in Table 5-2 have been 

selected based on their size. This is because the size of a company is key to determining 

its participation in the capital markets, not only in the UK and/or KSA, but in any 

country. The selection of companies for this dataset was also based on the fact that they 

operate in various, different, sectors or industries. The financial services category 

comprises insurance companies, banks, real estate firms and all providers of the various 

other financial services. Meanwhile, the category of non-financial companies covers all 

other industrial and service companies13 .  

Country Sector Study population Total Observation 

 

 

 

UK 

Mining 3 18 

Electricity 2 12 

Food 5 30 

Energy 5 30 

Transport  5 30 

Financial Services 3 18 

Banks 3 18 

Totals (during the six years studied) 26 156 

 

 

KSA 

Petrochemical Industries 12 78 

Cement 5 30 

Transport 4 24 

Energy and Utilities 2 12 

Agriculture and Food  2 12 

Banks and Financial Services 5 30 

Totals (during the six years studied) 30 180 

 Table 5.2 The study sample categorised and described by whole company population (source: Author) 

 

                                                           
13 The names of UK & KSA Companies are provided in Appendix C and D respectively.    
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The data given above was derived directly from each company’s annual financial 

reports; this was done manually to ensure accuracy in data collection. All data entry 

was double-checked to minimise error and ensure accuracy. The data sources offered 

financial information, including summaries of the annual balance sheet, financial ratios, 

and income statements. The annual report sources also included the list of directors and 

the name of the companies that audits their corporations. The number of UK companies 

selected as a sample was 26, while for the KSA it was 30. This is an excellent 

representation, which provides an overview of corporate governance in the two 

economies. 

The selection criteria for companies included in the sample required that they had never 

faced liquidation, either voluntary or obligatory. Also, the companies chosen had a clear 

record of operating as individual entities, rather than having been formed through 

acquisition or merger. Although the financial institutions operate under various rules 

and instructions, the study included them to facilitate a clear comparison with other 

companies, operating in different sectors. The unique nature of the statements issued 

by financial institutions makes them useful, because they provide well-standardised 

data concerning each company's financial position. 

The previous studies that relate to this research have influenced the choice of sample 

size. The study by Cheng et al., 2008 determined the sample size for that study with a 

view to offering a solution for panel data analysis, for the enterprises that have 

sequential data spanning several years. Additionally, the most recent data in this study’s 

sample dates from 2015, which is very recent and thus enhances validity. The use of 

data from a company’s very recent past allows the research to generate a clear picture 

of the company, and to make reasonable predictions about its likely future. Indeed, the 

current position of any institution is gauged by the use of its recent performance data. 

These facts have led the researcher to establish a time span for the sample data, which 

is the period between 2010 and 2015. Furthermore, this term is also broad enough to 

show the correlation(s) between various variables that affect corporate governance.  
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The large companies that are listed on the stock exchange markets are good indicators 

of a country’s economic performance. Thus, the researcher has sampled larger 

businesses, which have been operational in the London Stock Exchange and the Saudi 

Tadawul. Any poor performance by these enterprises is an indication that their 

corporate governance is questionable; the bodies that have the responsibility to ensure 

national economic stability must therefore act quickly to ensure the continuing smooth 

operation of the economy. The study of both financial and non-financial companies in 

this research allows the comparison of performance in different sectors, as these pertain 

to corporate governance issues. 

5.3 VALUE VARIABLES  

In the past, researchers such Adjaoud et al., 2007 have confirmed that the critical tool 

for use in examining the value of any organization is the application of diverse financial 

performance measurements of that particular organization. Tobin’s Q (sometimes 

referred to as the Q ratio) is a key financial indicator, used in almost all studies (as has 

been documented in the literature review) along with return on assets (ROA), return on 

equity (ROE), return on investment (ROI) and the net profit margin ratio (NPM) Bauer 

et al.,2004. Noteworthy, these financial measures can be divided roughly into 

accounting-based measures and market-based measures, the chief distinction being that 

the former examine present financial performance, while the latter tend to focus on 

investor perceptions with respect to future firm value. 

This study uses the Q ratio as a tool for examining the value of the companies selected 

for the sample dataset in this study. Tobin’s Q ratio takes its name from the inventor of 

this formula, James Tobin, who derived this formula in 1977, when developing the 

hypothesis that the linked market value of all participating companies in the stock 

exchange is approximately equivalent to their replacement expense. Therefore, if any 

firm’s market value is divided by that firm’s assets’ total value (that is, the firms’ assets’ 

replacement value), it determines Tobin’s Q. According to (Chung and Pruitt, 1994, 

Beiner et al., 2006) this yields the following formula: 

Q Value = Market Value of the Firm / Total Value of the Company Assets 
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It is very hard to obtain, or make an estimate of, the replacement costs of all business 

assets; thus another, alternative, formula that aims to establish the Q value of the 

company has been developed. 

Tobin’s Q is used because it is highly useful in illustrating the company value. When 

the value of the company is lower than one, the company continues to enjoy a generous 

market share, because the potential customers do not intend to create a similar product. 

Such a company will enjoy substantial interest, and thus its stock value will tend to 

increase, thereby increasing the Q ratio. Conversely, when the Q ratio of a company is 

of a value higher than one, the indication is that it will have a higher value than the 

replacement cost. This is likely to encourage the entry of other companies, who will 

produce similar goods or offer similar services to the public. This is likely to bring 

additional competition for the firm, as many new firms will come in to take a share of 

the high firm value. 

Tobin’s Q has been used as a measurement in this study because it explains many 

different business phenomena. This allows management to understand the cross-

sectional variations that exist between investment and decisions made by the firm. 

Additionally, Tobin’s Q value shows the relationship that exists between managerial 

equity ownership and company value, and demonstrates the link between managerial 

performance and gains from tender offers. It also shows the connection between 

investment opportunities and the responses from tender offers. From investors’ point of 

view, the Q ratio remains a statistical tool that serves as a proxy for the company value. 

The use of Tobin’s Q as a tool for this study was also motivated by the fact that it can 

measure the efficacy of the firm’s management in using company assets to create the 

value for the investors and shareholders. The core purpose of any business is to make 

significant profits for its investor, so this tool is critical, because it provides results that 

are vitally important to the investors. Although the Q ratio may not be the best value 

measurement tool, the fact that it offers outputs that are so important to the investors 

shows that it has significant value for this survey. 
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Just as scholars have identified so many value measures that show the value of the firm, 

several criticisms have emerged. According to Haniffa and Hudaib (2011), the lack of 

consensus between scholars affirms that measure is the best sign of a firm’s financial 

performance/ value. To prove their argument, these two scholars have argued that all 

the measures identified have various strengths and weaknesses. 

The return on assets (ROA) as a measure of a company’s profit was cited in a study by 

Demsetz and Lehn (2015), where it was held to be more of a representation of all 

underlying parameters, via an illustration of the year after a fluctuation, than of return 

rates in the stock market. This is because the stock market recovery rates involve a more 

reflexive aspect of anticipated future developments, rather than encompassing the 

current conditions of the business. Other studies involving corporate governance have 

used the same concept (Klapper and Love, 2004; Haniffa and Hudaib, 2011).  

The application of accounting-based measures fails to take into consideration the 

prospects of the enterprise’s future performance, although they remain the most general 

indicators of the current performance of the business. Conversely, the market-based 

measures of company value involve many problems and challenges in the context of 

emerging markets, simply because the firms in that environment tend to use debt 

financing rather than equity financing. The valuation of a company’s market share 

offers a reflection of market value, provided there is efficacy on the capital market 

(Gompers et al., 2013). 

Black et al., 2006 claim that the way insiders and outsiders view corporate governance 

can differ significantly. For instance, the use of accounting-based performance 

measures ROA and ROE, relates mainly to the wealth-generating effects of the 

mechanisms for corporate governance as they relate to the firm’s management 

(insiders). However, the measures that are market-based, like Tobin’s Q, generate a 

representation of estimations of the structure of corporate governance as it applies to 

the investors (outsiders). According to Wulf (2007), all of the accounting-based 

measurements maintain a direct straight connection with the firm’s business strategies 

and performance attained. For instance, about 80% of the studies that examine 

significant variables that affect the value of the company, have used the ROA and ROE 

accounting tools as the key variables for their studies. 
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5.4 CONTROL VARIABLES      

The control variables in research studies are those elements that (the researcher ensures) 

remain unchanged throughout the study. This happens so that in the consistent state, the 

relationship between the other variables under investigation can be better understood. 

Control variables therefore ensure the efficiency and validity of the study design. They 

are contributing factors that are eliminated from the experimentation for a clear 

understanding of the relationship between the variables under investigation. The 

relationship between independent and dependent variables is most aptly examined in 

the presence of control measures, since the latter remain constant, and thus enable clear 

insights to be gained into the examined variables.  

In this study, control variables have used to explain the firm performance/ value. Some 

studies such as (Morck et al., 1988; Yermack, 1996; Shin and Stulz, 2000; Daines et al., 

2010 and Gompers et al., 2003; Black et al.,; 2006; Chenhall and Moers, 2007) used 

different control variables. As presented in Table 5.3 a set of control variables that used 

in this study (e.g., profitability, liquidity, leverage and financial health). The researcher 

thus acknowledges that the factors used in this survey do not indicate any limitation of 

the control variables for corporate governance studies. Since previous researchers have 

used many other control variables, both present and future researchers have a range of 

variables to choose from, too. 

 

Control Variables 

Profitability 

Liquidity 

Leverage 

Financial Health 

Table 5.3 Summary of control variables used in the present study. (Source: Author) 
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5.4.1 Profitability 

The current situation facing the market is that of stiff competition, which tends to 

suppress the percentage value of a company’s profits. This calls for the use of strategies 

that will give the business a competitive edge. The pressing need is to maximise profits, 

thus the company’s financial planning must be integrated with all other corporate 

decisions, for improved value. The factors that are believed to define the profitability 

of a firm include sales, pricing strategies, expenditure and/or the cost of business 

operation. The success of the company is shown by the level of its profits. According 

to Kiyotaki and Moore (2012), the determinants of a company’s profitability may vary 

from time to time. This makes profitability useful as the control variable. For instance, 

when the interest rate on loans is reduced significantly, the income emanating from 

loans is also reduced significantly, and this will be reflected in the form of lower profit 

levels over the relevant accounting period. 

Statements of company income show the breakdown and detail of the revenues and 

expenses that the corporation has incurred for particular accounting period. The 

profitability may be measured using the profitability ratio, which offers an analysis of 

the financial health of the enterprise in that particular accounting period. The 

profitability ratio gives its measure by looking into the means by which profits were 

earnedin relation to sales and assets of the company (McMurrian and Matulich, 2016). 

The profitability ratio shows the level of efficiency through which the company made 

use of the available resources to create value for those investing capital into the 

business. 

This study has used profit margin and return on equity to measure the profitability of a 

company. 

• Profit Margin (PM)  

Profit margin (PM) is one way to determine a firm’s profitability and refers to the 

percentage of the revenue that remains following the deduction of expenses from sales. 

It can be calculated in the following way:  

                               Profit Margin = Net Income / Net Sales (Revenue) x 100 
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• Return on Equity (ROE) 

Return on Equity (ROE) is another way to determine firm profitability and determines 

how much profit a company produces based on a unit of shareholder equity. It can be 

calculated in the following way (where net income refers to sales following the 

deduction of expenses, and shareholders’ equity refers to the book value [sometimes 

called net worth]). It can be calculated in the following way: 

     Return on Equity = Net Income / Shareholder’s Equity x 100 

 

5.4.2 Liquidity  

The term liquidity, in the finance discipline, signifies the degree to which a firm’s assets 

can be exchanged in the stock market without this having any direct impact on the price 

of the asset. In the stock exchange markets in both the UK and the KSA, this rate varies 

for different participating companies. Therefore, there is need to define market 

liquidity, which is the extent to which the stock exchange market permits the sale and 

purchase of assets at stable prices. The study by Chamberlain and Gordon (2009) shows 

that liquidity plays a vital role in company survival. These authors further claim that its 

importance is rooted in the dynamics of sales, growth and the financial costs incurred 

by an organization. Another study, by Fang et al., 2009 asserts that liquidity reduces 

opportunism in/by the company’s management by stimulating a business environment 

that uses informed investors hence investment decisions increases efficacy. 

Connections have been made between company value and the liquidity ratio of the 

enterprise. This is because, through liquidity, the management can use internal liquidity 

to ensure the achievement of the company’s short-term goals. When there is a need to 

deal with short-term financial distress in the company, liquidity is indeed a critical 

factor. Chamberlain and Gordon (2009); as well as Fang et al., 2009 affirm that the 

company’s liquidity is extracted from the balance sheet of the firm this makes it a 

crucial factor for consideration when determining the financial health of the business. 

When a balance sheet is in the red, this indicates an operating loss. Thus, the firm must 

alter its priorities and its mode of operations, to bring itself into the black. 
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As noted by Kiyotaki and Moore (2012), when a firm’s liquidity ratio is considerable, 

this means that it has a lower susceptibility to shocks, internal obligations and financial 

hardship. This means that the management can make use of the available resources for 

expenditure. The firm, therefore, does not need to borrow funds to pay its expenses. 

However Fang et al., 2009 have noted that very high levels of liquidity generate 

increased opportunity costs for a company, meaning that the firm is no longer in a 

position to make investment decisions on its profits so that it can generate returns on 

them. Therefore, managers need to maintain the liquidity ratio at a level that is neither 

too high no too low. 

This study uses the cash ratio and the quick ratio to measure the liquidity of a 

company. 

• Cash Ratio (CR) 

The assessment of liquidity of a company and its capacity for meeting its short-term 

obligations is the cash ratio (CR). 

It can be calculated in the following way: 

Cash Ratio = (Cash + Cash Equivalents) / Current Liabilities 

• Quick Ratio (QR) 

The quick ratio is a short-term indicator of a firm’s liquidity, which determines whether 

a firm can satisfy its short-term obligations. The QR can be calculated in the following 

way: 

Quick Ratio = (Current Assets – Inventories) / Current Liabilities 
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5.4.3 Leverage 

Leverage refers to a firm’s ability to generate returns with a minimal cost of capital. 

Leverage in the context of financial management is a tactic encompassing the efficient 

utilization of borrowed funds in such a way that return on investment can be maximised. 

Leverage is concerned with employing debt and equity in a proper mix by the business 

entities (Rehman, 2013). The term leverage explains the relationship between the 

owned and borrowed funds of a firm that represents the capital structure of the firm. 

According to Barakat (2014), leverage is the technique of utilizing the funds belonging 

to a third party to the firm’s advantage. Firms employ financial leverage with the idea 

of earning higher level of returns on fixed cost funds as compared to the cost of owned 

funds. The objective of financial leverage is to increase the return on the investments 

of shareholders which provides a clear tax advantage to the firm, when borrowed funds 

are employed as interest payable thereon is available as deductible expenditure for tax 

purposes. The decision on financial leverage is fundamental to any firm since the firms 

can maximise their returns on investments by employing a correct mix of debt and 

equity in financing their operations (Gill & Mathur, 2011). It is also possible that the 

use of financial leverage might lead to negative outcomes in cases of excessive use of 

borrowed funds. Most companies leverage their assets to lenders, so that they can obtain 

funding for expansion. This means their debts may be at low interest rates, compared 

to the returns that expansion brings to the company. Many researchers have argued that 

leverage brings both positive and negative implications for the business.  

The relationship that exists between leverage and the firm value is well explained by 

the trade-off theory14. This theory indicates the existence of a capital structure for all 

companies, despite the fact that some leverage costs may be traded off through the 

merits of debt financing. Such costs are identified to include reduction of the equity 

agency cost and that of interest tax shields. Increasing the leverage of a company to the 

extent that the company’s marginal gain from that particular leverage equals any 

expected marginal loss from the bankruptcy cost, will lead to an increase in the firm’s 

value. It is at this point that the company’s value is considered to be optimal. The value 

of a company increases with the increasein debt financing, but only up to a certain level, 

                                                           
14 The trade-off theory suggested by Myers (1984) confirms a balance between bankruptcy and financial 

distress costs and tax saving arising from debt, generates a decrease in agent cost. 
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at which point it is seen as optimal if the leverage is equal to the cost of bankruptcy for 

the company. 

According to Black et al., 2006 the impact of leverage on the company value is 

dependent on management’s monitoring of the company’s operations. It is important to 

note that leverage plays a critical role in a company in that it helps to mitigate agency 

problems facing a company (Haniffa and Hudaib, 2011). This is because it is one of the 

most important corporate governance tools when it comes to cash flow challenges to 

companies. Bauer et al., 2004 argue that positive effects of leverage in a company may 

be evident when the management increases the external debts of the enterprise. This is 

because in that process the managers’ discretionary ability is largely constrained.  

This study has used debt to assets and debt to equity ratios to measure the leverage of a 

company. 

• Debt to Assets Ratio 

The ratio of debt to assets illuminates the proportion of a firm’s assets that are 

sustained using debt, as opposed to equity. It can be calculated in the following way: 

Debt to Assets = Total Liabilities / Total Assets 

• Debt to Equity Ratio 

Debt to equity ratio is used to determine a firm’s financial leverage, and can be 

calculated in the following way:               

                         Debt to Equity Ratio = Total Liabilities / Shareholders’ Equity 

When the debt to equity ratio is one, this signifies that financing in that company is 

equal for both investors and creditors. The value should be lower for stable businesses. 

When the value is higher than one, the business is at risk because most of its financing 

comes from creditors rather than investors. This is compounded by the detail that an 

increase of the company’s leverage bars the company from raising new debts. 

Significant financial risk is associated with elevated leverage since this is likely to have 

an impact on stock value. Furthermore, when a firm has elevated leverage, this hinders 

business effectiveness owing to careful creditor monitoring and, furthermore, 

significant interest. 
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5.4.4 Financial Health 

The financial health of a firm comprises its financial situation at a given time. The major 

areas that need examination when one is determining the financial health a company 

include its solvency, liquidity, operating efficacy and profitability. Financial ratios are 

critical in showing the relationship between various variables. Comparing the business 

assets and its liabilities allows one to understand the current financial position of that 

company, and it is through the financial health of a company that a firm attracts 

investment. Therefore, the financial health of a company is important to both internal 

and external players. The employees are motivated to hear that the firm is making 

profits because it reassures them of their job security. For investors, the financial health 

of an enterprise helps them to understand whether the company is capable of returning 

the investment capital. For the lenders, only the financial health of a firm tells them 

whether they are likely to get their money back.   

Kapopoulos and Lazaretou (2007) argue that the various practices in corporate 

governance vary from one industry sector to another, depending on the capital structure 

that is needed to start a business in that industry. Other factors revealed in that study 

are the complexity of operating the business, and ownership levels. With many markets 

now emerging, there is a wide variation in the corporate governance standards across 

industries, and the survival of many firms now depends on the strategies that they apply 

to gain a competitive advantage over their rivals. Every strategic plan needs to have in 

mind the financial health of the business so that the company can reap the most from 

its market share. 

In the present study, Z -1 * Zmijewski score is used as the financial health score’s proxy 

for understanding the financial condition of the sample companies that are included on 

the UK and the KSA stock markets (i.e. the FTSE 250 London Stock Exchange and the 

Tadawul). It determined a bankrupt firm when it requests a bankruptcy situation over a 

particular time period. It uses corporate financial performance as the benchmark against 

which the company’s functioning in all aspects is measured, to generate a picture of the 

firm’s financial viability. The Zmijewski score is employed as the proxy for a firm’s 

financial health15.When Z score is analysed as a statistic determined it as: In state of 

                                                           
15  Numerous accounting research projects draw on the Zmijewski score to determine whether a firm is 

operating in the context of financial distress (Pava and Krausz, 1996; Ruiz-Barbadillo et al., 2004; 

Johnstone and Bedard, 2004; Carcello and Nagy, 2004). Given that the present study seeks to determine  
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firms with probability greater or equal than 0.5 are classified as bankrupt (Kleinert, 

2014) .  

The study has used this formula:  

Z score = - 4.336 - 4.513 𝑋1 + 5.679𝑋2 - 0.004𝑋3 

Where: 

𝑋1: Net Income To Total Assets Ratio 

𝑋2: Total Debt To Total Assets Ratio 

𝑋3: Current Assets To Current Debt Ratio 

Managers are responsible for paying their company’s current expenditure. Thus, it is 

essential to note that managers must have effective control over the enterprise’s 

resources. The behaviour of executives dictates the direction that a company takes, 

because executives make many critical decisions on behalf the enterprise. Through tax 

shield computations, there is a positive relationship between the performance of a firm 

and the firm’s leverage. The problem of under-investment is likely to have a negative 

impact on the company’s value. There is a need to invest company resources into 

society because the company’s effect upon society can have a major effect upon the 

company’s ability to attract funding from potential investors. 

5.5 CORPORATE GOVERNANCE  

This section discusses the variables that are critical in influencing the corporate 

governance of a firm. Corporate governance uses four different scores to illustrate the 

variables covered by this study. These encompass features of the audit committee and 

the board of directors that will also be explored in this section. 
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5.5.1 Board of Directors  

According to Bhagat Black (2002), a range of factors within and outside a company are 

highlighted in the academic studies of corporate governance as having an impact on the 

financial worth and functioning of a business. These factors include the constitution of 

the board, especially the number of members, its autonomy and the performance of the 

Chief Executive Officer (CEO), the role of senior managers, internal political issues as 

well as national politics and statutory requirements. According to Yung (2009), the 

board of directors is chosen by a given firm’s shareholders, the purpose of the board 

being to resolve the issues its shareholders request (since shareholders cannot schedule 

frequent meetings). This is especially true if the number of shareholders is high. Monks 

and Minnow (1998) describe the board of directors as the interface between the 

shareholders and senior managers. The shareholders may be located anywhere on the 

globe and the board of directors provides a link between them and senior decision-

makers based in the company’s headquarters. 

Hanrahan et al., (2001) argue that a significant function of the board of directors is to 

mediate between corporate governance and profits. The principal function of the board 

with regard to financial matters is to undertake its fiduciary duties. These include 

oversight of the decisions of managers and the recruitment of employees. According to 

Raheja (2005) and Adams and Ferriera (2007), the two most significant roles of the 

board are to monitor and advise. Furthermore, as Adams et al., 2008 have noted, the 

board is also responsible for selecting and having oversight of the operations of an 

independent auditor to defend the company’s financial interests. According to Rossouw 

et al., (2002), the central obligation of the board is to maintain the interests of 

shareholders, but it is also the case, as noted by Brennan (2006), that boards should 

guarantee compliance and effective managerial practices. That can be achieved in 

different ways, including oversight of the activities of managers, especially their 

strategic decisions, providing guidance and leadership, ensuring the provision of 

adequate resources, surveillance and holding senior managers to account. 
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The principal functions of boards have been identified in earlier research as including 

the following:  McNulty and Pettigrew (1999) focused on the function of boards in 

providing oversight of the company and their role in decision- and policy-making at a 

strategic level. Finkelstein and Hambrick (1996) commented on their importance in 

preserving a firm’s reputation and compliance and Johnson et al., (1996) highlighted 

their task of obtaining resources for the company. Fama and Jensen (1983) have 

identified their role in validating the decisions taken by managers and ensuring their 

efficacy. Owing to the fiduciary obligations that the board of directors have to 

shareholders, their role in corporate governance affairs is considerable, and it relates to 

the supervision and evaluation of senior managers and the CEO. The role of boards is 

further enhanced by their involvement in the strategic decision-making of firms. 

Furthermore, Jensen (1993) and Brennan (2006) have stated that boards can only defend 

the interests of shareholders if they fulfil their functions competently. The number of 

members of a board, its make-up and diversity can all influence its ability to function 

competently. The purpose of the next sections is to examine the executive directors, 

board size, the frequency of board meetings, and non-executive directors with respect 

to the effect they have on firm value. 

5.5.1.1 Executive Directors 

Boards that include executive directors and non-executive directors are designated 2-

tier boards.16 The executive directors carry the direct responsibility to manage the 

business and resources of the company. Numerous research projects have found that 

when several executives have positions on the board of directors, the firm’s 

performance is typically more effective. As a case in point, Hutchinson (2005) indicated 

that investment opportunities become more positive when the board contains 

executives. The role of executives as directors has received recognition in view of the 

fact that such directors have a comprehensive understanding of the business of the 

company and hence are well suited to take decisions concerning the business of the firm 

(Nicholson and Kiel, 2007). However, according to agency theory, executive directors 

have a tendency to align their personal interests with the company’s objectives, and to 

take decisions to achieve personal gains.  

                                                           
16 1-Tier is a single board system, compromised of both non-executive and executive directors and 

directors (Jungmann, 2006). 2-tier is a dual board comprising a supervisory board and a management 

board that each act autonomously (Jungmann, 2006). 
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A key function of the board relates to monitoring, disciplinary issues, and the 

enhancement of managerial efficiency, thereby ensuring that managers can maximise 

the interests of shareholders.  

Though a crucial source for the board for obtaining firm-specific information are the 

executive directors, as stated by Raheja (2005), the insider directors may pursue 

personal gains and the CEO may not demonstrate independence, leading to distorted 

objectives. 

The executive directors’ measure is determined by how many executive directors are 

present on the board. 

5.5.1.2 Board Size 

Board size is a measurement of the number of individuals who are members of a firm’s 

board of directors. The core duties of the board or the council in a company are the 

monitoring of all business projects and the making of decisions about the succession of 

the company CEO. The board comprises members who operate both inside and outside 

the company. The directors of the enterprise understand the entirety of their firm’s 

investment projects, as proposed by the CEO, and those from outside use CEO 

succession to give the insiders greater morale and to reveal critical information useful 

in decision making (Dalton et al.,1998). There have been empirical studies whose 

findings are mixed, as far as the relationship between the value of a firm, and the board 

size is concerned. Jensen (1986) records that a small board size contributes to the high 

performance of a company, when the agency cost is considered. Other studies have 

shown that an increase in board size will also lead to an increase in problems of co-

ordination and communication. These problems will impede the smooth monitoring of 

management behaviour, and cause agency problems within the firm. The two studies 

thus have concluded that a small board size leads generates high value, yet others show 

that a small sized board brings problems to a company and may permit managers to 

pursue their own interests at the expense of the company.  

Large boards require the CEO of the company to remain vigilant and control all of the 

board, rather than have the board control the management. This means that the company 

CEO must be given greater power, to perform this role effectively. Nevertheless, 

several studies, including (Dalton et al., 1998) and (Lehn et al., 2009), demonstrate that 



155 
 

increased board size corresponds to positive financial performance. This echoes the 

company resource dependence theory, which states that the large size of such a board 

creates external linkages. The board members will also have the chance to exchange 

ideas that when implemented, will contribute to the continued growth of the company. 

As was previously noted, board size refers to the number of individuals on a firm’s 

board. Some of the privileges that a company will enjoy when the size of the board is 

significant include enhanced access to new technologies, increased access to markets 

and even to raw materials. Large boards also play the critical role of enhancing the 

quality decisions, because they settle on decisions through consultation and voting 

(Lehn et al., 2009). This means that the decision settled upon are well thought of by 

every member of the board. These decisions are also based on the diversity of education, 

and the range of industry experience brought to the board by the many different 

members, which will lead to an elevated quality of advice to the CEO, which will in 

turn improve the performance of the firm. The range of conclusions reached in the 

previous studies on this variable makes the researcher unable to clarify whether a small 

or large size of board is best. However, in the interests of this research accomplishing 

its goals, it is notable that the companies’ annual reports indicate that a good board, that 

will improve the value of a firm, should have between three and ten members 

(Bennedsen, et al., 2008). These board sizes are manageable, and their remuneration 

will be not a threat to company resources. 

The total number of directors on the board is used as measure of board size 

5.5.1.3 Board Meetings  

The number of times a board meets in any given year can be regarded as an indicator 

of its efficacy. Persons (2006) suggests that if the board meets often, this may indicate 

how conscientious and attentive it is in fulfilling its function of oversight. According to 

Khanchel (2007), one aspect of effective corporate governance is the frequency with 

which the board is convened, and this is in line with agency theory. Vafeas (1999) 

argues that cost savings can be achieved if the regularity of board meetings is set 

effectively. Similarly, Xie et al., (2003) suggest that the engagement of the board, which 

is seen in the regularity with which it meets, affects its capacity to perform its function 

of oversight efficiently and to offset disputes within the company. Nelson et al., (2010) 

argue that the benefits of enhanced oversight include assurance that information is 
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received and understood, reduced outlay by the company and better performance. 

Shivdasani and Zenner (2004) have argued that board meetings ought to be improved 

in those cases where more supervision is required. 

According to Conger et al., (1998), stakeholders believe that if boards meet more often, 

this can improve their efficacy and consequently their capacity to defend the interests 

of stakeholders, and this can then lead to a greater sharing of information. Shivdasani 

and Zenner (2004) have also suggested that more regular meetings of the board can 

improve communication and the sharing of information between directors. Laksmana 

(2008) has argued that an enhanced frequency of meetings facilitates a more efficient 

division of work and allocation of tasks to committees. This can, in turn, facilitate better 

decision-making by the board, and greater transparency. Furthermore, Laksmana 

(2008) states that there is a link between the frequency with which a board meets, and 

enhancement in corporate reporting.  

Another benefit of an engaged board that meets frequently, is that it can spend a greater 

amount of time on matters relating to the environment and corporate social 

responsibility. It is evident from the above that the efficacy of a board is reduced if it 

does not meet frequently and, according to Demb and Neubauer (1992), its capacity to 

develop the strength of the company is thereby diminished. 

The evidence indicates that more attention must be paid to the determinants of board 

effectiveness, and this includes meeting frequency (Van den et al., 2004). It has been 

demonstrated by Laksmana (2008) that more frequent board meetings can result in 

greater transparency this is an issue that had not been considered in previous research 

into environmental disclosure. Laksmana’s (2008) study specifically shows the positive 

relationship between more regular board meetings and a willingness to reveal 

information about compensation. Conversely, research by Cormier et al. (2010) failed 

to demonstrate a link between board meetings and willingly revealing information 

relating to corporate governance. This finding is supported by Nelson et al., (2010) 

study of listed companies in Australia. Those scholars found only a statistically 

insignificant link between the type and quantity of mandatory executive stock option 

disclosures, and board meetings. 
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The board meeting’s measure is determined by the attending numbers at the board 

meeting in a year. 

5.5.1.4 Non-Executive Board Members 

Many company boards have members who are not executives, where non-executives 

are those individuals who do not participate in decision-making at the day-to-day level 

of the firm’s activities. They are, however, involved in policy making and the planning 

activities of the enterprise (Önel and Gansuwan 2012). These members bring balance 

among the board members. They are important to the company because of the roles that 

they undertake; these range from strategy, performance appraisal, risk control and the 

management of people. Non-executives can challenge the management and help in 

proposal development, which is geared towards improving the company’s value. 

The fact that the management usually makes decisions on behalf of the company can 

bring biases, especially when the managers have their own vested interests. The 

presence of non-executive directors on the board helps to assure objectivity in the 

board’s decisions (Khan and Awan, 2012). Through the non-executive members, 

disagreements between managers are mediated by the non-executives to ensure smooth 

operation of the company. Non-executive board members also help to improve 

relationships not only internally, but also between management and other stakeholders. 

The non-executive directors are in a better position to undertake the monitoring role 

more than the executive team is, due to their independence. For the present research, 

the measure of this variable is numerical, as this study uses the number of these 

members as the factor that will determine whether they affect the company value. Önel 

and Gansuwan (2012) hold that non-executives have sufficient independence that 

allows them to critically appraise and guide the executive team in a constructive 

manner. Non-executive members of the board are valuable safeguards against 

asymmetric information provision between executives and shareholders because they 

provide opinions that arise from engagement with all stakeholders. Ultimately, this has 

the potential to contribute to firm value, because it limits the potential severity of the 

agency problem. 
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The voices of the non-executive members can be heard if they are given independence 

when making their decisions. According to Hassan et al.,2016), non-executives help in 

networking, and in the improvement of information flow both within and outside the 

company, which reduces uncertainty. The independence of these non-executive 

directors allows them to offer strategic advice that can protect the business’ resources, 

without collusion with any stakeholder.  

However, according to the theory of stewardship, the non-executive members function 

as part-time workers for a company. This undermines their ability to provide 

comprehensive monitoring and advice to the board because they themselves lack 

comprehensive information about what is happening within the firm. Their ability to 

offer informed decisions that improve the performance of the company is thus limited, 

according to the stewardship theory. Consequently, the managers, as insiders, hold the 

power to carry out the monitoring exercise and evaluate the business performance 

(Arosa et al., 2013). 

Several studies have demonstrated a statistically significant relationship between firm 

value and the role of non-executive members of a firm’s board of directors (Laing and 

McKnight., 2012; Gordini, 2012; Khan and Awan, 2012). It is notable that this issue 

has been considered in terms of the proportion of the board occupied by non-executives, 

where the proportion and its variance from company to company is indicated in annual 

reports. 

The total number of non-executive directors on the board is used as measure of 

non- executive directors. 

5.5.2 Audit Committee 

The comprehensive and efficient reporting of financial information may improve the 

value of a company in the market. The work of the audit committee (AC) is therefore a 

matter of significant interest to stakeholders.  

The functions of the AC have developed incrementally. From its origins as a voluntary 

form of oversight, which passed financial information on to stakeholders and was used 

only when a company was facing increased costs, it has now become a major element 

in corporate monitoring, and as such has started to receive greater attention from 

regulatory bodies and the general public. Today, the major functions of an AC, as set 
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out in the Sarbanes-Oxley Act 2002, Section 2, are to monitor the way in which a 

company performs its accounting, its auditing procedure and the manner in which it 

reports financial information. Abbott et al., 2002, argue that this implies the AC must 

comprise members with relevant qualifications, and that it should be engaged with 

stakeholders and impartial, in order to adequately protect matters of public interest. 

 As research studies have demonstrated, the AC’s contribution in the domains of 

internal and external audit, the management of risk and the procedures for the reporting 

of financial data, is of fundamental importance. Consequently, an audit committee that 

operates efficiently can reduce disputes within a company, defend the interests of 

shareholders and so contribute to increasing the profitability of a company. An 

increasing number of the aspects of an audit committee that contribute to increased 

company value is now being identified in the burgeoning literature in this field. 

The purpose of the audit committee is to supervise board activities, and to focus in 

particular on matters such as financial reporting, risk management frameworks and 

internal control systems. The AC meetings are held according to company provisions, 

but commonly it meets once in a year. Those companies listed on the London Stock 

Exchange market must have an AC containing two or three non-executive members. 

The presence of these indepdent parties improves the AC’s to execute duties for the 

company. Companies on the Stock Exchange Market have a similar, directive, policy. 

The importance of the AC meeting is to ensure integrity, professionalism and honesty 

in dealings with the enterprise’s resources. The key attributes of the AC, according to 

the existing literature, will be further examined, and in particular their relationships 

with variables such as meeting frequency and size. 

5.5.2.1 Frequency of Audit Committee Meetings 

Meetings of the AC permit the monitoring of integrity, specifically with regards to the 

financial statements of the company, for it is during these meetings that the 

corporation’s financial reports are revealed. Önel and Gansuwan (2012) suggest that it 

is important to note that the efficiency of this function can be enhanced if the AC’s 

meetings are frequent. Therefore, this study measures this variable in terms of the 

number of meetings that a company’s AC holds. A company that holds AC meetings 

frequently and reports on a quarterly basis, enhances its ability to keep management in 
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check and prevent their mishandling of the company’s resources. Another important 

aspect of AC meetings is the control they can exert over the financial statements of the 

enterprise. It is through AC meetings that recommendations are made, concerning the 

board’s decision to appoint or remove an auditor. This allows the company to ensure 

the clear reporting of finance resources to the company. During AC meetings, the 

instances of any missing cases, data errors and missing variables, etc. are reported, and 

the AC offers the way forward as far as disciplinary actions are concerned. During the 

AC’s meetings, the auditor to the company presents the audit report that covers the 

entirety of projects that the firmhas allocated funds to. This keeps the management in 

check, so that they do not misappropriate resources to serve their own interests.  

Through the AC meetings, the managers are supposed to explain on any missing funds, 

and any disciplinary actions against them are progressed according to the relevant 

company policies. Thus, the AC brings transparency to the company’s resource 

allocations, helping the company’s value to increase. Frequently, an outcome of an AC 

meeting will be to prevent managers from spending business resource on activities that 

are unlikely to add value for the company’s investors. This will tend to promote the 

company’s value, since resources will reach the projects they are intended for.  

In many of the companies sampled for this study, it is evident that the number of AC 

meetings held each year depends on sector or industry norms. Companies dealing with 

fast-moving products generally hold AC meetings more frequently than their 

counterparts in the banking and mining industries. This is because companies with rapid 

turnover of product will undertake many transactions within a short space of time, and 

that can create a loophole whereby managers use company money in other projects and 

return it when the audit meeting is approaching. As a result of this, it has become 

common for many corporations to hold AC meetings without notice, so that managers 

who are tempted to behave in this way can be more easily identified. 

The number of audit committee meetings held in a year is used as measure of audit 

meeting. 
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5.5.2.2 Audit Committee Size 

The term audit size’ as it applies in the context of this study refers to the extent of 

experience that an auditing firm has, in the field of undertaking audits. The selection of 

auditor for a company may cause that company to look into the size and profile of that 

firm in terms of the clients it serves, which may (or may not) have an influence on how 

they will undertake the process of audit. The audit size affects corporate governance 

because it affects the incentives that the auditor can point to, to justify its being 

appointed (Yasser et al., 2017). Small audit firms may be discriminated against in the 

market, because potential clients may think they lack the appropriate experience. 

However, some managers may favour them, thinking smaller firms more likely to alter 

a breach so that they can retain the client involved. Of course, this is against the laws 

and ethics that govern auditors and the process of auditing. 

Audit size is an important factor to consider, because an auditing firm that is larger in 

size will have many clients, and thus will never alter clients’ reports because they have 

more than enough clients on their books. This study assumes that the size of the audit 

firm’s experience does not matter, because the quality of the audit is the only relevant 

factor. 

Regardless of the size of the auditing firm, its clients expect transparency in its work 

(Hassan et al., 2016). The job of the auditor is to thoroughly examine the company’s 

assets, record the findings and make a report to the company’s stakeholders about the 

business as a whole. When the quality of the auditor’s report is good, and does not 

contain any ‘alterations ’, it will reflect the true value of the firm. Ideally, this will allow 

all parties, both within and outside the company, to make informed decisions about 

making further investment in the company or withdrawing their investment from it.  

The auditing of companies ensures transparency in the work of managers, who are 

entrusted with investors’ money. In this study, the audit committee is used as a proxy 

for audit size, where the audit committee comprises board members who are sufficiently 

trusted by their colleagues to be afforded the role of supervising the firm’s financial 

reporting. The AC may often disclose the financial position of the company to its 

investors, lenders and any interested party. There is thus a need to have independent 

members of the AC, so that the committee’s work reflects the true picture of the 
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company finances.  Some members of the committee are thus drawn from outside the 

management of the company, to ensure their independence.  

The number of member on audit committee is used as measure of audit size. 

5.6 SUMMARY 

This chapter, which considers data and measurement, has described the relevant sample, 

value variables, control variables and the corporate governance variables. The sample 

used in this research is made up of 26 firms from the UK’s stock exchange, and 30 firms 

from the KSA stock exchange. These companies belong to different economic sectors 

within the two countries. These sectors include the banking industry, agriculture, 

mining and transport. The data used in this research was obtained from the various 

companies’ annual reports, from both the UK and the KSA. The study uses control 

variables of profitability, liquidity, leverage and financial health. Corporate governance 

is examined by assessing the impact that several variables (including executive 

directors, board size, board meeting, non-executive directors, the frequency of meetings 

and audit size) have on firm value. 
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Chapter 6 

METHODOLOGY, A REVIEW OF SMART PLS AND 

PRELIMINARY RESULTS 

6.1 INTRODUCTION 

This chapter is concerned chiefly with philosophical paradigm and the methodology 

relevant to this study. It shows the ontological and epistemological considerations and 

discussing the philosophy of research and justifies positivism selection of this study. 

Next, provides information relate to inductive, deductive and abductive research 

approaches and explains why it chosen deductive. After that, given the methodological 

methods and the purpose for chosen the quantitative, along with the preliminary results 

employed for the evaluation of the research framework.  An overview is given of the 

structural equation modelling (SEM) chosen for data analysis, and the rationale for 

selecting the Partial Least Squares (PLS) technique is presented. These techniques’ 

preliminary results involved missing data’s treatment that examined for descriptive, 

correlation, and outlier matrix analysis for which SPSS was used for screening and 

cleaning. 

 

6.2 ONTOLOGICAL & EPISTEMOLOGICAL CONSIDERATIONS 

According to Saunders et al. (2012), research is an orderly method of finding out things, 

which allows researchers to know more about the phenomenon they are studying. This 

definition, with its emphasis on strong organisation, makes it clear that specific research 

philosophies, strategies, methods and tools will provide research findings with validity. 

Saunders et al. (2012) assert that the methodology used to answer the research question 

is a crucial factor in meeting research objectives. Before setting out the reasons why 

this study employed a particular philosophical approach, strategy and methods, it is 

useful to consider ontology and epistemology - since they are the two major influences 

on how a researcher views the world and shape research philosophy (Adams et al., 

2007). 
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6.2.1 Ontology 

Ontology represents what researchers think about the existence and the characteristics 

of reality in the world they are examining. Saunders et al. (2012) note that ontology 

starts from the assumption that the real world contains knowledge which can be 

examined and tested. Ontology is subdivided into two categories: the objectivist and 

the subjectivist position. Objectivists assert that reality exists independently of social 

actors and is therefore external to society and cannot be modified or influenced by the 

researcher. Subjectivism takes the opposite point of view, and maintains that it is the 

social actors who are creating the perceptions of reality they are then going on to study 

(Adams et al., 2007). This study will be based on the objectivist viewpoint. 

6.2.2 Epistemology 

Epistemology is closely connected to ontology and focusses on the methods researchers 

can use to reach an in-depth understanding of the nature of reality - whereas ontology 

concentrates on the existence of reality. Johnson and Duberley (2000) point out that 

epistemology also considers the source of knowledge, and whether it is correct. Positive 

epistemology provides an explanation for the phenomena in the social world by 

determining the causal connections which exist between its parts. Anti-positivist 

epistemology, however, takes an opposing view and argues that all social phenomena 

can be understood through the perceptions and attitudes of the social actors who are 

playing a part in the phenomena (Saunders et al., 2012). This study sets out to 

investigate the impact of corporate governance practices on firm value. As a result, the 

study will adopt positive epistemology. 

6.3 RESEARCH PHILOSOPHY  

All research studies’ foundation, as per Saunders et al. (2012), is based on the research 

philosophy and, depending on the nature of the research, the researcher can determine 

the optimum method of collecting and using data by understanding research philosophy. 

Further, Collis and Hussey (2013) stated that a researcher can also benefit from 

understanding the research philosophy as it can help in determining the best instruments 

for the research objectives. In order to understand the various philosophical concepts, 

as well as various methodological terms, Saunders et al (2012) developed the research 

"onion", which shows the different types of research philosophies, the related 

approaches, strategies, and methods available to carry out research in the field of 



165 
 

business (see Figure 6.1). Four types of research philosophy are included in the research 

“onion”: positivism, realism, interpretivism and pragmatism. These four research 

philosophies mirror the different types of knowledge that are most appropriate for the 

research within the specific field under investigation.                                 

 

                                Figure 6.1: “The research ‘onion’   Saunders, et al. 2012” 

6.3.1 Positivism 

Saunders et al. (2012) explain that the positivist research philosophy supports research 

that involves an investigation of an independent social reality that is observable. That 

is, positivist researchers view reality as existing in an objective manner that means it 

can be measured or quantified without being influenced by a researcher (Collis & 

Hussey, 2013). The main goal of positivistic researchers is to discover the truth through 

the use of scientific style methods to generate knowledge in a systematic order. A 

positivist approach is usually reliant on quantification as a way of ensuring the accuracy 

and the credibility of research outcomes, and the data is discovered and presented using 

empirical methods (Johnson & Duberley, 2000). Research that uses this philosophical 

approach presents “law-like generalisations” that are similar to the research outcomes 

within natural sciences research (Saunders, et al., 2012). 

Research that is positivist in nature focuses on the development and testing of 

hypotheses about the nature of the world. These hypotheses are tested by the researcher 

by collecting data from a representative sample of a larger population, and they are 

either accepted, modified, or rejected, based on the data collected, with the results 

generalised to the wider population (Saunders, et al., 2012). As stated by Adams et al. 
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(2007), highly structured methods are used by positivist researchers such that 

quantifiable observations as well as statistical analysis can be strongly focused on. 

6.3.2 Realism 

Realism is an epistemological position that has some similarities to positivism, as it also 

involves using a scientific approach to research and developing knowledge (Saunders, 

et al., 2012). Moreover, critical realism and direct realism are the two forms of realism. 

Sobh and Perry (2006) and Saunders et al. (2012) stated that in direct realism, the 

researchers’ observations are their discovery, while in critical realism, the researcher 

considers the wider picture and not only the specific details. 

6.3.3 Interpretivism 

Interpretivism views reality as existing in multiple forms and as not being independent 

from social actors. The impact on the topic being researched from the researcher is 

acknowledged, and the researcher is seen as part of the social world, which can also 

undergo change (Saunders, et al., 2012). An interpretive approach posits that reality can 

only properly be researched and understood through subjective interpretation (Scotland, 

2012). In other words, according to interpretivism, reality is socially constructed and it 

is not possible to study it entirely objectively or to for participants to be objective. This 

is due to the understanding that people’s perceptions of their own lives and activities 

can be better understood by considering the impact of the social context on people’s 

behaviour (Collis & Hussey, 2013). An interpretivist approach involves the collection 

and analyses of qualitative data to obtain knowledge. This approach is used in the social 

sciences a sit is more appropriate for studying social and cultural phenomena than 

statistics. An inductive approach forms the basis of qualitative research, with the data 

collected and examined, and theories built on the results gleaned from an examination 

of that data (Power & Gendron, 2015). 
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6.3.4 Pragmatism 

Pragmatism combines both positivism and interpretivism by utilising the viewpoints of 

both of these philosophies. Therefore, in order to answer the research questions, 

external or multiple views of reality can be examined. Using a pragmatist approach 

means that the research questions determine the most appropriate philosophy for 

underpinning the research and what is seen as acceptable knowledge (Saunders, et al., 

2012). A pragmatist research philosophy posits that both positivism and interpretivism 

can be combined in a single research study according to the best way to collect and 

analyse data to answer the research questions. This suggests that the same research 

study can implement quantitative as well as qualitative data collection methods 

(Saunders, et al., 2012). 

6.3.5 Selection of a Positivist Research Philosophy 

Considering the nature of the problem being examined in this study, it uses a positivist 

approach. Moreover, the research is also guided by this and other related fields’ 

reviewed literature. As stated by Aliyu, et al. (2014), a deductive process is used in a 

positivist approach for evaluating causality. For this, Cresswell (2014) states that 

hypotheses should be developed and the casual relationships existing between variables 

should be modelled using quantitative methods for testing the suggested hypotheses and 

relationships, that the researcher must maintain its independence from the research. A 

study is considered to be positivist, states William (2007), if it is founded on pre-

determined relationships, tests hypotheses, uses quantifiable methods for measuring 

constructs, and uses a sample from a population for generalising the results to that 

population on a wider scale. Further, Ryan et al. (2002) and Chan et al. (2013) note that 

in a positivist approach, the analysis and investigation instruments generally include 

case studies, experiments, statistical analyses, and questionnaire surveys. 

This study uses a positivist approach, since this is suited to investigating corporate 

governance practices in the UK and the KSA by examining firms' annual reports - an 

approach which will enable the observer to remain detached from the phenomenon 

which is being evaluated. Saunders et al. (2012) argue that positivism is more 

advantageous and useful if the type of problem needs to recognise and understand 

elements which impact on the outcome. This study will therefore take a positivist 

approach, since it sets out to investigate the impact of corporate governance practices 
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on both financial heath and value of firms which are listed on the London Stock 

Exchange (LSE) and Saudi Stock Exchange (Tadawul). 

6.4 RESEARCH APPROACH 

Saunders et al., (2012) list three types of research approach: deduction, induction and 

abduction. Each approach is particularly effective when used with a specific 

philosophy: for example, deduction is well suited to positivism, and induction works 

well with interpretivism. The abductive approach can include both the deductive and 

inductive approaches, and fits a range of different philosophies. 

6.4.1 Deduction 

Saunders et al., (2012) state that deduction involves moving from theory, or the general, 

to data, or the particular. This study began by looking at learning theories and then 

proceeded to examine how gaming technology impacts on learners - and finally 

compared the effects of gaming technology and e-books , in terms of their impact on 

learners. There are a number of steps associated with deduction (Blaikie,2010),namely: 

to determine the notion, premise and factors to examine the relationships between the 

concepts, and then move on to compose a theory. The next step is to use the literature 

review and theory to define factors, and test the factors and the original premise. The 

third step is to test both the premise and the arguments in the literature review which 

have generated variables and factors, before putting the results side by side with the 

theory and seeing if it creates unambiguous understanding. Once this is done, the 

researcher must look at the premise and factors, in order to measure and analyse them. 

Finally, if the researcher finds that the outcome is inconsistent with the research 

concepts, the test has failed. If the opposite is true, and the analysis results meet the 

theory concepts, the theory has been confirmed. Gill and Johnson (2010) make the point 

that when deduction is used alongside quantitative methodology, it is vital to have a 

large research sample and a well-structured methodology. 
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6.4.2. Induction 

Saunders et al. (2012) define induction as the process of moving from data to theory, 

adding that induction is founded on gathering data about a particular phenomenon, to 

get a clear view of the problem. Analysing the data directs the researcher on the way to 

building a theory. As noted earlier, induction moves from data (the general) to the 

theory (the specific) and is used with qualitative research. Since it does not demand a 

strictly structured methodology, it can use a small sample for collecting data. 

6.4.3 Abduction 

Suddaby (2006) asserts that an abduction approach regularly moves between deduction 

and induction. Abduction observes, studies and monitors the fact of both phenomena 

by using the concepts gleaned from theories to test and observe the phenomena. Next, 

the findings are used to create a robust theory or model, which will correctly and 

precisely explain real phenomena or events. 

This study adopts a deductive approach, because the study is informed by scientific 

principles and uses existing hypotheses. The findings are also extrapolated from 

quantitative data and rely on analytical procedures. The researcher relates variables 

rather than examine the context, a methodology that promotes the adoption of a 

deductive approach. A further reason for choosing the deductive approach for this study 

is the existence of a large sample size from which to generalise the result.   

To underpin the research, the researcher performed some preliminary steps, which 

include the development of hypotheses related to the association of variables that is the 

basis of the study. The study clarifies these hypotheses, which will be analysed, and 

explains the measurement of variables.  

To illustrate the impact of corporate governance on firm value, a specific research 

strategy is adopted by the researcher, which related to the aforementioned hypotheses. 

An experimental research strategy is used to analyse the relationships among the 

variables. Hair et al., (2012) define experimental strategy as the true experiment that 

manipulates a variable at a given time and randomises the remaining variables 

accordingly.   
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By drawing on data analysis techniques, this study seeks to generate reliable and valid 

responses to the research questions, thus illuminating the relationship between 

corporate governance practices in UK and KSA firms and their financial health, as well 

as firm value. This study draws on the deductive approach, since it relies on hypothesis 

formation and testing, and it relies on the positivist philosophical paradigm to generate 

objective and knowledge that can be generalised. Ultimately, as has been noted by 

Hussey and Hussey (2009) and Saunders et al., (2012), it is important to remember that 

research objectives can never be achieved successfully in cases where the research 

design is not appropriate. 

6.5 RESEARCH METHODOLOGY 

Saunders et al., (2012) note that there are three main research methods: quantitative, 

qualitative and mixed methods, and that each is suitable for a particular type of research.  

6.5.1 Quantitative 

Quantitative research methodology focuses on measuring numerical data and examines 

the link between research variables. Data is analysed by using statistical tools (Saunders 

et al., 2012). Dawson (2013) and Pickard (2013) add that this research method is based 

on a framework derived from a literature review, and it is this literature review which 

assists the researcher to choose aims and objectives and create research hypotheses. 

Generally, quantitative research tests theories by using a positivist, deductive approach 

.Saunders et al., (2012) state that this research method can also take an inductive 

approach when constructing a theory. 

6.5.2 Qualitative  

Dawson (2013) states that qualitative research is used to examine behaviour, views and 

experiences by gathering data through interviews and focus groups. Saunders et al., 

(2012) assert that qualitative research methods focus on an in-depth evaluation of what 

participants believe, feel and have experienced, by using a range of data collection 

methods and analytical processes, on the basis of which a framework is constructed. 

The authors add that qualitative research uses an inductive approach and interpretivism, 

in order to build a theory or a model. 

 

 



171 
 

6.5.3 Mixed Methods 

As the term implies, mixed methods approaches include both quantitative and 

qualitative methodology, in order to come to an accurate understanding of research 

hypotheses and investigation (Creswell, 2007; Creswell & Clark, 2011; Saunders et al., 

2012). In addition, since the mixed methods approach  seeks to gather both quantitative 

and qualitative data, it necessarily has to use a number of data collection techniques 

(Creswell, 2011; Saunders et al., 2012). 

Clarke (1998) states that corporate governance research tends to use quantitative, 

qualitative and mixed methods. This study will use quantitative methodology because, 

corporate governance research predominantly uses the quantitative method (Cai and 

Tylecote, 2008; McNulty et al., 2013). This becomes evident when looking at studies 

on the precursors of corporate governance compliance and disclosure practices ( 

Elshandidy and Neri, 2015; Hassanein and Hussainey, 2015; Hussainey and  Al‐Najjar, 

2012; Mallin and  Ow-Yong, 2012; Ntim et al., 2012a; Ntim et al., 2012b); and the 

impact on firm value/performance  (Connelly et al., 2012; Leung et al., 2014; Müller, 

2014; Ntim, 2015; Pandey et al., 2015; Terjesen et al., 2015) . The above cited  work 

used chiefly quantitative data. 

This study aims to produce findings which are both valid and reliable (Collis and 

Hussey, 2014) and will therefore use statistical analysis methods. Neither qualitative or 

mixed methods approaches are not suitable  for the purposes of this study, since it is 

difficult to gather objective data on the effectiveness of corporate governance practces, 

and the influence on the firm value .Collis and Hussey (2014) and Saunders et al., 

(2012) agree that positivist researchers  should use data-based surveys to answer their 

research study's questions, and this study will thus base its conclusions on the 

quantitative data is collects during the research process. The ETPM theory is based on 

empirical findings, whereby the researcher uses the positivist understanding to conduct 

the research methodology process (Ardalan, 2012). 
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6.6 INTRODUCTION TO THE STRUCTURAL EQUATION MODEL (SEM) 

The SEM method support social and behavioural science studies over the past decades 

and considered as the efficient tool for statistical development (Hair et al., 2014, 

Reinartz et al., 2009). The SEM is a powerful technique that combines complex path 

models with latent constructs (Ardalan, 2012). It is considered as a credible explanation 

to relate the variables when two matrices are consistent with each other. It easily 

interprets the complex data and relationship among the variables as well as overcome 

measurement errors occurs in the co-efficient (Hair et al., 2014). In another words, SEM 

obtains unbiased estimates between the latent constructs. Construct can neither be 

observed directly more measured directly, so to measure a latent construct researcher 

capture indicators. For this, SEM allows multiple measures to associate with a single 

latent construct (Urbach and Ahlemann, 2010). Furthermore, SEM enables researchers 

to interpret complex dependence relationship on the theoretical level. According to Hair 

et al., (2012), there are two interrelated models of SEM which includes the inner that is 

(structural) and outer that is (measurement) model (See Figure 6.2). Additionally 

Reinartz et al., (2009) defines the ability of SEM for accessing latent variables and 

tested the relationship between latent variables on the observation level and theoretical 

level respectively. The inner model examines the relationships (paths) between the 

dependences and independence variables which are called constructs, while the outer 

model examines the relationships between the constructs and their indicators 

(Tenenhaus et al., 2005). In addition to this, SEM also helps to evaluate the 

measurement model to interrelate the causality among variables (Hair et al., 2012). 
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Figure 6.2 “Path model Source: Hair et al., (2012)” 

There are two types of methods associated with SEM, which are covariance-based 

methods (CB-SEM), and component based or Partial Least Squares (PLS-SEM) 

methods. CB-SEM methods are popular among several disciplines, and a range of 

software programs are available, for example LISREL and AMOS (Chin, 1998b). 

However, there are sometimes difficulties meeting the requirements of CB-SEM, such 

as data normality, having enough cases, and providing reflective indicators. 

Furthermore, CB-SEM is not appropriate for small data samples and may even lead to 

incorrect conclusions (Chin and Newsted, 1999 cited in Ramli, 2013, p.99). 

Partial Least Squares (PLS) addresses some of the limitations of CB-SEM. It provides 

a distribution-free approach through a two-step method involving a measurement model 

and a structural model (Tenenhaus 2008). LISREL is the most commonly used causal 

modelling technique, along with PLS (Ramli, 2013). 

Chin (1998) explains that a major advantage of SEM and statistical techniques such as 

PLS, in comparison to Lisrel and Amos, is the flexibility it allows, such as multiple 

predictor and criterion variables and the relationships that can be modelled; the 

unobservable latent variables (LV) that can be constructed, and the modelling of errors 

in measurement for observed variables. In addition, theoretical and measurement 

assumptions can be made against empirical data, including the statistical testing of 
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confirmatory analysis (Byrne, 2006).  In table 6.1 shows the characteristics of the PLS-

SEM approach and compares it with CB-SEM, adapted from Chin and Newsted (1999). 

 

Feature CB-SEM PLS-SEM 

Assumption Multi-variant and normal 

distribution along with observations 

that are independent 

Specification of predictors  

 

Approach Covariance based Variance based 

Scores of variable latency Indeterminate  Estimated explicitly  

Estimation of parameters Highly coherent and consistent  Consistent as sample size and 

indicators increase in number 

Objective Parameter oriented  Prediction oriented 

Strong relationship 

between an LV and its 

measures 

Only through the means of reflective 

models 

 

Could be created across either 

reflective or formative models of 

measurement 

Implications This would be beneficial for 

parameter accuracy  

This would be beneficial for 

accuracy parameter 

Sample size Ideally based on power analysis 

specific model  

Minimal recommendations 

The concept of power analysis 

based on the model portion along 

with the most comprehensive 

number of predictors. Minimal 

recommendations would range 

primarily from 30 to 300 cases 

Model complexity Complexity ranges from small to 

medium 

 Largely complicated 

                                                Table 6.1: Comparison of CB-SEM and PLS-SEM 

 

6.6.1 An Overview of PLS-SEM Procedures 

According to Wold, (1985) structural equation modelling was used in partial least 

squares based on component analysis. Introduced in 1979, it was reformed in 1985, and 

since then there has been substantial research on the formation, application and 

potential advancement of PLS-SEM (Chin and Newsted, 1999; Lohmöller, 1989). 
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6.6.1.1 Model Evaluation   

When evaluating the structural model, the researcher must select one of the available 

methods there are various approaches to modelling. The primary model is founded on 

the following stages: (i) stage one, which involves the evaluation of every measurement 

made to create the final model; and (ii) stage two, which involves the assessment of the 

structural model, as well as the measurement modelling. Table 6.2 provides an 

overview of every consideration that should be incorporated into the validation of the 

measurement and the structural models. 

Stage 1-  Evaluation of the Measurement Models 

Reflective Measurement Model Formative Measurement Model 

• Discriminant Validity 

• Indicator Reliability 

• Convergent Validity (indicator 

reliability & Average Variance 

Extracted [AVE]) 

• Internal Consistency (Cronbach’s 

Alpha & Composite Reliability) 

• Collinearity Amid 

Indicators 

• Convergent Validity 

• Outer Weights’ Relevance 

& Importance 

Stage 2-  Evaluation of the Structural Model 

• Coefficient of Determination (R2) 

• Path Coefficients & Bootstrapping 

• Effect Size (f2) 

Table 6.2 the Process of Evaluation Assessing the Measurement the Structure Model Source: Hair, et 

al. (2017) 

6.6.1.1.1 Assessment of Reflective Measurement Models 

Reflective measurement model evaluation is one of the assessment techniques used in 

the application of partial least squares. The assessment reveals how dependent and 

independent variables are related to one another. Figure 6.3 illustrates this, and the 

arrows move from the factor to the indicator variables, signifying the underlying one-

dimensional influence that comes from the variables to the factor. Such a reflective 

measurement model evaluation shows the relationship that exists between the 

independent variables and the factor under investigation. 
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Figure 6.3 Reflective Measurement Model 

According to Gerbing and Anderson (1988), some specific types of measurement, such 

as temperature, extraversion or reading ability, are measured unidimensionally. The 

variables of unidimensionality cannot be observed directly, they relate to each other in 

a way comparable to any other observed variable. For the purpose of measuring latent 

variables, it is possible to capitalise on Exploratory Factor Analysis (EFA), which 

facilitates the reduction of the data and the intersection of the target variables. 

According to Gefen and Straub (2005), item loading should be high, and when it 

exceeds 0.6 with a loading value of less than 0.4, this is referred to as a less value. 

According to Henseler (2010), Composite Reliability (CR), along with Cronbach’s 

Alpha (CA), is a useful way in which to determine the reliability of internal variables. 

Composite reliability represents different loadings of indicators. Henseler (2010) 

argues that Cronbach’s Alpha allows the indicators to be measured equally according 

to PLS-SEM and acts to reduce the internal consistency reliability of unobserved 

variables. However, early stage research returned a reliability value of approximately 

0.7, yet the acceptable value is at least 0.8, and an unacceptable value is lower than 0.6 

(Nunnally and Bernstein, 1994), while CA value of 0.7 and above refers an acceptable 

reliability level (Cronbach, 1951; Pallant, 2010). 

 The measurement of quantity of difference found in indicators can be measured by 

indicator reliability. This is carried out through monitoring of the loading of particular 

indicators. Researchers have observed around 50 percent of difference found in an 

indicator. Similarly, Chin (2010) considered the value of indicator loading as being a 

minimum 0.5% or more than 0.7%. 
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Convergent validity is the calculation of the formulated paramters’ load individual 

variables. Moreover, as suggested by Fornell and Larcker in 1981 (Haenlein & Kaplan, 

2004; Vinzi, et al., 2010). Convergent validity can be calculated by average variance 

extracted (AVE). A satisfactory convergent validity is indicated by the minimum value 

of 0.5, which further clarifies the possible AVE difference existing between indicators.  

Another validation, known as discriminant validity, also examines the surety of a 

construct measurement, that is, whether it represents construct variance or not. 

Discriminant validity testing, as stated by Hair et al (2010), is the determination of 

whether a construct’s indicators represent its variance. Thus, in discriminant validity, it 

is ensured that phenomena of interest that is not captured by a structural equation 

model’s other measures is empirically represented by a construct measure. Discriminant 

validity can be tested by three techniques that will be explained in the following section: 

Fornell-Larcker criterion, Cross-Loadings and Heterotrait-monotrait ratio of 

correlations (HTMT). 

• Fornell-Larcker Criterion 

For achieving discriminant validity, a higher AVE value is required than other related 

factors available in the model, and this is explained in the Fornell-Larcker criterion. 

This model, established by Fornell and Larcker (1981), more strongly emphasises the 

differences in shares of variables as compared to other formulations. However, the 

Fornell-Larcker criterion has been seen to fail in many situations. In view of this, 

Henseler et al., (2015) noted that discriminant validity should be employed for the 

purpose of eliminating the limitations of the Fornell-Larcker criterion. Furthermore, 

when attempting to test discriminant validity, it was not possible for the researcher to 

find methodological studies that verified the capabilities of the Fornell-Larcker 

criterion. 

• Cross Loading 

Following the unsatisfactory results generated by the Fornell-Larcker criterion, 

Henseler et al., (2015). Gefen and Straub (2005) stated that when every measurement 

item has a weak correlation with every construct apart from the one that it theoretically 

associates with, it indicates discriminant validity. Similarly, Götz et al., (2010) argue 

that the discriminant validity indicates the higher measurement when compared to cross 

loading values. The accepted level of item loading is supposed as 0.70, where the cut-
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off value is acceptable by 0.50.  Similarly, Chin (2010) claimed the most accepted value 

of item loading that is 0.40, which involves in the studies for measuring development.    

• Heterotrait-monotrait ratio of correlations (HTMT) 

Henseler et al., (2015) proposed another criterion by which to measure discriminant 

validity, and this is known as the heterotrait-monotrait ratio of correlation (HTMT). 

This ratio was, essentially, developed to enhance the capability of studies using the 

Monte Carlo simulation method when, in the context of a Monte Carlo stimulation 

study, Henseler et al.,(2015) analysed cross loading measurement and the Fornell-

Larcker criterion of. In the view of Campbell and Fiske (1959), HTMT is obtained from 

the traditional methods and traits of a matrix, called the multitrait-multimethod 

(MTMM) matrix. As mentioned in Henseler et al., (2015), this approach relates the 

constructs ξi and ξj. HTMT allows researchers to compare and analyse item loading 

without any factor, and to construct the figures and scores without any calculation. 

Correlation is deemed satisfactory (i.e. discriminant validity has been achieved) when 

the value of Heterotrait-monotrait ratio of correlation is less than 1, and both constructs 

differ from each other. Conversely, when the ratio number is greater than 1, 

discriminant validity has not been achieved. Several researchers have suggested various 

alternative threshold values, e.g. of 0.90 or 0.85 (Kline, 2011).   

 

6.6.1.1.2 Assessment of Formative Measurement Models 

In a model intended to measure the formative variables, the arrows on the model 

diagram end at the factors from where they started at the indicator variables. A 

formative measurement model occurs when the measured variables are considered to 

be the cause of the latent variable and Figure 6.4 illustrates this, and the arrows move 

from the indicator variables to the factor. In a model description of this type, this 

indicates that the model incorporates a composite design variable that reflects and 

signifies the symbols representing the factor dimensions. That in turn implies that 

redundancy and communality might be unusually low, since none of the geometric links 

from the various dimensions will predict any other side. Therefore, the measurement of 

fitness in formative models demands a different form of assessment. 
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Figure 6.4 Formative measurement model 

Various approaches are applicable for the affirmation of formative measurement 

models. Construct and indicators are the two levels that must be measures to ascertain 

the strength of formulate construct figures. Henseler (2010) suggests that to measure 

the level of indicator, the observer is allowed to detect the importance of indicator by 

jackknifing, as well as by bootstrapping. A satisfactory value for an accurate result is 

considered to be 0.05, it is valid as formulative index as well as assumed sufficient 

validity level. Additionally, the calculation of differences in inflation factor is the cause 

of change in multicollinearity between indicators of formative model (Cassel and 

Hackl, 2000; Fornell and Bookstein, 1982). On the same construct, the variance 

inflation factor (VIF) helps to indicate the quantity of one indicator as compared to 

other; however, as explained in Diamantopoulos and Siguaw (2006) and Gujarati 

(2003), there is no effect of threshold value if multicollinearity is less than 10. The 

possibility to measure or access level of construct is the test of desired strength with 

respect to nomology. In this context, nomological validity refers to the expected 

behaviour of the construct considered in the hypothesis (Henseler et al., 2009; 

Diamantopoulos and Riefler, 2011). As a result, a significant and strong relationship is 

found between the above studied models and the formulative model of construct. 

Moreover, according to Bruhn et al., (2008), the varied value is obtained if the 

correlation between all models is noted to be less than 0.7.     
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6.6.1.2 Evaluating the PLS-SEM Structural Model 

After confirming the validity and reliability regarding the measurement model, the 

structural model must be examined. This involves examining the degree to which the 

model has predictive power, as well as conducting an evaluation of the construct 

relationships. In the context of the PLS technique, evaluating the structural model 

means that effect sizes should be examined, and this can take place following the 

evaluation of the measurement model. 

6.6.1.2.1 Coefficient of Determination (R2) 

In almost all cases, the R2 (also referred to as R-squared) value is employed for the 

purpose of assessing the structural model. The value range measures the predictive 

accuracy of the model and calculates the squared correlation between predictive values 

and a definite endogenous construct’s actual value (Haier et al., 2014). The combined 

efforts of endogenous latent variable and exogenous latent variable are represented by 

the R-squared value. The exogenous constructs linked to it explains the extent of 

variance in the endogenous constructs, because of the squared correlation of predictive 

values and actual values. The range of R2 is between 0 and 1, where 1 demonstrates 

high level of predictive accuracy. The R-squared value depends on research discipline 

and the complexity of the model, so there is no threshold value for accepting it (Götz et 

al., 2010). For example, in some cases if the value shows 0.20, it is assumed to be high 

in contexts such as in analysis of a comparison between consumers’ behaviour and an 

elaboration of customer satisfaction, which has a range of 0.75.As has been noted by 

Henseler et al. (2009), and reiterated by Hair et al., (2014), an R2value of 0.75 is 

considerable, while values of 0.50 and 0.25 are moderate and weak, respectively. 

6.6.1.2.2 Effect Size (ƒ2) 

The value of R-squared is also helpful in analysing the effect of the exogenous construct 

over endogenous constructs. If a specified exogenous construct is deleted from value, 

the resultant change in the R-squared value is used to find out whether endogenous 

constructs have any substantive impact, in light of the deleted exogenous construct.  
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It is necessary to follow guidelines such as the ones by Cohen (1982) when evaluating 

the impact size, wherein the ƒ2 values of 0.02, 0.15, and 0.35 relate, respectively, to 

small, medium, and large. These, as stated by Hair et al., (2014) illustrate the impact of 

the latent and exogenous variable. 

6.6.1.2.3 Path Coefficients & Bootstrapping 

With regard to the structural model, the predicted path relationship is the path 

coefficient, (namely, in between the latent variable) (Hair et al., 2014). These bear some 

resemblance to standardised beta values in the context of regression analyses. Hair et 

al., (2014) suggested that, in order to analyse the importance of the path coefficients to 

find p and t values, bootstrapping can be used. Urbach and Ahlemann (2010) mentioned 

that there are no guidelines formally established, but that the firmness of the 

significance should be a minimum of 0.50 and relationship should be at least 0.10. In 

its evaluation, PLS depends on the non-parametric re-sampling technique, and does not 

require the data distribution used normally. The bootstrapping technique can be used to 

generate confidence intervals via t values. In bootstrapping, before the next observation 

is made a huge number of bootstrap samples are obtained from the original database. In 

every bootstrap sample, an equal number of cases are present, just as in the original 

dataset. Based on the guidelines generated by research, 5,000 bootstrap samples ought 

to be gathered (Hair et al., 2014), and these recommendations have been widely 

conformed to. 

6.6.1.3 Mediation Test   

As noted by Ramayah et al., (2011), a mediation test is a valuable way in which to 

determine the impact that a ‘mediator construct’ has on the correlation between an 

independent and a dependent variable. Furthermore, a range of methods can be used for 

the mediation test in multivariate analysis (Hayes and Preacher, 2010). These include 

simple methods such as the causal steps approach advocated by Baron and Kenny 

(1986) and the Sobel Test (cf. Sobel, 1982). Alternatively, there are more recent 

methods that require a lower number of statistical suppositions, although these may 

prove to be unreliable. Such methods include the distribution of the product approach 

described by MacKinnon et al., (2004), bootstrapping and other methods that involve 

re-sampling. These methods are discussed in Bollen and Stine (1990). Preacher and 

Hayes (2004, 2008) and Shrout and Bolger (2002). In the present study, the mediation 
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test used was derived from the partial least squares (PLS) method. The hypotheses were 

subjected to Wold’s (1985) structural equations modelling (SEM) technique. 

Furthermore, the mediation test was evaluated through bootstrapping and re-sampling 

5000 analysis to test the study hypotheses. Additionally, as Kock (2013) has proposed, 

the median of paths ‘a’ and ‘b’ were multiplied and then divided by the standard error 

indices of the paths in order to evaluate the mediation. 

 

6.6.2 Justification for Applying PLS 

Structural Equation Modelling (SEM) has been used in this study, as it is one of the 

most reliable and popular methods used for data analysis. It has been used to explain 

the relationships between various variables through an examination of the structure of 

interrelationships in a series of equations; in this way, it is similar to a series of multiple 

regression equations. Furthermore, it allows the theory and measure to be 

simultaneously evaluated. As noted by Fornell (1982), SEM can allow a variable to be 

both dependent and independent, because of which it hold an advantage compared to 

other traditional techniques by enabling measurement error to be explicitly included 

and incorporating the unobservable and abstract constructs. 

The main theoretical perspective of this research study is the ETPM, as three distinctive 

theories are being tested; therefore, SEM is being used because it is convenient for 

theory testing, as opposed to theory development, as it utilises confirmatory modelling. 

Byrne (2006) and Gefen et al., (2000) (cited in Ramli, 2013) claim that for SEM, it is 

necessary to start with a hypothesis based on a thorough review of the academic 

literature, followed by developing a specific model. Next, the constructs of interest are 

operationalized using a measurement instrument before the final testing of the model. 

The previous sections have explained why the use of PLS is helpful in this study, in 

particular, this is because the research focuses on the appropriate financial behaviour of 

companies. Thus, for this study, the suitability of PLS is primarily because the software 

is forecast based. The measures and constructs were initially created in a highly 

contemplative and formative manner, primarily via the ETPM. CB-SEM primarily 

works by means of formative measures, while PLS focuses on both the reflective and 

the formative.  
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The PLS method is effective with small sized data samples; in contrast, CB-SEM is 

best used with a sample size of around 200. The nature of the study also plays a role: 

due to the extent of research involved, conventional data allocation can become 

cumbersome. PLS can be effectively used with data that may not have a conventional 

distribution, while CB-SEM is better suited to conventionally distributed data. For this 

research, SmartPLS 3.0 software has been used and Table 6.3 below lists the studies 

that support the use of the PLS method the current study. 

 

Author Date Rationale for PLS use 

Acodo and Jones 2007 If variables do not adhere to normality distributions and if 

there is insufficient grounds for the theory, PLS techniques 

are helpful (p.242) 

Ainuddin, Beamish, 

Hulland, and Rouse) 

2007 In case of exploratory studies, PLS is helpful 

Alpert, Kamins, Sakano, 

Onzo, and Graham 

2001 In case of formative indicators, PLS techniques can be 

helpful as they offer a significant advantage compared to 

techniques such as LISREL (p.177–178) 

Birkinshaw, Morrison, 

and Hulland 

1995 In case of small sample sizes, PLS can be helpful (pp.646–

647) 

Calantone, Graham, and 

Mintu-Wimsatt 

1998 Regarding direction and strength, PLS offers distinct 

parameter estimates 

Festge and Schwaiger 2007 In case of the researcher focusing on place and not on 

endogenous construct, PLS can be helpful (p.192) 

Graham, 

Mintu ,andRodgers. 

1994 PLS offers flexibility with no requirements for following 

specific normality measurements (p.80) 

Green and Ryans 1990 PLS has considerable flexibility and tolerance towards 

positively skewed data distribution 

Holzmu¨ ller and Kasper 1991 In case of predictive purposes, PLS can be flexible as well 

as reliable 

Source: Henseler, Ringle, and Sinkovics, (2009, p.279) 
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6.7 PREPARING & EXAMINING DATA   

Data preparation and examination are crucial, and in this study, IBM-SPSS v.22 has 

been employed to examine the data using PLS-SEM. The purpose of this section is to 

describe the data, to identify missing data, and to outline how anomalous results are 

addressed. 

6.7.1 Missing Data 

Missing data in statistical studies occurs when the data value of the variable is not stored 

in an observation. Most research projects have missing data, but this does not mean that 

the severe impact this has on the results (including biased parameter estimates, impaired 

statistical power, higher standard errors and hindered generalisability) should be 

overlooked. According to Murphy and Tresp (2006) and Ricther (2008), around 3%, 

5% or 10% of data may be excluded from the analysis. 

In this study, wherever there is an absolute 0 (not any approximation; all decimals are 

kept in the analysis) in any observation cell, it is taken to be missing data. As shown in 

Table 6.4, below, in the current study the missing data method leads to 32 missing 

values for the UK (1.5% of total observations) and to 68 missing data points for the 

KSA (2.6% of total observations). As these values are plausible, with shares less than 

being 3% for each country, these observation points are excluded from the analysis.  

                    Table 6.4 Data missing from sample by country (UK/KSA) (source: SPSS) 

 

                                     Number of Missing 

Variable Name UK   KSA   

Board Size 0 0 

Non-executives in Board 0 2 

Executives in Board 6 60 

Board Meetings 0 0 

Audit Committee Size 0 0 

Audit Meetings 0 0 

Profit Margin 8 5 
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ROE 0 1 

Cash Ratio 0 0 

Quick Ratio 18 0 

Debt/Assets 0 0 

Debt/Equity 0 0 

Z-score 0 0 

Tobin's Q 0 0 

Total Missing 32 68 

Total Observations 2184 2604 

Share of Missing 1.5% 2.6% 

 

6.7.2 Outliers  

According to Tabachnick and Fidell (2007), an outlier is an anomalous (i.e., 

unexpectedly high or low) result, and it can be either a univariate outlier (anomalous 

for a single variable) or a multivariable outlier (anomalous across at least two variables). 

Non-normality is the typical outcome when outliers are included in the data set (Kline, 

2005; Hair et al., 2006; Tabachnick and Fidell, 2007), but techniques exist that can be 

applied to detect and eliminate these. Such techniques include stem and box plots, 

histograms, leaf plots, and the calculation of z-scores. The presence of outliers can be 

determined by looking at the histograms, scatter plots or box-plot graphs, along with 

other methods.  

In this study, the researcher has excluded 1.7% for the KSA and 4.2% for the UK. In 

some studies, around 3%, 5% or 10% are excluded for outliers in the analysis. For 

example, Murphy and Tresp (2006) remove around 10% of data due to outliers. Another 

study by Ricther (2008) mentions that 5% or 10% of data are excluded in the course of 

analysis. 
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This statistical method is followed for both the UK and the KSA datasets. As shown in 

Table 6.5, below, this procedure leads to 43 outliers in the KSA data set (1.7% of total 

observations) and to 91 outliers in the UK data set (4.2% of observations). This intensity 

of outliers is plausible, with shares being less than 3% in the KSA and less than 5% in 

the UK, these observation points are consequently excluded from the analysis. 

Table 6.5 Outliers data in UK & KSA (source SPSS) 

 

                                    Number of Outliers 

Variable Name UK   KSA   

Board Size 1 0 

Non-executives in Board 0 0 

Executives in Board 1 0 

Board Meetings 3 9 

Audit Committee Size 0 0 

Audit Meetings 1 4 

Profit Margin    1 3 

ROE    13 2 

Cash Ratio    18 10 

Quick Ratio  22 7 

Debt/Assets 2 0 

Debt/Equity 23 0 

Z-score 0 0 

Tobin's Q 6 8 

Total Outliers 91 43 

Total Observations 2184 2604 

Share of Outliers 4.2% 1.7% 
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6.7.3 Descriptive Analysis   

In this section, the study’s descriptive analysis will be presented. Descriptive analysis 

helps in interpreting and evaluating the data’s basic characteristics through mean, 

minimum, maximum, and standard deviation. Table 6.6 outlines the descriptive 

statistics for the target variables regarding the 156 UK firms and 186 KSA firms in this 

study, pertaining to a five-year timeframe.  

Standard deviation (SD) refers to the level of variability in the variable’s distribution, 

while data pertaining to the average scores for each variable is reflected in the minimum 

and maximum values. The descriptive statistics reveal, as they existed that during the 

studied 

period, the selected corporate governance practices. These are calculated using 

characteristics of the board (such as frequency of meetings, size, as well as the number 

of board members that are executive and non-executive) and of the audit committee 

(such as size of the audit committee, its meeting frequency, profitability that is 

measured using ROE and profit margin, liquidity calculated using cash ratio and quick 

ratio, leverage calculated using debt/assets and debt/equity, financial health evaluated 

using Z score, and the firm value calculated using Tobin’s Q). The board size’s statistics 

for the UK and the KSA firms are a mean of 10 and 9 with a minimum value of 5 and 

6 and a maximum value of 24 and 13, respectively.  Hence, the mean values satisfy the 

Corporate Governance Codes of both the UK and the KSA, along with the requirements 

of company law, and they also satisfy Jensen’s (1993) and Lipton and Lorsch’s (1992) 

suggestions. Specifically, these researchers suggested that boards should contain 

between eight and 10 members (optimally, eight or nine members). This number is 

derived from the consideration that too many members can cause divisiveness and 

hinder decision-making, while too few members can be hampered by a lack of expertise 

and reduced breadth of experience. It is worthy of note that, in developing countries, 

boards typically have fewer members (potentially owing to nepotism), whereas the 

average board size for both Egypt and Malaysia is 8 (Elsayed, 2007; Haniffa and 

Hudaib, 2006), which contrasts with 12.25 for the US (Yermack, 1996). Nevertheless, 

the average for Australian firms is smaller, at 6.6 (Kiel and Nicholson, 2003). 
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As indicated in Table 6.6 60.37% of board members in the UK sample are non-

executive, while this proportion is 40% for the KSA, with a range from 11% to 88%. 

Several researchers have found that, when a greater number of non-executives are 

included on a firm’s board, the extent of information asymmetry between managerial 

personnel and investors is reduced (Black et al., 2006). Furthermore, the evidence 

indicates that boards typically perform more effectively in the presence of the guiding 

role that non-executive members afford (Brickley et al., 1994). The percentage of non-

executive board members in the UK and the KSA is not as large when comparatively 

examined against other countries, including the US at 54% (Yermack, 1996) and 

Malaysia at 50% (Haniffa and Hudaib, 2006). In addition, the average in terms of board 

meetings for the UK is 80.44%, while this figure is 50.25% for the KSA. The number 

of formal board meetings held is between three and 25 in the UK and one to 13 in the 

KSA, as Table 6.6 shows. The intensity/frequency of board meetings is a signal that 

communicates the ability of the board to function effectively, and to optimise the system 

for shareholding control and monitoring. The average audit size, in both the UK and the 

KSA, is almost four. The minimum number of audit committee members is two and 

three respectively (mandated by law) and the maximum is seven in the UK and the KSA 

respectively. Audit committees meet five times in a year, on average, in both countries.  

The results of the descriptive statistics test show that the executive director has a 

minimum value of 0.0% in both countries and a maximum value of 11% in the UK and 

30% in the KSA. The profitably ratios, measured by profit margin and ROE are 17.7% 

in UK, 22.1% in KSA and the mean of ROE is 12.8%, 10.7% in the UK and the KSA 

respectively. The debt/equity ratio stood at 265%, 203% and debt/ assets averaged 

55.6%, 50.1% in the UK and the KSA respectively. The quick ratio average is 17% for 

the UK and 18.5% for the KSA, which indicates a significant level of liquidity. In 

Europe, on average, the quick ratio stands for 80-90 in the UK and the KSA 

respectively. The average of Tobin’s Q is 0.909, 1.1 while maximum value is 4.7, 8 and 

minimum value is 0.01, 0.16 in the UK and the KSA respectively.
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                    Table 6.6 Descriptive Analysis in UK & KSA datasets (source: SPSS) 

6.7.4 Correlation Analysis 

The correlation matrix for the variables included in the analysis is in Tables 6.7 and 6.8 

for the KSA and the UK, respectively. To determine the magnitude and direction of the 

variables’ linear relationship, a correlation matrix was used which clarified the 

correlation problem. The significant association is identified at confidence level of 95% 

and 99%. Considering the tables, there is an important relationship between numerous 

corporate governance variables (including, board size, non-executives, executives, 

board meetings, and audit committee meetings and size) and quick ratio, debt/assets, 

cash ratio, Z-score, debt/equity, and the ROE for the UK and the KSA. 

 

 

 UK KSA 

Indicators N Minimum Maximum Mean Std. 

Deviation 

N Minimum Maximum Mean Std. 

Deviation 

BONon_EXC 156 2 15 6.37 2.995 186 0 8 4.01 1.751 

 

BOSIZ 156 5 24 10.41 3.621 186 6 13 9.05 1.603 

 

AUMEE 156 2 15 5.04 2.642 186 1 20 4.97 2.475 

 

AUSIZ 156 2 7 3.99 1.000 186 3 7 3.78 .792 

Profit 

Margin 156 -.2127 2.096 .177 .240 186 -4.702 1.900 .221 .492 

 

ROE 156 -.440 .8456 .128 .135 186 -.8261 .500 .107 .123 

 

Quick Ratio 156 .00 21.61 1.725 2.278 186 -2.027 36.856 1.87 3.847 

 

Cash Ratio 156 .021 21.194 1.117 2.147 186 .033 35.443 1.206 3.730 

 

Debt/Equity 156 -10.353 28.066 2.649 5.365 186 .0302 7.263 2.029 2.162 

 

Debt/ Assets 156 .03  1.60 .5598 .29661 186 .029 1.077 .501 .250 

 

Tobin's Q 156 .01 4.70 .9095 .76924 186 .16 8.00 1.091 1.183 

 

BOMEE 156 3 25 8.44 2.989 186 1 13 5.25 2.326 

 

Z.Score 156 .1 5.0 1.958 1.2097 186 .0186 5.598 1.909 1.386 2 

 

BOEXE 156 0 11 3.04 1.850 186 0 3 .87 .739 
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There is high significant positive correlation between firma value and financial health 

and ROE at 0.345 and 0.392, respectively (see Table 6.7). Further, there is high negative 

correlation between financial health and leverage indicators at -0.932 for debt/assets 

ratio and -0.763 for debts/equity. There is a significantly high correlation between 

liquidity (quick ratio and cash ratio) at (0.988) and leverage indicators (debts/equity and 

debt/assets) at 0.878. In table 6-8 shows correlation matrix for the UK, as seen that 

firma value and financial health have the highest significant positive correlation with 

profit margin and quick ratio (0.458 and 0.430 correspondingly). In the same context 

time leverage and financial health have the highest negative correlation with liquidity 

indicator: quick ratio (-0.540) and debts/assets (-0.428). There is a significantly high 

correlation between liquidity (quick ratio and cash ratio) at 0.921 and board size with 

audit meeting at 0.590.   

                                 Table 6.7 Correlation Matrix for KSA (source : SPSS) 

 

** Correlation is significant at the 0.01 level (2-tailed), * Correlation is significant at the 0.05 level 

 (2-tailed). 
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                                          Table 6.8 Correlation Matrix for UK (source: SPSS) 

 

** Correlation is significant at the 0.01 level (2-tailed), * Correlation is significant at the 0.05 level (2-

tailed). 

6.8 SUMMARY  

The core of this chapter has been an examination of the philosophical and 

methodological considerations that should be involved when formulating research 

designs, and this was followed by a description of the deductive, positivistic, and 

quantitative design chosen by this study to employ the EPTM. In addition, a review of 

structural equation modelling (SEM) methods has been presented, many of which are 

commonly used in various disciplines. In turn, the main points of distinction between 

CB-SEM and PLS-SEM were examined. Finally, data preparation and analysis were 

examined, and this was followed by a presentation of descriptive statistics. 
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Chapter 7 

RESULTS OF TESTING THE MAIN MODEL 

 

7.1 INTRODUCTION 

This chapter provides an overview of the empirical outcomes of the EPTM, a 

description of which can be found in Chapter 3. This is accompanied by the relevant 

evaluation and tests described in the previous chapter. The first section describes the 

main strategy of testing the model. The results of the research are evaluated in two-step 

way in parallel to measurement model and structural model. The reliability and validity 

of indicator variables in generating construct variables are examined, using relevant 

methods and tests. Overall, results on the measurement model show that indicator 

variables satisfy the related tests. Then, the validity and performance of the structural 

model and relationships amongst constructs are evaluated. Results concerning this 

model show that of many proposed relationships, a limited number are found to be valid 

and statistically significant in the data.  

7.2 TESTING THE MAIN MODEL  

The main model aims to examine the relationship between perceptions, information, 

judgement and making a decision. Figure 7.1 presents the measurement and structural 

properties of the main model. Structural model (or the inner model) is shown by the 

blue circles and the arrows amongst them. As Chapter 3 explains in great detail, the 

structural model assumes that there are three different ways or paths of reaching a 

decision. In the first path (Expedient Path), one can go directly from perceptions (based 

on the characteristics of the board and audit committee) whilst the second path (Ruling 

Guide Path) assumes that perceptions affect the judgement and in return, judgement 

affects decision. Another separate path (Analytical Path) implies that information 

(based on profits, leverage and liquidity) affects judgement, and that judgement affects 

the decision. So, in the structural model, perceptions and information are exogenous 

latent variables, whilst information is the mediating or moderating endogenous latent 

variable and decision is the final endogenous latent variable. 

 



193 
 

The structural model and measurement model (the inner and outer models, respectively) 

are given in Figure 7.1, indicated as yellow rectangles with arrows. The unobservable 

latent variables of perceptions, information, judgement and decision are measured by 

some observable indicator variables, in reflective way. For judgement and decision, 

there are single indicator variables of financial health measured by the Z-score and firm 

value measured by Tobin’s Q, respectively. For the latent variables of perceptions and 

information, there are further sub-latent variables. For perceptions, one latent variable 

is measured by board characteristics and another latent variable is measured by audit 

committee characteristics. As detailed in Chapter 3, the attributes related to the audit 

committee and the board of directors are used as perceptions for the model, having a 

direct or an indirect impact depending on their judgment impact. Regarding the 

indicator relationship, for the latent variable based on board characteristics, four 

observable variables are used. These include board size, the number of non-

executives/executives on the board, and the frequency of board meetings. Regarding 

the latent variable, this is based on audit committee characteristics, and a pair of 

observable variables audit committee size and frequency of audit committee meetings 

is employed. With respect to the perception latent variables, the supposition is made of 

a reflective relationship with indicator variables. In this relationship, indicator variables 

reflect the main properties of unobservable latent variables, and they are a 

representative sample of a real latent variable. 

There are several indicator variables for the latent variable of information, as well. This 

latent variable is examined in three sub-latent variables of information on profitability, 

liquidity and leverage. A pair of indicator variables (profit margin and ROE) is 

employed for profit; for liquidity, the cash ratio and quick ratio are the indicator 

variables; and for leverage, debt/assets and debt/equity are employed as indicator 

variables. It was noted in Chapter 3 that these indicator variables, along with their latent 

variables, are regarded as having an impact on the decision (owing to their mediating 

impact on judgment). In contrast to the reflective relationship in perceptions’ latent 

variables (arrows going from latent variable to indicator variables), for information 

latent variables, a reflective relationship is assumed (arrows going from latent variable 

to the relevant indicator variables). Thereby, each indicator variable is necessary to 

establish correctly the relationship between latent variable and indicator. 
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               Figure 7.1 Measurement & Structural specifications of Main Model 

 

7.2.1 Evaluating the Measurement Model 

The model described above is estimated using SmartPLS software and PLS-SEM 

methodology. The performances of the model, how well it fits the data and whether the 

proposed hypotheses hold, are all evaluated in this section.  

There are two main dimensions in the evaluation of PLS-SEM models, as has been 

discussed in Chapter 6 and these assess the validity of the measurement model (through 

separate analyses of reflective measurements for indicator variables) and the structural 

model. With respect to the measurement model, based on the reflective relationship, the 

following are employed to evaluate validity: internal consistency validity, convergent 

validity, and discriminant validity (Hair et al., 2017).  
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7.2.1.1 Validity Assessment of Reflective Measurement Models 

7.2.1.1.1 Assessing Internal Consistency Reliability  

In evaluating the measurement model, it is highly important to ensure the reliability of 

internal consistency. This is done by examining the correlations amongst the indicator 

variables of the same construct or latent variable. In the reflective relationship, as each 

indicator variable is a reflection of the true unobserved variable, it is plausible that 

indicator variables for the same latent variable display some positive correlation 

amongst themselves. The SmartPLS software offers the following measures of internal 

consistency reliability: Composite Reliability (CR) Cronbach’s Alpha (CA) (Bryman 

and Bell, 2015; Cronbach, 1951; Hair et al., 2017; Pallant, 2010).  

Table 7.1 for the UK and Table 7.2 for the KSA present that all latent variables’ CR 

values are more than the 0.70 acceptable value. Further, all constructs’ CA values are 

above 0.70. Thus, as stated by Sekran and Bougie (2012), the internal consistency 

reliability concerning all of the present study’s constructs that the literature referred to 

is strongly supported. 
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Table 7.1 Reliability and Validity of Indicator Variables for the UK firms (source: PLS) 

 

 

 

 

 

 

 

 

 

 

 

 

Construct 

(Latent Variable) 

Item 

(Indicator Variables) 

Outer 

Loadings 

Cronbach's 

Alpha 

(CA) 

Composite 

Reliability 

(CR) 

Average Variance 

Extracted (AVE)   

Perceptions 1: 

Board 

Characteristics 

Board Size 0.942 

0.749 0.756 0.56 

Non-executives in 

Board 0.710 

Executives in Board 0.747 

Board Meetings 0.785 

Perceptions 2:  

Audit Committee 

Audit Committee Size 0.831 

0.784 0.763 0.618 
Audit Committee 

Meetings 0.738 

Information 1 : 

Profitability 

Profit Margin 0.812 

0.764 0.753 0.604 

Return on Equity 0.741 

Information 2 : 

Liquidity 

Cash Ratio 0.969 

0.927 0.979 0.959 

Quick Ratio 0.989 

Information 3 : 

Leverage 

Debt/Assets 0.908 

0.754 0.890 0.802 

Debt/Equity 0.884 
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        Table 7.2 Reliability and Validity of Indicator Variables for the KSA firms (source: PLS) 

 

7.2.1.1.2 Assessing Convergent Validity  

Convergent validity checks whether one indicator for a specific latent variable is 

positively related to other indicator variables. As all reflective indicator variables are 

considered to be representing the same unobservable latent variable, there will be 

positive correlation amongst them (Chin, 1998; Hair et al., 2017). This validity measure 

is tested by using the Average Variance Extracted (AVE). This statistic measures the 

average common movement or variance amongst the indicator variables, and a value 

higher than 0.5 is seen to reflect acceptable or good convergent validity. As shown in 

Tables 7.1 and 7.2, in the UK and the KSA firms respectively, all constructs have met 

the threshold value of 0.50.  

 

Construct 

(Latent Variable) 

Item 

(Indicator Variables) 

Outer 

Loadings 

Cronbach's 

Alpha 

(CA) 

Composite 

Reliability 

(CR) 

Average Variance 

Extracted (AVE) 

Perceptions 1: 

Board Characteristics 

Board Size 0.852 

0.760 0.821 0.521 

Non-executives in 

Board 0.762 

Executives in Board 0.787 

Board Meetings 0.707 

Perceptions 2:  

Audit Committee 

Audit Committee Size 0.724 

0.712 0.743 0.592 
Audit Committee 

Meetings 0.812 

Information 1 : 

Profitability 

Profit Margin 0.762 

0.648 0.840 0.726 

Return on Equity 0.933 

Information 2 : 

Liquidity 

Cash Ratio 0.861 

0.853 0.919 0.851 

Quick Ratio 0.980 

Information 3 : 

Leverage 

Debt/Assets 0.975 

0.935 0.968 0.938 

Debt/Equity 0.962 
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Another indicator of reliability for measurement model is the outer loadings of each 

indicator variable. They show how well the variance of an indicator variable is 

explained by the constructed measures. For this measure, a value of higher than 0.7 is 

desirable (Hair et al., 2017). As shown in Tables 7.1 and 7.2, in the UK and the KSA 

respectively the outer loading for constructs of model of this study are acceptable.  

7.2.1.1.3 Assessing Discriminant Validity  

Another property of measurement model that is tested to evaluate its performance is 

related to the specific contribution of an indicator variable to its latent variable. In other 

words, if an indicator variable contributes more to its construct than all other constructs, 

then it can be said that this variable has a unique contribution to the measurement model 

(Hair et al., 2017). This characteristic is called discriminant validity, and several 

techniques were used to test the discriminant validity in this study (Cross-Loadings, 

Fornell-Larcker Criterion and HTMT): 

i- Cross-Loadings  

As was outlined in the previous chapter, the approach characterised by the greatest level 

of directness involves a comparison of the outer loadings of an indicator variable with 

reference to cross-loadings (namely, item-level discriminant validity) (Henseler et al., 

2015). This takes place with respect to its own construct, while the cross-loadings of 

the indicator variable are examined in relation to different constructs (Chin, 1998; Hair 

et al., 2017). Table 7.3 and 7.4 for the UK and the KSA respectively, show these loading 

values for the reflective indicator variables in both countries.  

It is seen that all indicator variables have higher outer loadings to their own constructs 

than cross-loadings to other constructs. So, the results from outer loadings indicate that 

indicators have discriminant validity. 
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                       Table 7.3.Outer Loadings & Cross-Loadings for the UK (source: PLS) 

 

 

 

 

 

 

 

 

 

Variable Profitability Liquidity Leverage Audit 

Committee 

 

Board 

Characteristics 

 

Financial 

Health 

 

Firm Value 

 

Profit Margin 0.811 -0.173 -0.328 -0.019 -0.020 0.390 0.126 

Return on 

Equity 
0.741 0.243 0.174 -0.189 -0.102 -0.077 0.276 

Cash Ratio 0.162 0.969 0.050 -0.119 0.005 -0.008 -0.017 

Quick Ratio -0.216 0.988 0.069 -0.257 -0.250 -0.048 0.237 

Debt/Assets -0.297 -0.179 0.907 0.376 0.452 -0.597 -0.462 

Debt/Equity -0.380 0.265 0.889 -0.073 -0.013 -0.607 0.093 

Au-Size 0.066 -0.181 0.226 0.613 0.424 -0.324 -0.169 

Au-Meeting 0.061 -0.208 0.061 0.866 0.568 -0.132 -0.284 

Bo-Size 0.128 -0.356 0.196 0.634 0.930 -0.331 -0.293 

Bo-Non- 

Executive 
0.255 -0.409 0.006 0.554 0.791 -0.170 -0.296 

Bo-Executive -0.150 0.053 0.315 0.234 0.470 -0.336 -0.033 

Bo-Meeting -0.265 0.062 0.289 0.124 0.529 -0.211 -0.114 

Z.Score 0.451 -0.051 -0.777 -0.301 -0.390 1.000 0.206 

Tobin’s Q -0.015 0.277 -0.234 -0.280 -0.291 0.206 1.000 
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                    Table 7.4 Outer loadings & Cross-Loadings for the KSA (source: PLS) 

 

 

 

 

 

 

 

 

 

 

Variable Profitability Liquidity Leverage Audit 

Committee 

 

Board 

Characteristics 

 

Financial 

Health 

 

Firm 

Value 

 

Profit Margin 0.762 0.092 -0.014 -0.110 -0.168 0.168 -0.139 

Return on Equity 0.933 0.270 -0.209 -0.001 -0.088 0.362 0.283 

Cash Ratio 0.114 0.861 -0.363 -0.185 0.076 0.384 0.281 

Quick Ratio 0.294 0.980 -0.424 -0.177 -0.145 0.475 0.163 

Debt/Assets -0.185 -0.450 0.975 0.381 0.392 -0.932 -0.556 

Debt/Equity -0.118 -0.442 0.962 0.354 0.378 -0.763 -0.555 

Au-Size -0.075 -0.066 0.275 0.866 0.402 -0.272 -0.072 

Au-Meeting 0.022 -0.214 0.298 0.613 0.174 -0.247 -0.214 

Bo-Size -0.087 -0.053 0.311 0.329 0.852 -0.304 -0.113 

Bo-Non- Executive -0.043 -0.137 0.192 0.228 0.762 -0.182 -0.067 

Bo-Executive -0.120 -0.015 0.187 -0.010 0.787 -0.211 -0.099 

Bo-Meeting 0.053 -0.055 0.102 0.429 0.707 -0.051 -0.066 

Z.Score 0.374 0.482 -0.939 -0.335 -0.375 1.000 0.567 

Tobin’s Q 0.224 0.200 -0.534 -0.193 -0.156 0.567 1.000 
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ii- Fornell-Larcker Criterion  

Another way to test the discriminant validity is to compare the average communality of 

an indicator variable with its own group of indicator variables, and with other groups 

of indicator variables. If the indicator variable makes a specific and unique contribution 

to its construct, then it would have higher average communality with its own group of 

indicator variables (Hair et al., 2017; Vinzi et al., 2010). The Fornell-Larcker criterion 

is a valuable way in which to illuminate the nature of this association, which shows that 

the square root of AVE for all constructs ought to be greater when compared against its 

relationship to different constructs. Table 7.5 and Table 7.6 present these statistics for 

both the UK and the KSA firms, respectively. As presented in the tables, with AVE’s 

square root in bold, it is evident that no construct correlated with other constructs that 

had value more than AVE values’ square root. Hence, they fulfil the requirements for 

discriminant validity. 

                                   

Table 7.5 Fornell-Larcker Criterion for the UK (source: PLS) 

 

                                       

 

 

Variable Profitability Liquidity Leverage Audit 

Committee 

 

Board 

Characteristics 

 

Financial 

Health 

 

Firm 

Value 

 

Profitability 0.852       

Liquidity 0.270 0.922      

Leverage -0.195 -0.435 0.969     

Audit 

Committee 

-0.029 -0.189 0.373 0.769    

Board 

Characteristics 

-0.122 -0.103 0.380 0.361 0.567   

Financial Health 0.374 0.482 0.939 0.335 -0.375 1.000  

Firm Value 0.224 0.200 -0.534 0.193 -0.156 0.567 1.000 
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                                  Table 7.6 Fornell-Larcker Criterion for the KSA (source: PLS) 

 

iii- Heterotrait-Monotrait Ratio (HTMT) 

Another method to test discriminant validity is via the Heterotrait-Monotrait Ratio 

(HTMT), which examines the mean of correlations for indicator variables (Henseler et 

al., 2015). The value of HTMT higher than 1, then there is a lack of discriminant 

validity. If it is smaller than 1, present the valid correlation between the two constructs 

have to vary.  However, a value of less than 0.85 is considered to imply discriminant 

validity (Kline, 2011), and other authors suggest a threshold of 0.90 (Henseler et al., 

2015). In Table 7.7 and Table 7.8 for the UK and the KSA respectively, which suggests 

that all constructs’ HTMT ratio values indicate have been achieved. 

 

 

 

 

 

 

Variable Profitability Liquidity Leverage Audit 

Committee 

 

Board 

Characteristics 

 

Financial 

Health 

 

Firm 

Value 

 

Profitability 0.772       

Liquidity -0.312 0.979      

Leverage -0.438 0.058 0.895     

Audit 

Committee 

0.081 -0.245 0.192 0.792    

Board 

Characteristics 

0.034 -0.287 0.279 0.620 0.705   

Financial Health 0.451 -0.051 -0.777 0.301 -0.390 1.000  

Firm Value  0.015 0.277 -0.234 0.280 -0.291 0.206 1.000 
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              Table 7.7 Heterotrait-Monotrait Ratio Correlations (HTMT) for the UK (source: PLS) 

 

             Table 7.8 Heterotrait-Monotrait Ratio Correlations (HTMT) for the KSA (source: PLS) 

 

 

 

Variable Audit 

Committee 

Board 

Characteristics 

Financial 

Health 

Firm Value Leverage Liquidity Profitability 

Audit Committee        

Board 

Characteristics 

1.2341       

Financial Health 0.5363 0.4025      

Firm Value 0.5753 0.4926 0.5806     

Leverage 0.6630 0.5933 0.5670 0.4941    

Liquidity 0.2986 0.2369 0.3790 0.2393 0.3494   

Profitability 0.4603 0.4758 0.7683 0.8166 0.4577 0.5767  

Variable Audit 

Committee 

Board 

Characteristics 

Financial 

Health 

Firm Value Leverage Liquidity Profitability 

Audit Committee        

Board 

Characteristics 

1.2341       

Financial Health 0.5363 0.4025      

Firm Value 0.5753 0.4926 0.5806     

Leverage 0.6630 0.5933 0.5670 0.4941    

Liquidity 0.2986 0.2369 0.3790 0.2393 0.3494   

Profitability 0.4603 0.4758 0.7683 0.8166 0.4577 0.5767  
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7.2.1.2 Reliability & Validity of Single Item Constructs 

In the measurement model, two latent variables of financial health and firm value have 

single measurement variables for themselves, i.e. Z-score for the financial health and 

Tobin’s Q for the firm value. As there is only a single construct in these cases, standard 

reliability and validity tests cannot be applied to time. Two commonly used tests of 

Cronbach’s alpha and composite reliability cannot be used for single constructs because 

these tests look at the positive relationship among the set of multiple item constructs 

(Sarstedt & Wilczynski, 2009).  

Some alternative tests of reliability and validity are suggested in other studies like 

Wanous and Reichers (1996). These papers indicate that reliability measures whether 

very similar results would be produced if the same exercise is repeated many times. For 

the test of reliability in single item constructs, Wanous and Reichers (1996) suggest 

using the classic correction for attenuation formula: 

rxy    =
𝐫𝐱𝐲    

√𝐫𝐱𝐱 ∗ 𝐫𝐲𝐲   
 

Where rxy denotes to the correlation between constructs x (i.e. single item construct) 

and y (multi item construct) that can be taken from the result of path, and rxx and ryy are 

reliabilities of x and y constructs respectively. Here, rxy is assumed to be 1.00 (Wanous 

& Reichers, 1996; Bergkvist, 2015). Therefore the formula becomes:   

                              rxx = 
 𝒓𝒙𝒚𝟐

 𝐫𝐲𝐲
       

This study, Audit Committee represents the multi-item construct (y) which is utilised to 

estimate the reliability of the single item constructs i.e. Judgement Financial Health 

(FH) and Decision Firm Value (FV). Accordingly, the reliability of Judgement FH and 

Decision FV constructs are calculated by the following two equations for the UK and 

the KSA respectively: 

• For UK :  rFH = = 
( 0.335)2

 0.618
 =    1      &   rFV = = 

( 0.193)2

 0.618
= 𝟎. 𝟔𝟐 

• For KSA :  rFH = = 
( 0.301)2

 0.592
 = 1     &     rFV = = 

( 0.280)2

 0.592
= 𝟎. 𝟗𝟓 
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The outcomes of these formals indicate that the reliability values for the two single 

item constructs for each country within the acceptable area (Cronbach, 1951; Pallant, 

2010). 

7.3 Evaluating the Structural Model 

The analysis above has looked at the performance of the measurement (i.e., outer) 

model and indicates that this model, and the related indicator variables, mostly satisfy 

the validity and reliability criteria to a large extent, with few indicators failing some 

tests. 

Once the measurement model has been verified as valid, it is then required to assess the 

association between constructs or latent variables. Therefore, goodness of fit measures 

(including the R2 value) should be examined, and the significance of path coefficients 

and direct effects should be investigated (Garson, 2016; Hair et al., 2017). 

7.3.1 Coefficient of Determination R2 

The R2 value indicates the degree to which an endogenous, latent variable’s variance 

can be accounted for with reference to different latent variables (Vinzi et al., 2010). As 

a case in point, an R2value amounting to 0.20 is regarded as considerable in the context 

of research addressing consumer behaviour, whereas this value must exceed 0.75 to be 

satisfactory in research on consumer loyalty (Hair et al., 2017). Nevertheless, an 

appropriate general guideline identifies 0.50 as moderate, 0.25 as low, and 0.75 as 

considerable (Hair et al., 2017).  In this study, for the UK, the highest value of R2 is 

0.67 for financial health and the lowest is 0.563 for firm value. For the KSA, the highest 

value of R2 is 0.921 for financial health and the lowest is 0.326 for firm value. This 

shows that the structural model fits the KSA data and the UK data equally well. These 

values are also shown in Figures 7.2 and 7.3, in the circles of related variables. In view 

of this, the degree to which the structural model for the firm values and financial health 

has explanatory power is sufficient. In addition to this, the values are characterised by 

statistical significance, thereby meaning that the structural model has explanatory 

power. 
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Figure 7.2 Structural model R2 for the UK 

  

Figure 7.3 Structural model R2 for the KSA  
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7.3.2 Effect Size (f2) 

The effect size (also called f2 ) checks whether the omission of an explanatory variable 

in the structural model leads to important loss in R2 (Garson, 2016; Hair et al., 2017). 

If so, this variable is considered important for the structural model. There are two 

constructs that have f2 estimated for them, namely financial health and firm value. The 

effects sizes for these variables, in the case of both countries, are presented in Table 7-

9. Here, the effects sizes of explanatory latent variables vary from medium (around 0.1 

- 0.2) to high (around 0.3 - 0.4). Overall, the results of effect size assessments for the 

UK and KSA support the finding that relationships in the structural model are strong 

enough. 

                                                     Table 7.9 Effect Size (source: PLS) 

 

 

 

 

 

 

Variables 

UK Firms KSA Firms 

Decision: 

Firm Value 

Judgement: 

Financial 

Health f2 

Decision: 

Firm 

Value 

Judgement: 

Financial 

Health 

 

 

f2 

Info1: Profit  0.18 Medium  0.41 Large 

Info2: Liquid  0.22 Medium  0.24 Medium 

Info3: Lever  0.34 Large  0.37 Large 

Judgement: 

Financial Health 0.19  Medium 0.416  

 

Large 

Perc1: Board 0.16 0.48 Large 0.16 0.14 Medium 

Perc2: Audit 0.26 0.17 Medium 0.23 0.26 Medium 



208 
 

7.3.3 Path Coefficients & Hypothesis Testing 

The main focus of the PLS-SEM analysis is to derive some economic and statistically 

significant relationships amongst the construct variables, as depicted in the structural 

(i.e., inner) model as it discussed in Chapter 6. This relationship can be evaluated by 

examining the path coefficients (β). A path coefficient value that lies within the range 

from -1 to +1 can be conceptualised as positive or negative, where the strength of a 

positive of negative relationship is determined by the degree to which the value tends 

towards -1 or +1. Path coefficients directly estimate the effect of an explanatory 

construct variable on the endogenous construct variables, as proposed by the structural 

model.  

Given that this study used the SmartPLS software for completing the PLS-SEM 

analysis, it was necessary to gauge the degree to which the coefficients were significant 

by applying non-parametric techniques relying on bootstrapping with respect to the t-

statistic. For t > 1.65, t > 1.96, and t > 2.57, these indicated the following significance 

levels: P < 0.10, P < 0.05 and P < 0.01, respectively. Hence, as noted by Hair et al., 

(2017) and Vinzi et al., (2010), the values that exceeded this threshold indicated 

correlations. An overview of the path coefficients and path significances is given in 

Table 7.10 and Table 7.11. 
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                                  Table 7.10 Direct Effect, firms in UK (source: PLS) 

Note: Critical t-values for a two-tailed test are: 1.65* (Sig at P < 0.10), 1.96** (Sig at P < 0.05), and 

2.57*** (Sig at P < 0.01) 

 

 

 

 

 

 

 

 

 

Hypothesis Path Path Coefficient 

( β ) 

STDEV t Values p Values Accepted 

H1 Perc1: Board -> Decision: Firm Value 0.159* 0.090 1.742 0.098 YES 

H2 Perc2: Audit -> Decision: Firm Value 0.097* 0.060 1.876 0.092 YES 

H3 Perc1: Board -> Judgement: Financial 

Health 

0.168** 0.082 2.052 0.041 YES 

H4 Perc2: Audit -> Judgement: Financial 

Health 

0.207* 0.058 1.826 0.068 YES 

H5 Info1: Profit -> Judgement: Financial 

Health 

0.178*** 0.061 2.907 0.004 YES 

H6 Info2: Liquid -> Judgement: Financial 

Health 

0.038** 0.034 1.955 0.062 YES 

H7 Info3: Lever -> Judgement: Financial 

Health 

-0.632*** 0.095 6.648 0.000 NO 



210 
 

                                         Table 7.11 Direct Effect, firms in KSA (source: PLS) 

Note: Critical t-values for a two-tailed test are: 1.65* (Sig at P < 0.10), 1.96** (Sig at P < 0.05), and 

2.57*** (Sig at P < 0.01) 

Hypotheses H1 and H2 have examined the association between the perceptions, which 

are bored characteristics, audit committee and the decision, which is firm value. 

Hypotheses H3 and H4 examined the association between board characteristics and 

audit committee which are perception and judgment, which is financial health and 

hypotheses H5, H6 and H7 examined the association between information, which is 

profitability, liquidity and leverage, and judgment which is financial health . 

In this context: 

• Hypothesis H1 expects that ‘Board characteristics perception have a positive 

impact on the firm value’. This hypothesis was supported in the UK context, 

where (β = 0.159, t-value = 1.742 that is significant at P < 0.10). It was also 

supported in KSA, where (β = 0.367, t-value = 6.734 that is significant at P < 

0.01).  

 

• Hypothesis H2 expects that ‘The audit committee has a positive impact on the 

firm value’. This hypothesis was supported in the UK (β = 0.097, t-value = 1.867 

that is significant at P < 0.10). It was also supported in the KSA (β = 0.176, t-

value = 3.554 that is significant at P < 0.01).  

Hypothesis Path Path Coefficient 

( β ) 

STDEV t Values p Values Accepted 

H1 Perc1: Board -> Decision: Firm Value 0.367*** 0.054 6.734 0.000 YES 

H2 Perc2: Audit -> Decision: Firm Value 0.176*** 0.049 3.554 0.000 YES 

H3 Perc1: Board -> Judgement: Financial 

Health 

0.006* 0.036 1.702 0.865 YES 

H4 Perc2: Audit -> Judgement: Financial 

Health 

0.197*** 0.067 2.937 0.003 YES 

H5 Info1: Profit -> Judgement: Financial 

Health 

0.259*** 0.051 5.092 0.000 YES 

H6 Info2: Liquid -> Judgement: Financial 

Health 

0.386** 0.047 2.215 0.000 YES 

H7 Info3: Lever ->  Judgement: Financial 

Health 

-0.835*** 0.034 24.710 0.000 NO 
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• Hypothesis H3 expects that ‘Board characteristics have a positive impact on 

the financial health of firms’. This hypothesis was supported in the UK (β = 

0.168, t-value = 2.052 that is significant at P < 0.05). It was also supported in 

the KSA (β = 0.006, t-value = 1.702 that is significant at P < 0.10). 

 

• Hypothesis H4 expects that ‘The audit committee perception has a positive 

impact on the firm’s financial health’. This hypothesis was supported in the UK 

(β = 0.207, t-value = 1.826 that is significant at P < 0.10) and supported in the 

KSA (β = 0.197, t-value = 2.937 that is significant at P < 0.01).  

 

• Hypothesis H5 expects that ‘Profitability which is has a positive impact on the 

financial health of a firm’. This hypothesis was supported in the UK (β = 0.178, 

t-value = 2.907 that is significant at P < 0.01). It was also supported in the KSA 

(β = 0.259, t-value = 5.092 that is significant at P < 0.01). 

 

• Hypothesis H6 expects that ‘Liquidity has a positive impact on the financial 

health of a firm’. This hypothesis was supported in the UK (β = 0.038, t-value 

= 1.955 that is significant at P < 0.05). It was also supported in the KSA (β = 

0.386, t-value = 2.215 that is significant at P < 0.01). 

 

• Hypothesis H7 expects that ‘Leverage has a positive impact on the financial 

health of firms’. This hypothesis must be rejected in both the UK and KSA 

contexts. 
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7.4 Testing the Mediation 

As outlined in Chapter 6, the mediator impact occurs in the event that a construct (X2) 

plays a mediating role for a pair of other constructs (X1 and X3), which could be either 

consistent or inconsistent with the nature of the correlation (Eberl, 2010; Hair et al., 

2017). According to Hair et al. (2017), a construct which plays a mediating role can be 

described as the transitive component in the relationship between two other variables. 

For example, when X1 changes, this impacts the mediating construct X2, which 

subsequently affects a change in the endogenous construct for the PLS path model. 

Nevertheless, it is important to note that sturdy theoretical grounds are needed to 

convincingly analyse mediator impacts (Hair et al., 2017). 

In this study, the judgement (financial health) as a mediator between perception, which 

is board characteristics and audit committee, and decision, which is firm value, are 

hypothesised in H3a and H4a respectively. In addition, financial health as a mediator 

between information, which is profitability, liquidity and leverage, and decision, which 

is firm value, are hypothesised in H5a, H6a and H7a. 

Based on the findings given in Tables 7.12 and 7.13; 

• Hypothesis H3a expects that ‘Board characteristics have a positive impact on 

firm value through the financial health of the firm’. This hypothesis was 

supported in the UK (β = 0.114, t-value = 1.871 that is significant at P < 

0.10).and also, was supported in the KSA (β = 0.246, t-value = 4.610 that is 

significant at P < 0.01). 

 

• Hypothesis H4a expects that ‘The audit committee has a positive impact on 

firm value through the financial health of the firm. This hypothesis was 

supported in the UK (β = 0.166, t-value = 3.067 that is significant at P < 0.01) 

and supported in the KSA (β = 0.127, t-value = 2.761 that is significant at P < 

0.01). 
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• Hypothesis H5a expects that ‘Profitability has a positive impact on firm value 

through the financial health of the firm. This hypothesis was supported in the 

UK (β = 0.179, t-value = 3.443 that is significant at P < 0.01).and also 

supported in the KSA (β = 0.187, t-value = 5.852 that is significant at P < 

0.01). 

 

• Hypothesis H6a expects that ‘Liquidity has a positive correlation on firm value 

through the financial health of the firm’ but not significant. This hypothesis was 

rejected in both the UK and the KSA settings. 

• Hypothesis H7a expects that ‘Leverage has a negative correlation impact on 

firm value through the financial health of the firm’. This hypothesis was rejected 

in the UK and the KSA contexts. 

 

                                    Table 7.12 Indirect Effect in UK firms (source: PLS) 

Note: Critical t-values for a two-tailed test are: 1.65* (Sig at P < 0.10), 1.96** (Sig at P < 0.05), and 

2.57*** (Sig at P < 0.01) 

                   

                                   

 

 

 

Hypothesis Path Path Coefficient 

( β ) 

STDEV t Values p Values Accepted 

H3a Board -> Financial Health ->   Firm Value 0.114* 0.061 1.871 0.061 YES 

H4a Audit -> Financial Health ->   Firm Value 0.166*** 0.054 3.067 0.002 YES 

H5a Profitability -> Financial Health ->   Firm 

Value 

0.179*** 0.052 3.443 0.000 YES 

H6a Liquidity -> Financial Health ->   Firm 

Value 

0.098 0.066 1.483 0.138 NO 

H7a Leverage -> Financial Health ->   Firm 

Value 

-0.211*** 0.057 3.687 0.000 NO 
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Table 7.13Indirect Effect in KSA firms (source: PLS) 

Note: Critical t-values for a two-tailed test are: 1.65* (Sig at P < 0.10), 1.96** (Sig at P < 0.05), and 

2.57*** (Sig at P < 0.01) 

7.5 SUMMARY  

The purpose of this chapter has been to outline the strategic approach applied to 

generate results from the EPTM. The PLS-SEM method was applied by drawing on the 

SmartPLS software, thereby facilitating the evaluation of the model’s empirical 

performance. This is executed in two parts. The first part considers the reliability and 

validity of indicator variables in generating the construct variables. As the model 

involves unobservable latent variables of perceptions, information, judgement and 

decision, these variables are approximated using several indicator variables. That is to 

say, board and audit committee characteristics are used to generate perceptions, whilst 

profitability, leverage and liquidity are used to generate the information variable. Then 

financial health (measured by Z-score) and firm value (measured by Tobin’s Q) are 

used for judgement and decision, respectively. These indicators are used in both 

reflective way when generating the constructs. Empirical results indicate that reliability 

and validity criteria are met, overall.  

 

 

Hypothesis Path Path Coefficient 

( β ) 

STDEV t Values p Values Accepted 

H3a Board -> Financial Health ->   Firm Value 0.246*** 0.053 4.610 0.000 YES 

H4a Audit -> Financial Health ->   Firm Value 0.127*** 0.046 2.761 0.006 YES 

H5a Profitability -> Financial Health ->   Firm 

Value 

0.187*** 0.034 5.852 5.505 YES 

H6a Liquidity -> Financial Health ->   Firm 

Value 

0.009 0.026 0.361 0.730 NO 

H7a Leverage -> Financial Health ->   Firm 

Value 

-0.548*** 0.046 11.860 0.000 NO 
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After ensuring that measurement model is validated and reliable to a large extent, the 

next empirical part looks at the relationships amongst constructs and examines the 

overall fit of the structural model. In this part, it is found that a number of relationships 

fit into the structural model and the proposed hypothesis. The model produces moderate 

to high explanatory power for the relationship amongst the constructs, and this is so in 

both countries. No major variables are found to have direct effects on the firm value in 

the UK. In contrast, the firm value variable in the KSA dataset, and financial health 

variable in both countries, produce plausible relationships with other constructs and 

their goodness of fit measures are plausible also.  

Overall, the results of the research produce important insights and valuable information 

on the firm dynamics and decision-making in the UK and the KSA that be more 

discussed in chapter 8. 
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Chapter 8 

DISCUSSION AND CONCLUSION 

8.1 INTRODUCTION 

The immediate aim of this chapter is to discuss the outcomes of the EPTM, thereby 

illuminating the connection between corporate governance practices and firm value, all 

the while taking into consideration the decision-making of relevant stakeholders. The 

discussion revolves around a general description of the model used, the research 

questions and the hypotheses that were tested.  

A brief discussion on the SEM-PLS tool used to test the hypotheses is presented in this 

chapter, and consideration of the results of the tests concerning the use of the three 

pathways, and the inference drawn from these on the relationship between the research 

variables. Since the research has sought to examine the degree to which certain 

variables (including board characteristics, audit committee, profitability, liquidity, and 

leverage) are correlated with financial health and firm value, the focal point of this 

chapter is the discussion of these relationships in view of the literature. Besides the 

discussion on the results of the hypotheses tested, theoretical implications and practical 

professional contribution of this study are also explored as a part of this chapter.  

It is important to recognise that, as is the case with all research projects, this study has 

been limited by a variety of methodological and procedural issues, and these will be 

discussed in due course. Finally, based on the findings and the theoretical implications 

of the study, possible avenues for further study are examined. 
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8.2 DISCUSSION ON THE TEST RESULTS OF THE MAIN MODEL 

In this section, a general outline of the empirical model used for the research, the 

research questions that the research sought to answer and the hypotheses developed for 

testing, are presented. A discussion on the SEM-PLS tool used to test the hypotheses is 

also presented as a part of this section. The present study’s theoretical model consists 

of two parts: the measurement model (the outer model) and the structural model (the 

inner model). It is worthy of note that the structural model involves a variety of 

suppositions, each made with respect to the utilisation of the expedient pathway, the 

ruling guide pathway, and the analytical pathway. Perceptions and information were 

considered as exogenous latent variables, while judgement was considered as the 

mediating or moderating endogenous latent variable. Any decision to be made as result 

of the interaction of perception and information is assumed to be the final endogenous 

latent variable for the working of the model. In using the measurement model, 

observable indicator variables were used because of the unobservable nature of the 

latent variables of perception, information, judgment and decision. For example, for 

measuring judgement and decision, single indicator variable of financial health of firms 

as measured by the Z-Score was used and the measure of Tobin’s Q was used to assess 

the firm value.  

The research questions framed took the form of three groups covering board 

characteristics, audit committee and firm characteristics. Generally speaking, the 

purpose of the research questions has been to investigate the effect that several variables 

(including board characteristics, audit committees, and firm-specific characteristics 

[e.g., profitability, liquidity, and leverage]) have on financial health and firm value in 

the UK and the KSA. The achievement of this purpose was predicated upon a 

comprehensive examination of the existing studies since this facilitated the formation 

of 12 hypotheses that the empirical model could then confirm or disconfirm. The 

hypotheses were all relevant to the research questions since confirmation or 

disconfirmation would directly inform the ultimately response to the research questions. 
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For testing the hypotheses through estimation of the model, the Structural Equation 

Modelling (SEM) tool was used, which was supported by the method of Partial Least 

Squares (PLS). The SEM-PLS tool focuses mainly on the derivation of relationships 

that are statistically significant among the construct variables. Model evaluation took 

place with the SEM-PLS model through the utilisation of path coefficients, where the 

value of the coefficients decided the degree to which certain variables were related. The 

results of the tests conducted to examine the relationships among variables when the 

three different pathways are used, are presented in the following sections of this chapter. 

The outcomes serve to demonstrate whether a correlation exists between one variable 

and another (and, furthermore, the nature of the correlation), thereby illuminating the 

matter of whether a certain hypothesis is either confirmed or disconfirmed. The 

meaning of the positivity of the relationships and a comparison of the relationships in 

the context of both the UK and the KSA companies is also presented in these sections.  

8.2.1 First Pathway; The Expedient Pathway (P –> D)   

One of the three pathways individuals may consider in their decision-making process 

is the expedient pathway, the elements of which were explained earlier, in Chapter 3. 

As has been previously stated, there is no use of information in this pathway for decision 

choices, as the individual following this path is most likely to use his/her perceptions 

as the basis for arriving at a decision. An individual following the expedient pathway 

may not consider the positions taken by other people involved in the decision, and 

therefore, this pathway can be considered as the most direct pathway to arrive at the 

decision choice. The present study has employed the structural equation modelling-

partial least squares (PLS) technique to determine whether the target variables are 

related in a statistically significant way. The reader was already presented with the 

results (see Chapter 7), and they will remember that the t-values of path coefficients 

revealed a positive correlation between board characteristics, audit committee, and firm 

value for UK companies. The t-values (see Table 7.10) were greater than the threshold 

support levels, thereby evidencing a statistically significant and positive correlation 

between board characteristics, audit committee, and firm value. As for the same 

analysis applied to the sample of firms from the KSA, the results in Table 7.11 also 

demonstrate a statistically significant and positive correlation. With respect to the board 

characteristics variables, the t-value was significant with P < 0.01. 
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The research examined the connection between board characteristics, audit committee 

and firm value, whereas an individual draw on the expedient pathway. Previous 

researchers, using different theoretical approaches, have examined the impact of board 

characteristics such as board size, number of independent directors and CEO duality on 

the firm value. As a case in point, the study conducted by Dehaene et al., (2001) utilised 

agency theory in the process of determining that certain board characteristics (namely, 

size and the proportion of independent directors) were positively correlated with firm 

value (proxied by ROE). In Yermack (1996), stewardship theory was employed to 

reveal a negative correlation between one board characteristic (namely, board size) and 

firm value, thereby marking a contrast with the later result yielded by Dehaene et al., 

(2001). While comparing the literature on the impact of board characteristics on firm 

performance and the resultant firm value between the countries of United States and 

Singapore being developed and developing countries (just as in the case of the present 

study that focuses on United Kingdom and Saudi Arabia), it is learnt that Mak and Li 

(2001) could find a significant relationship between board size and firm performance 

in the context of Singapore. Mak and Kusnadi (2005) report a negative relationship 

between board size and firm performance. A similar finding was reported by Yermack 

(1996) for the US jurisdiction, which was later supported by Eisenberg et al. (1998). 

However, although the study by Coles et al. (2008) provided evidence for the negative 

association between board size and firm value in the case of simple US firms, the study 

reported a positive relationship between the two variables in the case of complex US 

firms. The argument of Coles et al. (2008) is that complex firms having many business 

segments that are subjected to high financial leverage may have greater requirements 

for outsider advice and hence they can be benefitted from the existence of larger boards. 

It is reported by Hillman and Dalziel (2003) that board characteristics by affecting the 

monitoring by the board contributes to increased firm value. Nevertheless, inconsistent 

findings were reported in Yermack (1996) since that analysis highlighted a statistically 

significant and negative relationship between board characteristics and firm value. 
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Other research projects have examined the relationship between audit committee 

characteristics and firm value, but it is notable that each study has adopted a slightly 

varying theoretical underpinning to account for the correlation. As a case in point, 

Reddy et al., (2010) drew on stakeholder theory to show that a positive correlation 

existed between audit committee and firm value. In Khanchel (2007), the researcher 

found a positive correlation between the frequency with which audit committees 

convened and firm value (proxied by the Q ratio), where the research itself drew on 

stakeholder theory as is theoretical basis. Taking the examples of United States and 

Singapore, the study by Mak and Kusnadi (2005) could not establish a positive 

relationship between audit committee size and firm value in the case of Singapore listed 

companies. This may be due to the fact that the composition of the audit committee is 

found to be less stringent in Singapore as compared to the Unites States context. In the 

United States, the New York Stock Exchange and NASDAQ have mandated that the 

audit committees must have at least three members and all of them must be independent 

having no relationship with the company (Klein, 2002). Although the modifications to 

Singapore Code of Corporate Governance made in 2012 require the audit committee 

members to be independent, they do not require all the audit committee members to be 

independent. In addition, in Singapore compliance with Code of Corporate Governance 

is not mandatory; the companies are required only to disclose any deviations in their 

annual report (Bradbury et al. 2006). Latest study by Kusnadi et al. (2015) examined 

the data relating to 423 companies listed in Singapore Exchange and found that audit 

committees having higher level of expertise could contribute to better corporate 

governance and increased firm value. However, the study could not establish any 

relationship between incremental independence of audit committee membership and 

improved firm performance and value.  
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In the context of the United States, Chan and Li, (2008) found that the presence of 

independent directors in the audit committee has helped the US firms to enhance firm 

value. Studies by Klein (2002) and Pomeroy and Thornton (2008) focused on the 

independence of the audit committee and the impact on the financial reporting quality. 

These studies found a positive association between audit committee independence and 

firm performance in the United States. Ghosh (2009) reports that the higher the 

proportion of audit committee members having supervisory expertise the higher was 

the opportunities for the US firms to enhance their value. On the basis of disclosure 

practices of US firms, Carcello and Neal (2003) found a significant negative association 

between percentage of independent directors in the audit committee and higher 

financial reporting quality leading to enhanced firm value. While earnings management 

has a significant impact on holding the firm value, Carcello et al. (2006) provided 

evidence to prove that audit committees having independent directors with financial 

and non-accounting expertise might prove to be beneficial in better earnings 

management in the case of US firms. However, this finding was contradicted in the 

study conducted by Krishnan and Visvanathan (2008), who could not find any 

significant impact of non-accounting financial expertise in improving the financial 

reporting quality. In the case of US firms it is also found that investment bankers and 

financial analysts present in audit committees can help the accounting experts in 

improving the financial reporting standards and firm value by offering their expertise 

(Dhaliwal et al. 2010).  

The positive relationship found by this research corresponds to the findings from many 

previous research studies. One study which yielded consistent results was that 

conducted by O’Connell and Cramer (2010), and this was also the case for the earlier 

study conducted by Dehaene et al., (2001). Other studies with consistent results with 

respect to the correlation between audit committee and firm value include Al-Matari et 

al., (2012), Khanchel (2007), and Reddy et al., (2010). In addition, Bozec (2005) and 

Hsu and Petchsakulwong (2010) reported contrasting results, since they identified a 

negative correlation between audit committee functioning and firm value.  
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In the event that a positive correlation is observed between board characteristics and 

firm value, the fact that board characteristics are related to a critical corporate 

governance practices means that such attributes have a favourable impact on the 

effectiveness with which the firm can augment its value. For instance, when the board 

is of a proper size, with optimum number independent directors and separation of CEO 

role, such a board can contribute significantly to the business growth and profitability 

of the organisation, which in turn will increase the firm value. The competitiveness of 

the organisation and its ability to enhance the firm value is dependent heavily upon the 

ability of the board to guide the organisation in the proper direction. The ability of the 

board to provide guidance and direction depends much on its characteristics. In view of 

this, when a firm is established in an appropriate way, insofar as it satisfies all its 

structural and functional requirements, the firm is expected to enjoy several advantages 

with respect to the achievement and augmentation of its value. Comparably, regarding 

the audit committee variables, including size, frequency of meetings, independence, 

and expertise, a positive correlation between these variables and firm value means that 

each characteristic is a statistically significant predictor of firm value, and therefore, 

effective corporate governance. Regarding the comparative examination between firms 

in the UK and those in the KSA, which constituted the focal point of the present study, 

the strength of the positive correlation for UK firms between board characteristics and 

firm value was not high (P < 0.10), while this was strong for the KSA firms (P < 0.01). 

In view of this, the correlation between the variables in question for firms in the KSA 

reflected greater significance than was the case for firms in the UK. Note worthily, the 

case was comparable for the relationship between audit committee characteristics and 

firm value. 

 

 

 

 

 

 



223 
 

8.2.2 Second Pathway; The Ruling Guide Pathway (P –> J–> D) 

In this pathway, the emphasis is shifted to the judgments of an individual relating to 

particular decision choice process. An individual resort to using his/her judgement and 

perception regarding rules and laws in force while following the ruling guide pathway. 

Therefore, the information directly available does not influence the decision maker. 

Under this pathway, the individual travels directly from the problem framing stage to 

judgment stage by ignoring the information content. The assumption under this pathway 

is that rules are framed to provide the guidance for the behaviour of the people and such 

rules may act as an incentive for the people to follow a certain pre-defined behaviour. 

Based on the ruling guide pathway, an additional purpose of this study was to 

investigate the correlation between board characteristics and firm financial health, as 

well as audit committee characteristics and firm financial health. Based on the 

connection between firm financial health and firm value, the expectation was that it 

would be then reasonable to draw conclusions about the impact of these variables on 

firm value. The outcomes of the empirical tests for the UK and the KSA listed firms 

were given in Chapter 7, and it was noted that a positive correlation existed between 

board characteristics and financial health and audit committee characteristics and 

financial health. The results for the UK companies as depicted in Table 7.10 also 

indicate the existence of a statistically significant and positive relationship between 

these variables as shown by the higher t-values than the threshold limits. With respect 

to the KSA-listed firms, the t-values attested to a positive correlation between board 

characteristic, audit committee characteristics, and financial health, thereby justifying 

the conclusion that both groups of variables are statistically significant and positive 

predictors of KSA firms’ financial health (see Table 7.11, where the t-values surpass 

the threshold value).  

Several studies in the extant and related literature have investigated the way in which 

board characteristics have an impact on financial health. Drawing on resource 

dependence theory, Raheja (2005) concluded that no correlation existed between the 

two variables; while by using, agency theory (Belkhir, 2009) identified a positive 

correlation (where financial health was proxied with the Q ratio). According to Lehn et 

al., (2003), who drew on agency theory as the theoretical framework, no correlation 

was observed between two key board characteristics (namely, board size and board 

composition) and firm financial health. In the research conducted by Anderson et al., 



224 
 

(2004), who examined the correlation between audit committee characteristics and firm 

financial health, resource dependence theory was used to lead to the conclusion that 

independence is favourable in lowering firm costs, thereby benefiting financial health. 

Raghunandan and Rama (2007) adopted stewardship theory to find that when the audit 

committee consists of more number of professional members, such committee will be 

able to contribute to increased financial health of the companies. The scope of the study 

was extended to identifying the effect that board characteristics and audit committee 

characteristics have on firm value, based on the way in which they affect firm financial 

health. 

Continuing with the example of comparison between the United States and Singapore, 

although the corporate governance system of Singapore is regarded as the best in the 

Association of South East Nations (ASEAN) region, there are some important 

differences in the institutional environment of Singapore and other developed countries 

like the United States (Chuanrommanee & Swierczek, 2007). While there is complete 

protection of the rights of the minority shareholders, the ownership concentration is 

high in Singapore (Mak & Li, 2001; Witt, 2012). The external corporate governance 

mechanism in the form of the market for corporate control remains weak in Singapore, 

where takeover of corporations do not take place (Mak, 2007; Mak and Li, 2001). In 

addition, the Singapore government takes the role of significant block holder in many 

business corporations (Ang and Ding, 2006). These marked differences in the 

institutional system have made the role of boards in enhancing the financial health of 

firms rather limited in Singapore. Therefore, research has found a negative association 

between board characteristics and financial health of firms represented by the financial 

performance. 

Ngyuen et al. (2014) studied the impact of board characteristics on firm financial 

performance in Singapore and have reported a significantly negative association 

between the two variables. It is evident from the literature especially from an agency 

theory perspective that with a small size board, the firm performance tends to increase 

(Jensen, 1993). In the case of Singapore, the size of the board has shown a negative 

correlation with firm performance and financial health which proves the fact that an 

organisation is likely to function less efficiently when there are more number of 

directors in the board resulting in lack of cooperation and chaos in decision making. 

With large number of members in the boars, it will take more time for a CEO in 
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Singapore to convince the board members which ultimately will reflect in deterioration 

of the financial health of the firm (Muth and Donaldson, 1998). 

Despite the existence of improved institutional systems in the United States, research 

has provided mixed evidence of the impact of board characteristics on the financial 

performance and financial health of the companies. While some studies have reported 

a positive association between the two variables (e.g., Beiner et al. 2006), some studies 

have found a negative relationship (e.g., Mak & Kusnadi, 2005; Yermack, 1996). Few 

other studies have reported an insignificant relationship between board characteristics 

and financial performance of companies in the United States (e.g., Schultz et al. 2010; 

Wintokie et al. 2012). After the passing of the Sarbanes Oxley Act, board independence 

has become one of the key elements in the corporate governance system of the United 

States. As previous research has indicated, board composition is a critical element that 

helps in overseeing the firm performance leading to good financial health of companies. 

Although the advocates of agency theory are of the opinion that with effective 

monitoring and control over the performance of the companies through appointment of 

independent directors, improved long term financial health of the companies can be 

ensured, Valenti et al. (2011) found a negative association between board independence 

and firm financial performance in respect of 90 small and medium sized firms out of 

120 firms examined by them. On the other hand, Dey (2008) found a positive 

association between board independence and firm financial performance in respect of 

371 firms operating in the United States. Despite the mixed findings of previous 

research in the United States, it is common knowledge that a board having independent 

members with sufficient experience and knowledge could contribute to the 

effectiveness of the board functioning. However, in the case of smaller companies the 

presence of more directors might vitiate the vision of the CEO and thus would prove to 

be non-beneficial to the company. Therefore, it appears that the effectiveness of board 

functioning and financial health of companies may be impacted positively or negatively 

by board characteristics depending on the size of the company.  
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The present research’s findings regarding the relation between firm value and board 

characteristics using the firms’ financial health is supported by a number of previous 

research findings. According to Lehn et al., (2003), the board characteristics are an 

important element in augmenting the financial performance of a firm since the board 

happens to be the key source of firm-specific information relevant for the financial 

health. The study by Belkhir (2009) found that the board characteristic of the size of the 

board had a positive relationship with the financial health of the firm and thus with the 

firm value. In Hirschey et al., (2009), the conclusions drawn were consistent with those 

reported in the present study, since the researcher identified that the number of 

independent directors on a firm’s board is a statistically significant predictor of firm 

value (owing to the way this influences financial health).Cicero et al., (2013) found that 

the board is in a position to provide the strategic direction to the organisation, which in 

turn will determine the extent to which the company can achieve its financial objectives. 

The correlation between various aspects of a firm’s audit committee and its financial 

health has formed the main area of inquiry for numerous studies in the past. The 

findings from many of such research are in agreement with the findings from this 

research. As a case in point, Carcello et al., (2003), Raghunandan and Rama (2007) and 

Chan and Li (2008) reported that the degree to which members of the audit committee 

hold finance-related expertise is a statistically significant predictor of positive financial 

health (thus affecting firm value). One way in which to account for this relationship is 

by referencing the point made by Anderson et al., (2004), who suggested that because 

audit committees are primarily concerned with the supervision of internal control 

system efficiency and financial reporting efficacy, their expertise is positive in aiding 

these practices. Clearly, when these practices are performed effectively and efficiently, 

the likelihood that a firm will experience a positive impact to its financial health and, 

therefore, value is considerably increased. 

Given the consistent observation of a positive and statistically significant relationship 

between board characteristics and financial health (and, therefore, firm value), and 

similarly, between audit committee characteristics and firm value, it is logical to state 

when changes (in particular, changes for the better) are made to the dependent variables, 

the independent variable has a high probability of displaying a positive change. For 

example, if there are more financial experts in the audit committee, they will be able to 

guide the organisation towards better financial measures so that the company can 
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achieve its financial objectives. The test results of the UK and the KSA companies, 

when compared, reveal that the relationship between the audit committee and firm value 

through financial health show similar evidence in the case of KSA companies as 

compared to that of the UK companies because of similar P values observed in the case 

of both the UK and the KSA companies. However, in the case of board characteristics, 

the evidence for a positive relationship appears to be strong in the case of KSA 

companies as compared to the UK companies.  

8.2.3 Third Pathway: The Analytical Pathway (I –> J–> D) 

The values, attitudes and beliefs of the individuals form the basis of decision-making 

process while the analytical pathway is being used. These values help the individual to 

consider the ethical issues connected with the problem on hand and take appropriate 

decisions. Availability of relevant and reliable information is one of the pre-requisites 

of this pathway as such information is important to guide the individual through his/her 

decision-making process. The basic idea on which this pathway works is that it must be 

the endeavour of the society to ensure maximum balance of positive value available to 

all those affected. In this pathway, the direct information is likely to affect the decision 

choice directly, through the judgment of the individual. For the purpose of this research, 

according to the analytical pathway, the information that leads to a decision may be 

embedded with three factors profitability, liquidity and leverage that might affect the 

firm value through influencing the financial health of the firms. Thus, this research must 

evaluate the relationship between firm value and profitability, leverage, and liquidity 

by considering the UK and the KSA companies’ financial health. This research used 

the SEM-PLS model to investigate the relationship between profitability, liquidity and 

leverage impact on financial health and firm value, the test results are reported in 

Chapter 7. Based on the previously documented empirical outcomes, especially the t-

values given in Tables 7.10 and 7.11, profitability was correlated in a statistically 

significant way with financial health for the samples of both the UK and the KSA listed 

firms. This was also the case for liquidity and financial health. In contrast, leverage was 

identified as being correlated with financial health in a negative way for both nations’ 

samples. Overall, however, based on the profitability measure, the empirical outcomes 

clearly indicate that this variable positively affects firm value (via financial health) on 

listed companies in the KSA and the UK (see Tables 7.12 and 7.13). Liquidity was 

found not to be correlated with firm value (via financial health) for the KSA and the 
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UK firms, while leverage was found to be negatively correlated with firm value (again, 

via financial health) in the KSA and the UK. 

The relationship between profitability and firm value has been the focus of few research 

studies in the past. Haugen and Baker (1996) reported a positive association between 

the two variables. This finding was supported later by Yang et al., (2010) who used the 

Agency Theory to report the significant influence of profitability on firm value. Using 

Pecking Order Theory, Chen and Chen (2011) found the firm value to increase more 

with greater profitability of the firms. Mahdaleta et al., (2016) adopted Theory of 

Capital Structure and found profitability to have significant impact on enhancing the 

firm value. In the case of liquidity, Singh and Pandey (2008) using Stewardship Theory 

found effective working capital management and the resultant liquidity can have a 

positive impact on the financial health and firm value. Nazir and Afza (2009) have 

based their study on Stakeholder Theory and found that maintaining short-term liquidity 

may have a positive influence on the financial health and firm value of companies. As 

far as the relationship between leverage and financial health is concerned, Ruland and 

Zhou (2005) made use of Agency Theory to find that financial leverage enables firms 

to enhance the firm value. Pouraghajan and Malekian (2012), using the Theory of 

Capital Structure, found a higher relationship between debt ratio and the financial health 

of firms.  

The positive relationship between profitability and financial health of companies as 

found by this research is supported by the findings of many previous research studies. 

For example, Haugen and Baker (1996) found a positive association between the two 

variables. Later, Mahdaleta et al., (2016) supported this finding by reporting a 

substantial influence of profitability on the firm value through improved financial 

health. Yang et al., (2010) noted that firms having greater profitability will have the 

opportunity to increase their earnings and hence will be able to add to their firm value. 

Bermig and Frick (2010) have also reported similar findings, which correspond with 

the findings of this research. Based on an analysis of the correlation between the 

liquidity and financial health of the firms, Lazaridis and Tryfonidis (2006) reported a 

positive relationship between the two variables, which is consistent with the present 

study’s findings for the UK and the KSA listed firms. Nevertheless, after analysing 

various measures of liquidity, Raheman and Nasr (2007) observed a negative 

correlation between these variables, thereby contradicting this study’s results. At the 
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same time, as a direct contrast to this study’s results, the KSA-based research of Eljelly 

(2004) reported that liquidity and financial health were negatively correlated. 

Additionally, Nazir and Afza (2009) identified a negative relationship between liquidity 

and financial health, representing a contrast to the results reported here for the KSA and 

the UK firms.  

The negative association between leverage and financial health found by this study is 

supported by the findings from many previous studies. For example, Quang and Xin 

(2014) have found a strong negative association between financial leverage and 

financial health of Vietnamese firms. Pouraghajan and Malekian, (2012) also reported 

on the negative association between leverage and financial health of firms in the context 

of Tehran-based companies. The study by Ebaid (2009) could not find strong evidence 

for a weak impact of financial leverage on the financial health of firms, although the 

study also failed to find a positive association. 

The positive association between profitability and financial health implies that those 

organisations that are run profitably, will be able to increase their return on equity and 

thus can augment their financial health. The higher the profitability, the stronger the 

financial health of the firm. Strong financial health automatically increases the firm 

value, as the firm having higher profits can distribute more dividends to its shareholders 

and consistent growth in the profitability and financial health will be reflected as 

increased firm value. The positive association between liquidity and financial health 

can be interpreted to mean that with the optimum level of liquidity, a firm can manage 

its finances to its advantage, which in turn will enable the firm to increase its financial 

health. With sound financial health, the firm will be able to enhance its firm value in 

the long run. In view of this, it is reasonable to conclude that liquidity is a statistically 

significant and positive predictor of firm value (via financial health). 

The positive correlation between leverage and firm value (via financial health) is 

indicative of the fact that an ideal capital structure has a considerable probability of 

improving firm value. This can be accounted for by referencing the way in which it is 

likely that the capital structure will have a cost-beneficial impact on the firm. 

Contrastingly, given the negative correlation between leverage and financial health, it 

can justifiably be concluded that the inability to regulate capital cost impairs a firm’s 

financial performance and, thus, its value. Any wrong decision on the part of the 
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organisation to structure its capital at an optimum level, because of inappropriate 

leverage, might affect the ability of the organisation to augment its financial health and 

hence might result in reduction of the firm value. When the results in respect of the 

relationship between profitability and firm value through financial health for the UK 

and KSA companies are compared, the significance level appears to be the same. 

Therefore, the position of both UK and KSA companies in the matter of the relationship 

of profitability with firm value through financial health can be stated to be the same. 

The results also indicate that in respect of liquidity, the hypothesised assumption that 

liquidity has a positive relationship with firm value through financial health has been 

accepted in respect of KSA companies but rejected for the UK companies. Regarding 

the relationship between leverage and firm value (via financial health), the t-values and 

significance levels outlined in Chapter 7 attest to a negative correlation in both the KSA 

and the UK contexts. 

8.3 THIS STUDY’S CONTRIBUTIONS   

This study used the EPTM and the three pathways to construct the conceptual 

framework in order to provide the theoretical background to the study. The conceptual 

model’s key suggestion is that fundamental corporate governance practices (namely, 

board characteristics and audit committee characteristics) have a positive impact on 

firm value and financial health. The study also sought to consider the influence of 

profitability, liquidity and leverage being the different elements of financial health of 

firms on the firm value. Based on the conceptual model 12 hypotheses were developed 

which were tested using SEM-PLS techniques.  

On the basis of empirical evidence, this study provides support to the hypotheses that 

board characteristics and audit committee can have a positive influence on the financial 

health, as well as on the firm value. In addition, the results of the study indicate that 

liquidity and leverage may not enhance firm value, while it is possible for profitability 

to increase firm value (via financial health). The study observed the position of the 

variables in respect of the UK and the KSA companies and found similar test results for 

both the jurisdictions. Comparing the test results of the UK and the KSA companies 

determined that there is stronger evidence in the KSA companies of a positive 

relationship between audit committee, board characteristics, and firm value. Similarly, 

in the case of the relationship between board characteristics and firm value through 
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financial health, the statistical significance of the relationship is found to be stronger in 

the case of the KSA companies as opposed to those of the UK companies. On the other 

hand, the empirical evidence covering the relationship between audit committee and 

firm value through financial health appears to be similar in respect of both the UK and 

the KSA. In the case of the relationship between profitability and firm value through 

financial health, the results of this study indicate similar statistical significance levels 

in respect of both the UK and the KSA companies. However, no evidence has been 

produced by the tests that indicates a positive relationship of liquidity and leverage with 

firm value through financial health. 

8.3.1 Theoretical Implications 

For framing the conceptual framework, this study used the Ethical Process Thinking 

Model (EPTM) and the associated pathways. The conceptual model was developed 

using the EPTM, which is being used for the first time in corporate governance research 

under this study. The degree to which the model is useful when attempting to illuminate 

the impact that various corporate governance practices have on firm value and financial 

health was the main focal point of this research. The testing of the conceptual model 

has led to the following contributions to the existing literature. Initially, the results of 

the empirical assessment have contributed to the literature on this issue, and to the best 

of the researcher’s knowledge, no previous studies have used the ETPM pathways to 

examine the variables in question and their correlations. In addition to this, the fact that 

the ETPM is distinctive, means that future researchers can use the methodology given 

in this research to guide their independent investigations of the way firm value, financial 

health, and growth are affected by various corporate governance practices. Thus, this 

study provides a broader theoretical base for corporate governance research that might 

be undertaken in the future. Third, by comparing the corporate governance practices in 

the UK and the KSA, this research provides an opportunity to relate the influence of 

these practices on the firm value in the respective countries. This comparison turns a 

new leaf in the literature, as the previous studies have compared only the firm value 

without reference to the underlying factors influencing that firm value. Lastly, this study 

makes an additional contribution to the literature because it focuses on corporate 

governance practices from a country perspective, rather than the internal corporate 

governance practices of the companies that have been the focus of most of the previous 
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studies. Such comparison can substantially enhance the ability of those in both the UK 

and the KSA to understand the implications of their respective practices. 

8.3.2 Practical Contributions 

From a practical perspective, the findings of this research have shown the importance 

of structuring a board appropriately and constituting an effective audit committee for 

ensuring the enhancement in firm value, in a manner applicable to companies both in 

the UK and in the KSA. On the basis of the empirical findings, the research has revealed 

that certain corporate governance practices are fundamental predictors of the degree to 

which a firm displays effective financial health.  

In addition, the requirements that relating to corporate governance in the KSA improved 

and met to  the established practices being followed in the OECD countries. This study, 

by highlighting the significant influence of board characteristics and audit committee 

on firm value and financial health, stresses the need for implementation of comparable 

corporate governance practices in the KSA. This need is particularly acute in light of 

the KSA’s government having expressed its intention to steer the country’s economy 

away from its dependence on oil; in such circumstances it becomes imperative that the 

private sector companies operate in a way that is conducive to economic development, 

which can be achieved by guaranteeing adherence to corporate governance codes, thus 

heightening financial health and firm value. 

Secondly, the use of the ETPM in this kind of research, i.e. a study relating to corporate 

governance implications, has provided a practical approach to an area of research, 

where the expedient, the ruling guide and the analytical perceptions matter a great deal. 

By providing empirical results concerning these practical aspects of corporate 

governance practices, this research has laid the foundation for the conduct of many 

future research studies in the realm of corporate governance, and this is an important 

contribution, particularly given the ongoing importance of nation building, especially 

in the KSA.  
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8.4 LIMITATIONS 

Several limitations of the present study must be acknowledged since these may have a 

negative impact on the degree to which the above-mentioned empirical results can be 

generalised. One of the theoretical limitations affecting this study is the lack of previous 

research that has used the EPTM in the realm of corporate governance. This paucity of 

corporate governance research using the EPTM has applied significant theoretical 

limitations to this study, as the conceptual model could not be augmented well with 

theoretical inferences from relevant previous research on corporate governance. The 

second limitation is the time and efforts spent on collecting sufficient data for manual 

testing. The researcher had no way of collecting comprehensive data from  database 

sources such as Osiris, Thomson Reuters and Composite because most variables of 

KSA companies do not exist; each corporate annual report had to be studied manually, 

and data extracted accordingly, which has caused considerable delay in the process of 

conducting the research 

Originally, the EPTM comprises six pathways, of which this study has used only three. 

The findings would have been more robust, had all six pathways been used. However, 

constraints on time and effort have precluded the use of all six of the pathways, which 

may be considered as one of the limitations of this study. 

The sampling strategy adopted in this research could represent a limiting factor. 

Quantitative data for analysis was gathered from the annual reports of LSE-listed firms, 

as well as those listed on the Saudi stock exchange (Tadawul). Even though the 

corporate governance norms have been prescribed in both of these jurisdictions, there 

might be variations in the adoption of such norms, as companies operating in different 

sectors adopting different levels of compliance with respect to corporate governance 

practice. In the opinion of this researcher, these sectoral differences may place a serious 

limitation on the findings of this study.  

The comparative nature of the study, between companies based in the UK and the KSA, 

also suffers from a limitation. The fact that the corporate governance standards are well 

defined and are being better implemented in the UK makes the comparison of the UK 

companies with those of the KSA companies somewhat unrepresentative of a broader 

reality. The corporate governance practices in the KSA are yet to be developed to meet 

the standards of those in the UK, and hence the comparison may be affected to the 
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extent of the differences in the intensity of implementation of corporate governance 

norms in the two jurisdictions. Nevertheless, it is reasonable to suggest that the research 

has achieved its aim, since it has been possible to draw concrete conclusions about the 

impact of various corporate governance mechanisms on firm value and financial health 

for both the UK and the KSA listed firms. 

One of the methodological limitations to which this study is exposed emanates from the 

SEM-PLS technique used for the empirical analysis. The findings of this study are 

based on a sample of 156 companies from the UK and 186 companies from the KSA. 

As mentioned elsewhere, this sample size is small for a research study of this type and 

is a trade-off between the need to have sufficient data for parametric testing and the 

constraints involved in the manual collection of that data. Although the SEM-PLS 

technique can handle a smaller sample of this size, there is the lack of reliability in using 

this technique in the testing of the relationship between multiple latent variables, as this 

method differs from that of covariance-based structural equation modelling. According 

to Hair et al., (2013), the SEM-PLS technique requires multidimensional constructs to 

be precise linear combination of its dimensions, and therefore ignores or removes the 

error terms to eliminate error indeterminacy. Consequently, the error-bias 

measurements are not removed from the testing process. Therefore, use of the SEM-

PLS technique itself has presented a major methodological limitation.  

Another limitation that might be stated refers to the conceptual model developed for the 

study. The model may not be considered comprehensive, at least in the generally 

accepted sense, for several reasons. First, the model relied on specific latent variables, 

which were assumed to function as antecedents in guiding the decision-making process 

and the constructs involved in making such decisions. These variables, although they 

may have significant impact on the other variables, can at best be considered only as 

part of the endogenous construct variances. There are many other factors that might 

have an influence on the final judgments and decisions, which are not considered by 

this model. For example, the intellectual levels of directors and members of the audit 

committee, and their understanding of the need for and importance of the corporate 

governance practices (especially in the KSA), the availability of independent directors, 

the government’s push towards implementation of corporate governance norms, the 

prevailing legal system and other governance metrics might easily affect the latent 

variables significantly. The model does not contain any moderating mechanism to 
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consider the impact of these factors, and this might have affected the findings of this 

study. In view of this, inferential reasoning must take place, with a view to the fact that 

the findings may not be generalisable to other countries (including Gulf countries and 

other developed states). This is because the Saudi economy is currently dependent 

largely on oil revenue, and the development of private companies in different sectors 

can be said to be in the nascent stage. Therefore, the KSA cannot be considered to 

represent other developing nations either in the Gulf region or elsewhere in the world, 

owing to the unique nature of its economy. Similarly, few similarities can be found 

between Saudi Arabia and other developed nations. Therefore, the findings from the 

conceptual model that worked for this research in the context of the KSA companies 

may not provide the opportunity for application in different contexts, without such 

modifications as may be necessary. 

8.5 AREAS FOR FUTURE RESEARCH   

Based on the tests conducted using the conceptual model, and the findings from the 

empirical tests, this study offers suggestions regarding areas for future research. Based 

on the analysis of the literature given in this research, it is clear that further research is 

required to address the current paucity of knowledge about the relationship between 

certain areas of corporate governance practice, financial health and firm value. In the 

event that readers are considering the possibility of conducting research in this area, 

they may benefit from further application of the EPTM, whether for international 

comparative examinations, or for correlational analyses. One fruitful area of research 

would be the comparative examination of the impact of corporate governance practices 

on firm value among firms, in both developed and developing countries, as this study 

attests to the value and viability of the EPTM as a framework to apply. 

The three pathways of the EPTM have been employed in the present study to evaluate 

the correlation between various aspects of corporate governance and firm value 

(financial health). In view of this, this study could be extended, if future researchers 

were to incorporate the six pathways of the EPTM into their analysis, thereby gaining 

a more comprehensive insight into the issues that this study has illuminated. In addition, 

although the present research has been concerned with the corporate governance issues 

of board of directors and audit committees, other practices could serve as the focal point 

of future projects, including internal audit function and external audits. Furthermore, 
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the way in which each corporate governance practices is related to the others would 

benefit from multivariate investigations, perhaps using the EPTM and the relevant 

pathways. 

Apart from the corporate governance in for-profit companies, the effectiveness of such 

practices in not-for-profit companies can also be evaluated, and this offers good 

potential for further research in the field of corporate governance, where again the 

EPTM could be applied to gain fresh insights. Another potential area for further 

research is to compare, contrast and analyse the corporate governance practices from 

the agency and stewardship theory perspective or from the agency and stakeholder 

theory perspective, with the application of a conceptual model based on the EPTM as 

used in this study. This area of research, using the EPTM, opens new avenues for many 

future research studies. 

Another domain for future research could be an examination of the way in which the 

responsibilities of the board of directors (of publicly traded companies) have changed 

over time. Timeframes for analysis may include firm lifecycles. Within such a study, 

careful attention may be paid to corporate governance practices, so that the 

effectiveness of the roles and responsibilities of the directors, on enhancing the firm 

value through better corporate governance practices, can be evaluated and reported. 

Here again, the use of EPTM and the pathways may prove to be a useful tool for getting 

fresh inferences.  

Another interesting area for further research in the context of the KSA, or any other 

Gulf nation or other developing or developed countries, could be the study of the 

success of family-owned enterprises. Such research may be empirical in nature, 

assessing the advantages and disadvantages of family ownership structures and the 

impact of such ownership on firm value. Analysing the impact using EPTM, basing the 

research on resource dependency theory, could explain the success or otherwise of these 

companies. Such research studies may also extend to the evolution and role of corporate 

governance in these firms, to enhance the firm value further. 
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To date, there appears to be limited number of qualitative research studies that have 

been conducted to investigate corporate governance and the associated concepts. Based 

on the suggestions advanced by Turley and Zaman (2007), it would be beneficial to 

conduct qualitative investigations into the responsibilities of audit committees, thereby 

illuminating the impact of their operations upon corporate governance in a contrasting 

way. Additionally, Beasley et al., (2009) have recommended that qualitative findings 

regarding the effect that internal audit oversight has on audit committee efficiency 

would represent valuable contributions to the literature. This study recommends further 

qualitative research in these and allied areas, wherein the EPTM can be used to derive 

better inferences. Such qualitative research is of paramount importance for better 

understanding the entire phenomenon of corporate governance from an audit committee 

perspective, and in such future research, the EPTM can be of immense value. This is 

because use of the conceptual model as being used in this study will provide a deeper 

insight into the investigation of the actual ways in which corporate governance 

mechanisms operate. The use of qualitative research combined with the EPTM model 

can prove to be a diverse methodological option, different from the quantitative method 

and helpful in promoting the value of future corporate governance research.  

8.6 SUMMARY 

This chapter has concluded the research report, highlighting the findings of the research 

and discussing the significance of the positive or negative association among different 

variables.  

Overall, the findings of this research appear to correspond with the findings of the 

previous research on the subject. The implications of the findings of this research from 

theoretical and practical perspectives formed part of this chapter. Being the first of its 

kind to use EPTM in corporate governance research, this study has paved the way for 

the conduct of numerous further research studies, which are fully explained in this 

chapter.  
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The study also suffered from several methodological limitations, and other limitations 

on account of data collection. The explanations of such limitations were a part of this 

concluding chapter. Despite these limitations, the research has produced satisfactory 

findings that are relevant both theoretically and practically to the realm of corporate 

governance research. Based on the results of the comparative examination presented in 

this research, which has focused on firms listed on the LSE and the Saudi stock 

exchange, it is expected that the results will contribute valuably to the corporate 

governance literature. In particular, it is hoped that policymakers, government officials, 

and stakeholders in the KSA’s world of business will take into consideration the 

findings reported here. Doing so will not only provide a novel perspective into the 

consequential nature of corporate governance mechanisms, but also present strong 

justification for the argument that corporate governance norms may need to be 

reinforced in certain contexts. Ultimately, however, the findings of this study, since 

they show that the impact of many of the KSA’s corporate governance practices on firm 

value are approximately the same as the impact of the UK’s corporate governance 

practices, lend considerable momentum to contemporary corporate governance 

arrangements in the KSA.  

 

 

 

 

 

 

 

 

 



239 
 

References 

Abbott, L. J., Parker, S., & Peters, G. F. (2002). Audit committee characteristics and 

financial misstatement: A study of the efficacy of certain blue ribbon committee 

recommendations. 

Abd El Salam, O.H. (1999), The Introduction and Application of International 

Accounting Standards to Accounting Disclosure Regulations of a Capital Market in 

Developing Country: The Case of Egypt, PhD Thesis. Heriot-Watt University, 

Edinburgh, UK. 

Abdul Rahman, R. and Haneem Mohamed Ali, F., 2006. Board, audit committee, 

culture and earnings management: Malaysian evidence. Managerial Auditing Journal, 

21(7), pp.783-804. 

Abhayawansa, S., & Johnson, R. (2007), Corporate Governance Reforms in Developing 

Countries: Accountability versus Performance, in R Johnson (ed.), Reading in Auditing 

Volume 2, Milton,Qld: John Wiley & Sons Australia, Ltd. 

Abor, J. (2005), The effect of capital structure on profitability: an empirical analysis of 

listed firms in Ghana. Journal of Risk Finance. 6(5), 438 – 445. 

Adam, R.B., & Ferreira, D. (2009). Women in the boardroom and their impact on 

governance and performance. Journal of Financial Economics, 94, 291-309. 

Adams, J., Khan, H. T., Raeside, R. & White, D., 2007. Research methods for graduate 

business and social science students. 1st ed. New Delhi: Vivek Mehra for Response 

Books. 

Adams, R. & Ferreira, D. (2007). A theory of friendly boards. Journal of Finance 62, 

217– 250. Addison Wesley Inc., Columbia, USA. 

 

Adams, R. B., Hermalin, B. E., & Weisbach, M. S. (2008). The Role of Boards of 

Directors in Corporate Governance: A Conceptual Framework and Survey, Journal of 

Economic Literature, 48(1), 58–107. 

Adams, R., & Mehran, H. (2003). Is Corporate Governance Different for Bank Holding 

Companies? Economic Policy Review, 9, 123-142. 



240 
 

Adams, R.B., Hermalin, B.E. and Weisbach, M.S., 2010. The role of boards of directors 

in corporate governance: A conceptual framework and survey. Journal of Economic 

Literature, 48(1), pp.58-107. 

Adeyemi, S. B., & Oboh, C. S. (2011). Perceived Relationship between Corporate 

Capital Structure and FirmValue in Nigeria. International Journal of Business and 

Social Science, 2(19), 131-143. 

Adjaoud, F., Segal, D., and Andaleeb, S., 2007. The effect of board's quality on 

performance: A study of Canadian firms. Corporate Governance: An International 

Review, 15(4), pp.623-635. 

Aggarwal R. & Kyaw, N.A, (2006), Leverage, Investment Opportunities, and Firm 

Value: A Global Perspective, Financial Development. 1(2), 1-26.   

Agoglia, C.P., Doupnik, T.S. and Tsakumis, G.T., 2011. Principles-based versus rules-

based accounting standards: The influence of standard precision and audit committee 

strength on financial reporting decisions. The accounting review, 86(3), pp.747-767. 

Agrawal, Anup, and Charles R. Knoeber, 2006, Firm Performance and Mechanisms to 

Control Agency Problems between Managers and Shareholders, Journal of Financial 

and Quantitative Analysis 31, 377-397. 

Aguilera, R. V. & Cuervo-Cazurra, A. (2009). Codes of Good Governance. Corporate 

Governance:   An International Review, 17, 376-387. 

Aguilera, R. V. & Jackson, G. (2010). Comparative and International Corporate 

Governance. Academy of Management Annals, 4, 485-556. 

Agyris, C. (1973) “Some Limits of Rational Man Organizational Theory”. Public 

Administration Review, Vol. 33, pp. 253-267 . 

Ahmed, K. and Courtis, J.K. (1999), Associations between corporate characteristics and 

disclosure levels in annual reports: a meta-analysis, The British Accounting Review, 

31(1): 35-61. 

Ahmed, K., Hossain, M. & Adams, M. (2006). The Effects of Board Composition and 

Board Size on the Informativeness of Annual Accounting Earnings. Corporate 

Governance: An International Review, 14, (5), 418-431. 



241 
 

Al Kahtani, F.S.B., 2013. Current practices of Saudi corporate governance: A case for 

reform (Doctoral dissertation). 

Al-Awad, M. and Harb, N., 2015. Financial development and economic growth in the 

Middle East. Applied Financial Economics, 15(15), pp.1041-1051.   

ALGhamdi, S. and Ali, L., 2012. The investigation into earnings management practices 

and the role of corporate governance and external audit in emerging markets: empirical 

evidence from Saudi listed companies (Doctoral dissertation, Durham University). 

Al-Harkan, A, (2005), An Investigation into the Emerging Corporate Governance 

Framework in Saudi Arabia, Unpublished thesis: Cardiff Business School, 2005. 

Ali, A.A.R. (2014). Corporate governance: The role and effectiveness of the audit 

committee in Bahrain. International Journal of Business and Management, 9(3), 131-

137. 

Aliyu, A. A., Bello, M. U., Kasim, R. & Martin, D., 2014. Positivist and non-positivist 

paradigm in social science research: conflicting paradigms or perfect partners?. Journal 

of Management and Sustainability, 4(3), pp. 79-95. 

Al-Janadi, Y., Rahman, R.A. and Omar, N.H., 2013. Company Valuation mechanisms 

and voluntary disclosure in Saudi Arabia. Research Journal of Finance and Accounting, 

4(4). 

Alkahtani. F.S (2013), The Saudi External Institutional Framework for Corporate 

Governance (2013) [Online] Available at: http://works.bepress.com/faleh_alkahtani/1/ 

[Accessed 06 February 2018]. 

Allegrini, M. and Greco, G. (2013). ‘Corporate Boards, Audit Committees and 

Voluntary. 

Allen, J. (2000). Code convergence in Asia: Smoke or fire? Asian Corporate 

Governance Association, 3, 23-37. 

Al-Majed, F. M. (2008). A Conceptual Framework for Reforming the Corporate 

Governance of Saudi Publicly Held Companies: a Comparative and Analytical Study 

from a Legal Perspective. SABIC Chair for IFMS. 



242 
 

Al-Mamun, A., Yasser, Q. R., Rahman, M. A., Wickramasinghe, A., & Nathan, T. M. 

(2014). Relationship between audit committee characteristics, external auditors and 

economic value added (EVA) of public listed firms in Malaysia. Corporate Ownership 

& Control, 12(1), 899-910. 

Al-Matari, Y. A., Al-Swidi, A. K., & Fadzil, F. H. B. (2012). Audit committee 

effectiveness and performance of Saudi Arabia listed companies. Wulfenia Journal, 

19(8), 169-188. 

Al-Matari, Y.A., Al-Swidi, A.K., Fadzil, F.H.B., Fadzil, H. and Al-Matari, E.M., 2012. 

Board of Directors, Audit Committee Characteristics and the Performance of Saudi 

Arabia Listed Companies. International Review of Management and Marketing, 2(4), 

p.241. 

Al-Moataz, E. and Hussainey, K., 2012. Determinants of Company Valuation 

disclosure in Saudi companies. Journal of Economics and Management, 5(1), pp.52-

84. 

Al-Motairy, O. (2003). Implementing Corporate Governance in Saudi Arabia, Arab 

Journal of Administrative Sciences, 10(3): 281-305. 

Al-Mwalla, M, (2012), The Impact of Working Capital Management Policies on Firm's 

Profitability and Value: The Case of Jordan, International Research Journal of Finance 

and Economics, 85, pp 147-153 

Al-Najjar, B. (2014). The Effect of Governance Mechanisms on Small and Medium 

Sized Enterprise Cash Holdings: Evidence from the United Kingdom, Journal of Small 

Business Management, 1-18. 

Al-Rasheed, M., 2010. A history of Saudi Arabia. Cambridge University Press. 

Alsaeed, K. (2006). The Association between Firm-Specific Characteristics and 

Disclosure: the case of Saudi Arabia, Managerial Auditing Journal, 21(5), 476-496. 

Alshehri, A., and Solomon, J., 2012. ‘The Evolution of Corporate Governance in Saudi 

Arabia,' Conference Paper, British Accounting and Finance Association (BAFA), 

Brighton, UK. 



243 
 

Altman (1968), Ohlson (1980), and Zmijewksi (1984) to German and Belgian Listed 

Companies during 2008-2013. University of Twente, Netherlands. 

 

Al-Twaijry, A.A., Brierley, J.A. and Gwilliam, D.R., 2013. The development of internal 

audit in Saudi Arabia: an institutional theory perspective. Critical Perspectives on 

Accounting, 14(5), pp.507-531. 

Arcot, S., Bruno, V. and Faure-Grimaud, A., 2010. Corporate governance in the UK: Is 

the comply or explain approach working? International Review of Law and Economics, 

30(2), pp.193-201. 

Ardalan, K. (2012). on the Role of Paradigms in Finance: Ashgate Publishing, Ltd. 

Armour, J., Deakin, S. and Konzelmann, S.J., 2013. Shareholder primacy and the 

trajectory of UK corporate governance. British Journal of Industrial Relations, 41(3), 

pp.531-555. 

Arnold, B. and de Lange, P. (2004). `Enron: an examination of agency problems'. 

Critical Perspectives on Accounting, 15: 751-765. 

Arosa, B., Iturralde, T. and Maseda, A., 2013. The board structure and firm performance 

in SMEs: Evidence from Spain. Investigaciones Europeas de Dirección y Economía de 

la Empresa, 19(3), pp.127-135. 

Ashbaugh-Skaife, H., Collins, D., & Kinney, W. (2006). The Discovery and 

Consequences of Internal Control Deficiencies Prior to SOX-Mandated Audits. 

Working paper, University of Wisconsin, University of Iowa, and University of Texas. 

Bahrawe, S.H., Haron, H. and Hasan, A.N.B., 2016. Corporate Governance and Auditor 

Independence in Saudi Arabia: Literature Review and Proposed Conceptual 

Framework. International Business Research, 9(11), p.1. 

Baker, H.K., & Anderson, R. (2010), An Overview of Corporate Governance, in 

Corporate Governance: A Synthesis of Theory, Research, and Practice (eds H. K. 

Baker and R. Anderson), Hoboken, NJ, USA: John Wiley & Sons, Inc. 

Ball, R. and Shivakumar, L., 2005. Earnings quality in UK private firms: comparative 

loss recognition timeliness. Journal of accounting and economics, 39(1), pp.83-128. 



244 
 

Banks, E. (2004), Corporate Governance, Financial Responsibility, Controls and 

Ethics, New York: Palgrave Macmillan. 

Baron, R.M., & Kenny, D.A. (1986). Moderator-mediator variable distinction in social 

psychological research: conceptual, strategic and statistical considerations. Journal of 

Personality and Social Psychology, 51(6), 1173-1182. http://dx.doi.org/10.1037/0022-

3514.51.6.1173. 

Barrett, M. E. (1976). `Financial Reporting Practices: Disclosure and 

Comprehensiveness in an International Setting'. Journal of Accounting Research, 14(1): 

10-26. 

Bauer, R., Frijns, B., Otten, R., & Tourani-Rad, A. (2008). The impact of corporate 

governance on corporate performance: Evidence from Japan, Pacific-Basin Finance 

Journal, 16(3): 236–251. 

Bauer, R., Guenster, N. and Otten, R., 2014. Empirical evidence on Company Valuation 

in Europe: The effect on stock returns, firm value and performance. Journal of Asset 

management, 5(2), pp.91-104. 

Baydoun, N., Maguire, W., Ryan, N. and Willett, R., 2012. Company Valuation in five 

Arabian Gulf countries. Managerial Auditing Journal, 28(1), pp.7-22. 

Beasley, M. S., Carcello, J. V., Hermanson, D. S., & Neal, T. L. (2009). The Audit 

Committee Oversight Process. Contemporary Accounting Research, 26 (1), 65-122. 

Beattie, V. and Fearnley, S., 2005. The importance of audit firm characteristics and the 

drivers of auditor change in UK listed companies. Accounting and business research, 

25(100), pp.227-239. 

Beck, T., Demirgüç‐Kunt, A.S.L.I. and Maksimovic, V., 2005. Financial and legal 

constraints to growth: Does firm size matter? The Journal of Finance, 60(1), pp.137-

177. 

Bedard, J., Chtourou, S.M. and Courteau, L., 2014. The effect of audit committee 

expertise, independence, and activity on aggressive earnings management. Auditing: A 

Journal of Practice & Theory, 23(2), pp.13-35. 

http://dx.doi.org/10.1037/0022-3514.51.6.1173
http://dx.doi.org/10.1037/0022-3514.51.6.1173


245 
 

Beekes, W., Pope, P. and Young, S., 2014. The link between earnings timeliness, 

earnings conservatism and board composition: evidence from the UK. Company 

Valuation: An International Review, 12(1), pp.47-59. 

Beiner, S., Drobetz, W., Schmid, M. M. and Zimmermann, H. (2006) An integrated 

framework of corporate governance and firm valuation, European Financial 

Management, 12, 249 283. 

Belkhir, M, (2009) Board of directors' size and performance in the banking 

industry, International Journal of Managerial Finance, Vol. 52, pp.201-221. 

Bennedsen, M., Kongsted, H.C. and Nielsen, K.M., 2008. The causal effect of board 

size in the performance of small and medium-sized firms. Journal of Banking & 

Finance, 32(6), pp.1098-1109. 

Bentham, J.: 1962, The Works of Jeremy Bentham (John Bowring, London). 

Bergkvist, L., 2015. Appropriate use of single-item measures is here to stay. Marketing 

Letters, 26(3), p. 245–255. 

Berglof, E. & Pajuste, A. (2003). Emerging Owners, Eclipsing Markets? Corporate 

Governance in Central And Eastern Europe. Corporate Governance And Capital Flows 

In A Global Economy, 267, 267-68. 

Berle, A. A. & Means, G. C. (1932). The Modern Corporation and Private Property, 

New York, Transaction Pub. 

Berman, S., A. Wicks, S. Kotha and T. Jones: 1999, ‘Does Stakeholder Orientation 

Matter? The Relationship Between Stakeholder Management Models and Firm 

Financial Performance’, Academy of Management Journal 4, 488–506. 

Bermig, A. & Frick, B, (2010). Board size, board composition and firm performance: 

evidence from Germany empirical. Social Science Research Network. [Online] 

Available from http://dx.doi.org/10.2139/ssrn.1623103 [Accessed 05 September 2017]. 

Bhagat, S. & Black, B. (2002). The non-correlation between board independence and 

long term firm performance, Journal of Corporation Law 27,231-274. 

Bhagat, S., and B. Bolton (2008), “Corporate Governance and Firm Performance.” 

Journal of Corporate Finance, 14 257–273. 



246 
 

Bhardwaj, M. N., & Rao, C. D. B. R. (2015). Role of audit committee in corporate 

governance. International Journal of Management and Social Science Research 

Review, 1(10), 61-67. 

Bhasa, M. P. (2004). Global Corporate Governance: Debates and Challenges. 

Corporate Governance, 4, 5-17. 

Bhimani, A., 2008. Making corporate governance count: the fusion of ethics and 

economic rationality. Journal of Management & Governance, 12(2), pp.135-147. 

Bhojraj, S., & Sengupta, P. (2003). Effect of Corporate Governance on Bond Ratings 

and Yields: The Role of Institutional Investors and Outside Directors. The Journal of 

Business, 76, 3, 455-475. 

Black, B. & Kraakman, R. (1996). A Self-Enforcing Model of Corporate Law. Harvard 

Law Review, 1911-1982. 

Black, B. S., Love, I., & Rachinsky, A. (2006c). Corporate governance indices and 

firms' market values: Time series evidence from Russia. Emerging Markets Review, 

7(4), 361379.  

Black, B., Jang, H., & Kim, W. (2006). Does corporate governance predict firms’ 

market values? Evidence from Korea. Journal of Law, Economics, and Organization, 

22: 366–413. 

Black, B.S., De Carvalho, A.G., & Gorga, E. (2010), Corporate governance in Brazil, 

Emerging Markets Review, 11(1): 21–38. 

Black, B.S., Love, I. and Rachinsky, A., 2006. Corporate governance indices and firms' 

market values: Time series evidence from Russia. Emerging Markets Review, 7(4), 

pp.361-379. 

Black, Bernard S. and Vikramaditya S. Khanna, 2007, Can Company Valuation 

Reforms Increase Firms' Market Values? Evidence from India, Journal of Empirical 

Legal Studies, 4, 1-26. 

Blaikie, N. (2010). Designing social research (2nd ed.). Cambridge: Polity. 

Blair, M. M. (1995). Ownership and Control: Rethinking Corporate Governance For 

The Twenty-First Century, Brookings Institution Press. 



247 
 

Botti, L, Boubaker, S, Hamrouni, A & Solonandrasana, B (2014), Corporate 

governance efficiency and internet financial reporting quality, Review of Accounting 

and Finance, 13(1), 43-64. 

Bouaziz, Z., & Triki, M. (2012). The impact of the board of directors on the financial 

performance of Tunisian companies. Corporate Board: role, duties and composition, 

8(3), 6-21. 

Boubakri, N., Cosset, J.C. and Guedhami, O., 2005. Liberalization, Company Valuation 

and the performance of privatized firms in developing countries. Journal of Corporate 

Finance, 11(5), pp.767-790. 

Bourkhis, K. and Nabi, M.S., 2013. Islamic and conventional banks' soundness during 

the 2007–2008 financial crisis. Review of Financial Economics, 22(2), pp.68-77. 

Bowie, N.: 1991, ‘Challenging the Egoistic Paradigm’, Business Ethics Quarterly 1, 1–

21. 

Bozec, R. (2005). Boards of directors, Market discipline and Firm Performance. 

Journal of Business Accounting, 32(9&10), 1921-1960. 

Bradbury, M., Mak, Y. & Tan, S. (2006). Board characteristics, audit committee 

characteristics and abnormal accruals. Pacific Accounting Review, 18, 47-68.  

Brennan, N. (2006). Boards of Directors and Firm Performance: is there an expectation 

gap?, Corporate Governance, 14(6), 577-593. 

 

Brickley, James A., Jeffrey S. Coles, and Rory L. Terry, 1994, Outside directors and 

the adoption of poison pills, Journal of Financial Economics 35, 371-390. 

Brown, J., Falaschetti, D. & Orlando, M. (2010). Auditor Independence and Earnings 

Quality: Evidence for Market Discipline vs. Sarbanes-Oxley Proscriptions. American 

Law and Economics Review, 12, (1), 39-68. 

Brown, L., & Caylor, M. (2004). Corporate governance and firm performance, Working 

Paper, Georgia University Available at SSRN: http://dx.doi.org/10.2139/ssrn.586423 

Bruhn, M., Georgi, D., & Hadwich, K. (2008). Customer equity management as 

formative second-order constructs. Journal of Business Research, 61(12), 1292–1301. 

http://dx.doi.org/10.2139/ssrn.586423


248 
 

Bryman, A., & Bell, E., 2015. Business research methods. 4th ed. Oxford, UK: Oxford 

University Press. 

Burton, B., Helliar, C. & Power, D. (2004). The Role of Corporate Governance in The 

IPO Process: A Note. Corporate Governance, 12, 353-360. 

Bushman, R., Chen, Q., Engel, E. & Smith, A. (2004). Financial Accounting 

Information, Organizational Complexity and Corporate Governance Systems. Journal 

of Accounting and Economics, 37, (2), 167-201. 

Byard, D., Li, Y. & Weintrop, J. (2006). Corporate Governance and the Quality of 

Financial Analyst’s Information. Journal of Accounting and Public Policy, 25, 609-

625. 

Cadbury, A. (1992). Report of the Committee on the Financial Aspects of Corporate 

Governance, Financial Reporting Council. Challenges the Conventional Wisdom'. 

Corporate Governance: An International Review, 

Cadbury, A., 1992. The code of best practice. Report of the Committee on the Financial 

Aspects of Corporate Governance, Gee and Co Ltd, 27. 

Cai, J., & Tylecote, A. (2008). Corporate governance and technological dynamism of 

Chinese firms in mobile telecommunications: A quantitative study. Research Policy, 

37(10), 1790-1811. 

Campbell, D.T & Fiske, D.W (1959). Convergent and Discriminant Validation by the 

multitrait  – multimethod matrix. Psychological  Bulletin, 56, 81-105. 

Carcello, J. V. and Neal, T. L. (2003) Audit Com-mittee Characteristics and Auditor 

DismissalsFollowing “New” Going-concern Audit Reports,The Accounting Review, 78, 

95–117. 

Carcello, J. V., & Nagy, A. L. (2004). Audit firm tenure and fraudulent financial 

reporting. Auditing: A Journal of Practice & Theory, 23, 57–71. 

Carcello, J. V., & T. L. Neal, (2003), Audit committee independence and disclosure: 

Choice for financially distressed firms, Corporate Governance: An International 

Review 11, 289-299. 



249 
 

Carter, D. A., Simkins, B. J., & Simpson, W. G. (2013). Company Valuation, board 

diversity, and firm value. Financial review, 38(1), 33-53. 

Cassel, C. M., & Hackl, P. (2000). On measurement of intangible assets: A study of 

robustness of partial least squares. Total Quality Management, 11(7), 897–907. 

Chakrabarti, R., Megginson, W. and Yadav, P.K., 2008. Company Valuation in India. 

Journal of Applied Corporate Finance, 20(1), pp.59-72. 

Chamberlain, T.W., and Gordon, M.J., 2009. Liquidity, Profitability, and long-run 

survival: theory and evidence on business investment. Journal of Post Keynesian 

Economics, 11(4), pp.589-610. 

 

Chan, K. C., & Li, J, (2008), Audit committee and firm value: Evidence on outside top 

executives as expert-independent directors, Corporate Governance: An International 

Review 16, 16-31. 

Chan, K. C., Tong, J. Y. & Zhang, F. F., 2013. Review of quantitative finance and 

accounting. Springer US, 41(4), pp. 675 - 694. 

Chapman, R.J. (2006) Simple tools and techniques of enterprise risk management, NY: 

John  

Charitou, A., Neophytou, E. and Charalambous, C., 2014. Predicting corporate failure: 

empirical evidence for the UK. European Accounting Review, 13(3), pp.465-497. 

Chen, C.J. and Jaggi, B., 2011. Association between independent non-executive 

directors, family control and financial disclosures in Hong Kong. Journal of Accounting 

and Public policy, 19(4), pp.285-310. 

Chen, K., Chen, Z., and Wei, K., 2009. Legal protection of investors, corporate 

governance, and the cost of equity capital. Journal of Corporate Finance, 15, 273–289. 

Chen, L. J., & Chen, S. Y. (2011). The influence of profitability on firm value with 

capital structure as the mediator and firm size and industry as moderators. Investment 

Management and Financial Innovations, 8(3), 12 1-1 29. 



250 
 

Chen, S. and Bouvain, P., 2009. Is corporate responsibility converging? A comparison 

of corporate responsibility reporting in the USA, UK, Australia, and Germany. Journal 

of Business Ethics, 87, pp.299-317. 

Chen, V.Z., Li, J., & Shapiro, D.M. (2011). Are OECD-prescribed “good corporate 

governance practices” really good in an emerging economy? Asia Pacific Journal of 

Management, 28(1): 115–138. 

Cheng, S., Evans, J.H. and Nagarajan, N.J., 2008. Board size and firm performance: the 

moderating effects of the market for corporate control. Review of Quantitative Finance 

and Accounting, 31(2), pp.121-145. 

 

Chenhall, R.H., and Moers, F., 2007. The issue of endogeneity within theory-based, 

quantitative management accounting research. European Accounting Review, 16(1), 

pp.173-196. 

 

Chin, J. Henseler & H. Wang, eds. Handbook of Partial Least Squares Concepts, 

Methods and Applications. Heidelberg: Springer, pp. 487-514. 

Chin, W. W. (2010). How to write up and report PLS analyses. In V. E. Vinzi, W. W. 

Chin, J.  

Chin, W. W. 1998. Issues and Opinions on Structural Equation Modelling. MIS 

Quarterly, 22 

Chin, W. W., & Newsted, P. R. (1999) Structural equation modeling analysis with small 

samples using partial least squares. In R. H. Hoyle (Eds.), Statistical Strategies for 

Small Sample Research, pp. 307-341. Thousand Oaks.  

Chin, W. W., 1998. The partial least squares approach for structural equation modeling. 

In: G. A. Marcoulides, ed. Modern methods for business research. Mahwah, NJ, US: 

Lawrence Erlbaum Associates Publishers, pp. 295-336. 

Choe, N. K. (1998). `Models of Corporate Governance and Transparency'. Available 

URL: http: //wb-cu. car. chula. ac. th/papers/corpgov/cg 05 I. pdf [Accessed 1 October 

2005]. 



251 
 

Chowdary, N.V. (2003), Corporate Governance In Emerging Markets, vol. 1, 

Corporate Governance, Hyderabad: ICFAI Press. 

Chung, K.H., & Pruitt, S.W. (1994) A simple approximation of Tobin's q. Financial 

Management, 23(3): 70-74. 

Cicero, D., Wintoki, M. B., & Yang, T. (2013). How do public companies adjust their 

board structures? Journal of Corporate Finance, 23, 108-127. 

Cicero, D., Wintoki, M. B., & Yang, T. (2013). How do public companies adjust their 

board structures? Journal of Corporate Finance, 23, 108-127. 

Claessens, S. & Fan, J. P. H. (2002). Corporate Governance in Asia: A Survey. 

International Review of Finance, 3, 71-103. 

Claessens, S. & Yurtoglu, B. B. (2013). Corporate Governance in Emerging Markets: 

A Survey. Emerging Markets Review, 15, 1-33. 

Claessens, S., Djankov, S. & Lang, L. H. P. (2000). The Separation of Ownership and 

Control in East Asian Corporations. Journal of Financial Economics, 58, 81- 112. 

Clarke, T. (1998). Research on corporate governance. Corporate Governance: An 

International Review, 6(1), 57-66. 

Clarke, T. (2004). Cycles of Crisis and Regulation: the Enduring Agency and 

Stewardship Problems of Corporate Governance, Corporate Governance: An 

International Review, 12(2): 153-161. 

Coffee Jr, J. C. (2002). Racing Towards the Top: The Impact of Cross-Listing and Stock 

Market Competition on International Corporate Governance. Colum. L. Rev., 102, 

1757. 

Cohen J. (1982nd ) Statistical power analysis for the behavioral sciences , Hilllsdale, 

NJErlbaum. 

http://www.utstat.toronto.edu/~brunner/oldclass/378f16/readings/CohenPower.pdf. 

Cohen, J., Krishnamorthy, G. & Wright, A. (2004). The corporate governance mosaic 

and financial reporting quality. Journal of Accounting Literature, 23, 87-152. 

Coles, J. L., Daniel, N. D. & Naveen, L. (2008) Boards: Does one size fit all? Journal 

of Financial Economics, 87, 329-356. 

http://www.utstat.toronto.edu/~brunner/oldclass/378f16/readings/CohenPower.pdf


252 
 

Colley, J. L., Doyle, J. L., Logan, G. W., & Stettinius. (2003). Corporate governance. 

London: McGraw-Hill. 

Collis, J. & Hussey, R., 2013. Business research a practical guide for undergraduate 

and postgraduate students. 3rd ed. s.l.:Palgrave Macmillan. 

Colquitt, J. A., D. E. Conlon, M. J. Wesson, C. O. L. H. Porter, and K. Y. Ng, 2001. 

‘Justice at the Millennium: A Meta-Analytic Review of 25 years of Organizational 

Justice Research’, Journal of Applied Psychology 86, 425–445. 

Conger, J., Lawler, E. E., 2009. Sharing Leadership on Corporate Boards: A Critical 

Requirement from Teamwork at the Top. Retrieved from SSRN e-Library: 

http://ssrn.com/paper=1313353. 

 Connelly, J. T., & Limpaphayom, P. (2004). Environmental reporting and firm 

performance: evidence from Thailand. The Journal of Corporate Citizenship, 13, 1, 37-

149. 

Connelly, J. T., Limpaphayom, P., & Nagarajan, N. J. (2012). Form versus substance: 

The effect of ownership structure and corporate governance on firm value in Thailand. 

Journal of Banking & Finance, 36(6), 1722-1743. 

Conyon, M.J. and Peck, S.I., 2008. Board size and corporate performance: evidence 

from European countries. The European Journal of Finance, 4(3), pp.291-304. 

Cooke, T. E. (1993). `Disclosure in Japanese Corporate Annual Reports'. Journal of 

Business Finance & Accounting, 20(4): 521-535. 

Cornforth, C. (2004). The governance of cooperatives and mutual associations: A 

paradox perspective. Annals of Public and Cooperative Economics, 75(1), 11-3 

Creswell, J. W., & Plano Clark, V. L. (2011). Designing and conducting mixed methods 

research (2nd ed.). Thousand Oaks, CA: Sage. 

Creswell, J. W., 2014. Research design : qualitative, quantitative, and mixed methods 

approaches. 4th ed. London: SAGE Publications Ltd.. 

Creswell, J.W. (2007). Qualitative inquiry and research design: Choosing among five 

approaches (2nd ed.). Thousand Oaks, CA: Sage. 

http://ssrn.com/paper=1313353


253 
 

Cromme (2001). German Corporate Governance Code [Online]. Available: 

Http://Www.Corporate-Governance- 

Code.De/Eng/Download/DCG_Preface_E200202.Pdf. [ Accessed 4.10.2010 ]. 

Cronbach, L. J., 1951. Coefficient Alpha and the internal structure of tests. 

Psychometrika, 16(3), p. 297–334. 

Cronbach, L. J., 1951. Coefficient Alpha and the internal structure of tests. 

Psychometrika, 16(3), pp. 297–334. 

Crowther, D., & Lez-Rayman-Bacchus (2004), Perspective on Corporate Social 

Responsibility, Cornwall: Ashgate Publishing Limited. 

Cuervo, A. & Villalonga, B. (2000). Explaining the Variance In The Performance 

Effects Of Privatization. Academy of Management Review, 581-590. 

Culpan, R. and Trussel, J. (2005). `Applying the Agency and Stakeholder Theories to 

the Enron Debacle: An Ethical Perspective'. Business and Society Review, 110(1): 59-

76. 

Cyert, R. M. and C. L. Hedrick: 1972, ‘Theory of the Firm: Past, Present, and Future; 

An Interpretation’, Journal of Economic Literature, 10, 398–412. 

Daily, C.M., Dalton, D.R., & Canella, A.A. (2003). Corporate governance: decades of 

dialogue and data. Academy of Management Review, 28, 371–382. 

Daines, R. M., Gow, I. D., & Larcker, D. F. (2010). Rating the ratings: How good are 

commercial governance ratings? Journal of Financial Economics, 98(3), 439-461. 

Dalton, D.R., Daily, C.M., Ellstrand, A.E. and Johnson, J.L., 1998. Meta‐analytic 

reviews of board composition, leadership structure, and financial performance. 

Strategic management journal, 19(3), pp.269-290. 

Damodaran, A. (2011). Applied Corporate Finance, Third Edition, USA: John Wilson 

and Sons Inc. 

Darus, F., & Mohamed, A. (2011). Corporate governance and corporate failure in the 

context of agency theory. The Journal of American Academy of Business, Cambridge, 

17: 125-132. 

http://www.corporate-governance-/


254 
 

Davis, J. H., Schoorman, F. D. and Donaldson, L. (1997). `Toward a Stewardship 

Theory of Management'. Academy of Management Review, 22(1): 20-47. 

Dawson, C. (2013). Introduction to research methods: A practical guide for anyone 

undertaking a research project: Constable & Robinson Ltd. 

De Andres, P., Azofra, V. and Lopez, F., 2005. Corporate boards in OECD countries: 

Size, composition, functioning and effectiveness. Company Valuation: An 

International Review, 13(2), pp.197-210. 

De Angelo, L.E., 2011. Auditor size and audit quality. Journal of accounting and 

economics, 3(3), pp.183-199. 

Debreceny, R., Gray, G.L & Rahman. A, (2002). The determinants of Internet financial 

reporting. Journal of Accounting and Public Policy 21, 371-394. 

Deegan, C. (2002). `Introduction: The legitimising effect of social and environmental 

disclosures -a theoretical foundation'. Accounting, Auditing & Accountability Journal, 

15(3): 282-311. 

Dehaene, A., De Vuyst, V., & Ooghe, H. (2001), Corporate performance and board 

structure in Belgian companies, Long Range Planning, 34(3), 383-398. 

Deloof, M. (2003). Does working capital management affect profitability of Belgian 

firms? Journal of Business Finance and Accounting, 30(3/4), 573-588. 

Demir, V., & Bahadir, O. (2014). An Investigation of Compliance with International 

Financial Reporting Standards by Listed Companies in Turkey. Accounting and 

Management Information Systems, 13(1), 4-34. 

Demsetz, H. and Lehn, K., 2015. The structure of corporate ownership: Causes and 

consequences. Journal of political economy, 93(6), pp.1155-1177. 

Denis, D. K. & McConnell, J. J. (2003). International Corporate Governance. Journal 

of Financial And Quantitative Analysis, 38, 1-36. 

Denyer, D. and Neely, A., 2014. Introduction to special issue: innovation and 

productivity performance in the UK. International Journal of Management Reviews, 

5(3‐4), pp.131-135. 



255 
 

Dey, A. (2008). Corporate governance and agency conflicts. Journal of Accounting 

Research, 46(5), 1143-1181. 

DeZoort, F., Hermanson, D., Archambeault, D., & Reed, S. (2002). Audit Committees 

Effectiveness: A Synthesis of the Empirical Audit Committee Literature. Journal of 

Accounting Literature, 21, 38-75. 

Diamantopoulos, A., & Siguaw, J. A. (2006). Formative versus reflective indicators in 

organizational measure development: A comparison and empirical illustration. British 

Journal of Management, 17(4), 263–282. 

Diamantopoulos, A., Riefler, P., & Roth, K. P. (2008). Advancing formative 

measurement models. Journal of Business Research, 61(12), 12031218. 

Dirks, K. T., & Ferrin, D. L. 2001. The role of trust in organizational settings. 

Organization Science, 12: 450-467. 

Donaldson, L. and Davis, J. H. (1991). `Stewardship Theory or Agency Theory: CEO 

Governance and Shareholder Returns'. Australian Journal of Management, 16(1): 49-

65. 

Donaldson, T. and Preston, L. E. (1995). `The Stakeholder Theory of the Corporation: 

Concepts, Evidence, and Implications'. Academy of Management Review, 20(1): 65-91. 

Dong H.P, & Su J (2010). The Relationship between Working Capital Management and 

Profitability: A Vietnam Case, International Research Journal of Finance and 

Economics. 49, 59-67. 

Dunne, T., Helliar, C. & Power, D. (2003). Fraud at Allfirst Financial: The Failure of 

Corporate Governance? European Business Journal, 15, 159-167. 

Easley, D., & M. O’Hara, (2004). Information and the cost of capital. Journal of 

Finance 59, 1552-1583. 

Ebaid, I. E. (2009), The Impact of Capital-Structure Choice on Firm Performance: 

Empirical Evidence from Egypt. The Journal of Risk Finance, 10(5), 477-487. 

Eberl, M., 2010. An application of PLS in multi-group analysis: the need for 

differentiated corporate-level marketing in the mobile communications industry. in: V. 

E. Vinzi, W. W.  



256 
 

Eisenberg, T., Sundgren, S., & Wells, M. T. (2008). Larger board size and decreasing 

firm value in small firms. Journal of financial economics, 48(1), 35-54. 

Eisenhardt, K. M. (1989). `Agency Theory: An Assessment and Review'. Academy of 

Management Review, 14(1): 57-74. 

Eljelly, A. M. A. (2004). Liquidity-Profitability Trade-off: An Empirical Investigation 

in an Emerging Market. International Journal of Commerce and Management, 14(2), 

48-61. 

Elloumi, F. and Gueyie, J.P., 2011. Financial distress and Company Valuation: an 

empirical analysis. Company Valuation: The international journal of business in 

society, 1(1), pp.15-23. 

Elsayed, K.(2007) Does CEO duality really affect corporate performance?, Corporate 

Governance: an international review.16, 1203-1214. 

Elshandidy, T., & Neri, L. (2015). Corporate Governance, Risk Disclosure Practices, 

and Market Liquidity: Comparative Evidence from the UK and Italy. Corporate 

Governance: An International Review, 23(4), 331-356. 

Enrione, A., Mazza, C. & Zerboni, F. (2006). Institutionalizing Codes of Governance. 

American Behavioural Scientist, 49, 961-973. 

Essen, M., Engelen, P.J. and Carney, M., 2013. Does “Good” Corporate Governance 

Help in a Crisis? The Impact of Country and Firm‐Level Governance Mechanisms in 

the European Financial Crisis. Corporate Governance: An International Review, 21(3), 

pp.201-224. 

Ettredge, M., Richardson, V.J. & Scolz, S. (2002), Dissemination of information for 

investors at corporate web site, Journal of Accounting & Public Policy, 21(4-5), 357-

369. 

Faccio, M. and Lasfer, M., 2009. Managerial ownership, board structure and firm 

value: The UK evidence.   

Falk, R. F., & Miller, N. B., 1992. A primer for soft modeling. Akron: University of 

Akron Press. 



257 
 

Fallatah, Y. and Dickins, D., 2012. Company Valuation and firm performance and value 

in Saudi Arabia. African Journal of Business Management, 6(36), p.10025. 

Fama E. F. & Jensen, M. C. (1983b). Agency Problems and Residual Claims, Journal 

of Law and Economics, 26(2), 327-349. 

Fama, E. (1980) Agency Problems & the Theory of the Firm, Journal of Political 

Economy, 88(2): 280-292. 

Fama, E., & Jensen, M. (1983). Separation of Ownership and Control. Journal of Law 

and Economics, 26, 301–325. 

Fan, J. & Wong, J. (2002). Corporate Ownership Structure and the Informativeness of 

Accounting Earnings in East Asia. Journal of Accounting and Economics, 33, 401-425. 

Fang, V.W., Noe, T.H. and Tice, S., 2009. Stock market liquidity and firm value. 

Journal of Financial Economics, 94(1), pp.150-169. 

Farag, H., Mallin, C., & Ow‐Yong, K. (2014). Governance, ownership structure, and 

performance of entrepreneurial IPOs in AIM companies. Corporate Governance: An 

International Review, 22(2), 100-115 .Governance, Vol. 17, No. 1, Pp.187-216. 

Fauzi, F. & Locke, S. (2012). Board structure, ownership structure and firm 

performance: A study of New Zealand listed-firms. Asian Academy of Management 

Journal of Accounting of Finance, 8(2), 43-67. 

Fich, E. M., & Shivdasani, A. (2006). Are Busy Boards Effective Monitors? Journal of 

Finance 51(2), 689-724. 

Filatotchev, I. and Bishop, K., 2012. Board composition, share ownership, and 

‘underpricing’of UK IPO firms. Strategic Management Journal, 23(10), pp.941-955. 

Financial Reporting Council (2012). The UK Corporate Governance Code, September 

2012, Financial Reporting Council. [Online].Available Http://Www.Frc.Org.Uk/Our-

Work/Publications/Corporate-Governance/UKCorporate- Governance-Code-

September-2012.Aspx . [Accessed 5.8.13]. 

Finkelstein S., & Hambrick, D. C. (1996). Strategic Leadership: Top Executives and 

their Effects on Organizations, West Publishing, Minneapolis. 

http://www.frc.org.uk/Our-Work/Publications/Corporate-Governance/UKCorporate-
http://www.frc.org.uk/Our-Work/Publications/Corporate-Governance/UKCorporate-


258 
 

Firth, M., Fung, P. & Rui, O. (2007). Ownership, two-tier Board Structure, and the 

Informativeness of Earnings: Evidence from China. Journal of Accounting and Public 

Policy, 26, (4), 463-496. 

Forbes, D. and F. Miliken: 1999, ‘Cognition and Corporate Governance: Understanding 

Boards of Directors as Strategic Decision-Making Groups’, Academy of Management 

Review 24, 489–505. 

 

Fornell, C., & Bookstein, F. L. (1982). Two structural equation models: LISREL and 

PLS applied to consumer exit-voice theory. Journal of Marketing Research, 19, 440–

452. 

 Fornell, C., & Larcker, D. F. (1981). Evaluating structural equation models with 

unobservable variables and measurement error. Journal of Marketing Research, 18, 39–

50. 

Foss, K., & Rodgers, W. (2011). Enhancing Information usefulness by line managers’ 

involvement in cross-unit activities. Organization Studies, 32, 683–703. 

Fraser, D.R., Zhang, H. and Derashid, C., 2006. Capital structure and political 

patronage: The case of Malaysia. Journal of Banking & Finance, 30(4), pp.1291-1308. 

Freeman, R. (1984). Strategic Planning: A Stakeholder Approach. Boston: Pitman 

Publishing Ltd. 

Garson, G. D., 2016. Partial Least Squares: Regression and Structural Equation 

Models. Asheboro, NC: Statistical Associates Publishers. 

Gefen, D., & Straub, D. (2005). A practical guide to factorial validity using PLSGraph: 

Tutorial and annotated example. Communications of the AIS, 16, 91–109. 

Geisser, S., 1974. A predictive approach to the random effect model. Biometrika, 61(1), 

pp. 101-107. 

Gemmille, G., (2001), Capital structure and Firm value: A Study of Split- Capital 

Closed- End funds in the UK, [Online] Available from: 

http://citeseerx.ist.psu.edu/viewdoc/download?doi=10.1.1.494.7858&rep=rep1&type=

pdf [Accessed 15 August, 2017]. 

http://citeseerx.ist.psu.edu/viewdoc/download?doi=10.1.1.494.7858&rep=rep1&type=pdf
http://citeseerx.ist.psu.edu/viewdoc/download?doi=10.1.1.494.7858&rep=rep1&type=pdf


259 
 

Gerbing, D. W., & Anderson, J. C. (1988). An updated paradigm for scale development 

incorporating unidimensionality and its assessment. Journal of Marketing Research 

(JMR), 25(2), 186–192 . 

Ghabayen, M.A., 2012. Board characteristics and firm performance: Case of Saudi 

Arabia. International Journal of Accounting and Financial Reporting, 2(2), p.168. 

 

Ghofar, A & Islam, S.M.N, (2015), Corporate Governance and Contingency Theory A 

Structural Equation Modeling Approach and Accounting Risk Implications, New York: 

Springer. 

Gill, J., & Johnson, P. (2010). Research methods for managers: Sage. 

Gilliland, S. W.: 1993, ‘The Perceived Fairness of Selection Systems: An 

Organizational Justice Perspective’, Academy Management Review 18, 694–734. 

Gioia, D. A., M. Schultz and K. G. Corley: 2000, ‘Organizational Identity, Image, and 

Adaptive Instability’, Academy Management Review 25, 63–81. 

Gompers, P., Ishii, J., & Metrick, A. (2003). Corporate governance and equity prices. 

Quarterly Journal of Economics, 118(1), 107-155. 

 

Goodstein, J., Gautum, K., & Boeker, W. (1994). The effect of Board size and Diversity 

on Strategic Change. Strategic Management Journal, 15, 3, 241-250. 

Gordini, N., 2012. The impact of outsiders on small family firm performance: Evidence 

from Italy. 

Götz, O., Liehr-Gobbers, K. & Krafft, M. 2010. Evaluation of Structural Equation 

Models Using the Partial Least Squares (PLS) Approach. 

Grace, M., Ireland, A. and Dunstan, K., 2005. Board composition, non-executive 

directors' characteristics and corporate financial performance. Asia-Pacific Journal of 

Accounting, 2(1), pp.121-137. 

Gray, R., Owen, D. and Adams, C. (1996). Accounting and Accountability: Changes 

and Challenges in Corporate Social and Environmental Reporting. London: Prentice-

Hall. 



260 
 

Greenbury, R. (1995). Directors' Remuneration, Report of a Study Group Chaired By 

Sir Richard Greenbury. Gee Publishing. 

Gregory, H.J., & Simms, M.E. (1999). ‘Corporate Governance: What it is and Why it 

Matters’, paper presented to The 9th International Anti-Corruption Conference, Kuala 

Lumpur. 

Griffin, J.J. and Mahon, J.F., 2007. The corporate social performance and corporate 

financial performance debate: Twenty-five years of incomparable research. Business & 

society, 36(1), pp.115-131. 

Guest, P. M. (2008), The determinants of board size and composition: Evidence from 

the UK, Journal of Corporate Finance, 14, 51-72. 

Guest, P. M. (2009). The Impact of Board Size on Firm Performance: Evidence from 

the UK. European Journal of Finance 15, 385-404. 

Guiral, A., Rodgers, W., Ruiz, E., & Gonzalo, J. A. (2010), Ethical Dilemmas in 

Auditing: Dishonesty or Unintentional Bias? Journal of Business Ethics, 91, 151-166. 

Gujarati, D. N. (2003). Basic Econometrics. New York: McGraw-Hill. 

Gupta, M. & Fields, L.P. (2009), Board independence and corporate governance: 

Evidence from director resignations, Journal of Business Finance and Accounting, 

36(1-2), 161-184. 

Habib, A & Azim, I (2008), Corporate governance and the value-relevance of 

accounting information: evidence from Australia, Accounting Research Journal, 21(2), 

167–194. 

Haenlein, M. & Kaplan, A. M., 2004. A beginner’s guide to partial least squares 

analysis. Understanding Statistics, 3(4), p. 283–297. 

Hair, J. E., Hufit, G. M., Ringle, C. M., & Sarstedt, M., 2017. A primer on partial least 

squares structural equation modeling. PLS-SEM. 2nd ed. USA: SAGE Publications. 

Hair, J. F. J., Black, W. C., Babin, B. J. & Anderson, R. E., 2010. Multivariate data 

analysis. 7th ed. s.l.:Pearson Prentice Hall. 



261 
 

Hair, J. F., Sarstedt, M. & Ringle, C. M. 2012. An Assessment of the use of Partial 

Least Squares structual equation modelling in marketing research. Journal of the 

Academy Marketing Science, 40, 414-433 .  

Hair, J. F., Tomas, G. M. H., Ringle, C. M. & Sarstedt, M. 2014. A Premier on Partial 

Least  Squares Structural Equation Modelling (PLS-SEM). Thousand Oaks, California, 

Sage Publication. 

Hair, J.F., Hult, G.T.M., Ringle, C.M., Sarstedt, M., (2013). A Primer on Partial Least 

Squares Structural Equation Modeling (PLS-SEM). Sage, Thousand Oaks. 

Haniffa, R & Cooke, T (2005), The impact of culture and governance on corporate 

social reporting, Journal of Accounting and Public Policy, 24(5), 391–430. 

Haniffa, R. and Cooke, T. (2002). ‘Culture, Corporate Governance and Disclosure in 

Malaysian Corporations’, Journal of Accounting, Finance and Business Studies 

(Abacus), Vol. 38, No. 3, Pp.317-349. 

Haniffa, R. and Hudaib, M. (2006) Corporate governance structure and performance of 

Malaysian listed companies, Journal of Business Finance &Accounting, 33,10341062. 

Haniffa, R. and Hudaib, M., 2007. Locating audit expectations gap within a cultural 

context: The case of Saudi Arabia. Journal of International Accounting, Auditing and 

Taxation, 16(2), pp.179-206. 

Haniffa, R. and Hudaib, M., 2011. Corporate governance structure and performance of 

Malaysian listed companies. Journal of Business Finance & Accounting, 33(7‐8), 

pp.1034-1062. 

 

Hanrahan, P. I., Ramsay & Stapledon, G. (2001).  Commercial Applications of 

Company Law, 2nd Ed. (CCH Australia Limited, Sydney). 

 

Harabi, N. (2007). State of Corporate Governance in Arab Countries: An Overview. 

Munich Personal Repec Archive- University of Munich. 

Hasnawati, S. (2005). Impact investment opportunity set against the public company 

value Jakarta Stock Exchange, Journal of Accounting Research Indonesia, 9(2), 117- 

126. 



262 
 

Hassan, H., Hassan, S., Karim, N.A. and Salamuddin, N., 2016. Nonlinearity between 

Ownership Concentration and Firm Value. In Proceedings of the 1st AAGBS 

International Conference on Business Management 2014 (AiCoBM 2014) (pp. 523-

534). Springer Singapore. 

 

Hassan, M.K. and Bashir, A.H.M., 2013, December. Determinants of Islamic banking 

profitability. In 10th ERF annual conference, Morocco (pp. 16-18). 

Hassan, O. A. G., Giorgioni, G., &Romilly, P. (2006). The extent of financial 

disclosures and its determinants in an emerging capital market: The case of Egypt. 

International journal of accounting, Auditing and Performance Evaluation, 3, 41-67. 

Hassanein, A., & Hussainey, K. (2015). Is forward-looking financial disclosure really 

informative? Evidence from UK narrative statements. International Review of 

Financial Analysis, 41, 52-61. 

Haugen, R.A. & Baker, N.L. (1996). Commonality in the determinants of expected 

stock returns, Journal of Financial Economics, 41, 401-439. 

Hayat, R., & Hassan, M. K. (2017). Does an Islamic label indicate good corporate 

governance? Journal of Corporate Finance, 43, 159-174. 

Hayes, A.F., & Preacher, K.J. (2010). Quantifying and testing indirect effects in simple 

mediation models when the constituent paths are nonlinear. Multivariate Behavioral 

Research, 45, 4, 627-660. http://dx.doi.org/10.1080/00273171.2010.498290. 

Healy, P. M. and Palepu, K. G. (2001). `Information asymmetry, corporate disclosure, 

and the capital markets: A review of the empirical disclosure literature'. Journal of 

Accounting and Economics, 31(1-3): 405-440. 

Heenetigala, K. and Armstrong, A.F., 2011. The impact of corporate governance on 

firm performance in an unstable economic and political environment: Evidence from 

Sri Lanka. 

Henseler,  & H. Wang (Eds.), Handbook of partial least squares: Concepts, methods, 

and applications (pp. 655-690). Berlin: Springer. 

Henseler, J. (2010) On the convergence of the partial least squares path modeling 

algorithm. Computational statistics, 25(1), 107-120. 

http://dx.doi.org/10.1080/00273171.2010.498290


263 
 

Henseler, J., Ringle, C. M. & Sarstedt, M., 2015. A new criterion for assessing 

discriminant validity in variance-based structural equation modeling. Journal of the 

Academy of Marketing Science, 43, pp. 115–135. 

Henseler, J., Ringle, C. M. & Sinkovics, R. R., 2009. The use of partial least squares 

path modeling in international marketing. Advances in International Marketing, 20, pp. 

277-319. 

Henseler, J., Ringle, C. M., & Sarstedt, M., 2015. A new criterion for assessing 

discriminant validity in variance-based structural equation modeling. Journal of the 

Academy of Marketing Science, 43, pp. 115–135. 

Hertog, S., 2011. Princes, brokers, and bureaucrats: oil and the state in Saudi Arabia. 

Cornell University Press. 

Higgs, D. (2003). Review of the Role and Effectiveness of Non-Executive Directors, 

Stationery Office. 

Hill, C. W. L. and Jones, T. M. (1992). `Stakeholder-Agency Theory'. Journal of 

Management Studies, 29(2): 131-154. 

Hillman, A. J., & Dalziel, T. (2003). Boards of Directors and Firm Performance: 

Integrating Agency and Resource Dependency Perspectives. Academy of Management 

Review, 28(3), 383–396. 

Hirschey, M., Kose, J., & Anil, M. (Eds.), (2009). Corporate Governance and Firm 

Performance, Journal of Corporate Finance Vol. 6. Bingley, UK: JAI Press. 

Hobbes, T.: 1660, Leviathan (ed 1926). (Hafner, New York). 

Hoepner, A.G., Rammal, H.G. and Rezec, M., 2011. Islamic mutual funds’ financial 

performance and international investment style: Evidence from 20 countries. The 

European Journal of Finance, 17(9-10), pp.829-850. 

Hoitash, U., Hoitash, R. and Bedard, J.C., 2009. Company Valuation and internal 

control over financial reporting: A comparison of regulatory regimes. The accounting 

review, 84(3), pp.839-867. 



264 
 

Hope, O: K. (2003). `Firm-level Disclosures and the Relative Roles of Culture and 

Legal Origin'. Journal of International financial Management and Accounting, 14(3):2 

18-248. 

Hossain, M., Tan, L. M. and Adams, M. (1994). `Voluntary Disclosure in an Emerging 

Capital Market: Some Empirical Evidence from Companies Listed on the Kuala 

Lumpur Stock Exchange'. International Journal of Accounting, 29(4): 334-351. 

Hsu, W., & Petchsakulwong, P. (2010). The impact of corporate governance on the 

efficiency performance of the Thai non-life insurance industry. The Geneva Papers on 

Risk and Insurance Issues and Practice, 35(1), S28-S49. 

Hsu, W., & Petchsakulwong, P. (2010). The impact of corporate governance on the 

efficiency performance of the Thai non-life insurance industry. The Geneva Papers on 

Risk and Insurance Issues and Practice, 35(1), S28-S49. 

Hu, H. T.: 1990, ‘Risk, Time, and Fiduciary Principles in Corporate Investment’, 

UCLA Law Review 38, 282. Inguyen, Q.: 1999, ‘Emotional Capability, Emotional 

Intelligence, and Radical Change’, Academy of Management Review 24, 325–345 . 

Hussainey, K., & Al‐Najjar, B. (2012). Understanding the determinants of 

RiskMetrics/ISS ratings of the quality of UK companies' corporate governance practice. 

Canadian Journal of Administrative Sciences, 29(4), 366-377. 

Hussey, J., & Hussey, R. (2009) Business Research: A Practical Guide for 

Undergraduate and Postgraduate Students.: Basingstoke: Macmillan Press Ltd. 

Hutchinson M (2002). An Analysis of the Association between Firm’s Investment 

Opportunities, Board Composition, and Firm Performance [Online] Available from 

http://papers.ssrn.com/sol3/papers .cfm?abstract_id=295483 [Accessed 27 February 

2017]. 

Hutchinson, M., Gul, F. A., & Leung, S. (2005). Director Entrenchment and 

Governance Problems: Evidence from the Market Reaction to Earnings. Paper 

presented at the European Accounting Association, 28th Annual Congress, Goteberg. 

Inguyen, Q.: 1999, ‘Emotional Capability, Emotional Intelligence, and Radical 

Change’, Academy of Management Review 24, 325–345 . 



265 
 

Ishak, Z. (2004). Corporate Boards, Ultimate Ownership Structure and Corporate 

Diversification: A Study of Public Listed Companies in Malaysia. PhD Thesis, 

University of Southampton. 

Jamal, K. and Tan, H.T., 2010. Joint effects of principles-based versus rules-based 

standards and auditor type in constraining financial managers’ aggressive reporting. 

The Accounting Review, 85(4), pp.1325-1346. 

Jen, W.C. (2014). The impact of macroeconomic and corporate governance factors on 

firm value of Taiwanese green technology industry: A consideration of differential 

slope. International Journal of Economics and Finance, 6(7): 157- 164. 

Jensen, M. (1983). Organization theory and methodology. Accounting Review, 56, 319-

338. 

Jensen, M. (1993).The modern industrial revolution, exit and the failure of internal 

control systems, Journal of Finance, 48, 831–880. 

Jensen, M. C. and Meckling, W. H. (1976). ̀ Theory of the Firm: Managerial Behaviour, 

Agency Costs and Ownership Structure'. Journal of Financial Economics, 3: 305-360. 

Jensen, M.C. (1993). The Modern Industrial Revolution, Exit, and the Failure of 

Internal Control Systems. Journal of Finance, 48, 3, 831-880. 

Jensen, M.C., 1986. Agency costs of free cash flow, corporate finance, and takeovers. 

The American economic review, 76(2), pp.323-329. 

 

 

Jiang, W & Anandarajan, A (2009), Shareholder rights, corporate governance and 

earnings quality: The influence of institutional investors, Managerial Auditing Journal, 

24(8), 767–791. 

Jing L., Richard P., & Haniffa R. (2008). Intellectual Capital Disclosure and Corporate 

Governance Structure in UK Firms. Accounting and Business Research, 38(2), 137-

159. 

John, K. and Senbet, L. ‘Corporate Governance and Board Effectiveness’, Journal of 

Banking and Finance, 1998, 22, pp. 371-403.  



266 
 

Johnson, J. L., Daily, C. M., & Ellstrand, A. E. (1996). Board of directors: A review 

and research agenda. Journal of Management, 22, 409-438. 

Johnson, P. & Duberley, J., 2000. Understanding management research an 

introduction to epistemology. 1st ed. London: SAGE Publications Ltd. 

Johnson, R. and D. Greening: 1999, ‘The Effects of Corporate Governance and 

Institutional Ownership Types on Corporate Social Performance’, Academy of 

Management Review 42, 564–576. 

Johnstone, K. M., & Bedard, J. C. (2004). Audit firm portfolio management decisions. 

Journal of Accounting Research, 424, 659–690. 

Johnstone, K. M., & Bedard, J. C. (2004). Audit firm portfolio management decisions. 

Journal of Accounting Research, 424, 659–690. 

 

Jones, T. M. and A. C. Wicks, 1999, ‘Convergent Stakeholder Theory’, Academy of 

Management Review 24, 206–221. 

Kajola, S. O. (2008). Corporate governance and firm performance: The case of Nigerian 

listed firms. European Journal of Economics, Finance and Administrative Sciences, 

14(14), 16-28. 

Kapardis, K., M. & Psaros, J. (2006). The Implementation of Corporate Governance 

Principles in an Emerging Economy: A Critique of the Situation in Cyprus. Corporate 

Governance: An International Review, 14, 126-139. 

Kapopoulos, P. and Lazaretou, S., 2007. Corporate ownership structure and firm 

performance: evidence from Greek firms. Company Valuation: An International 

Review, 15(2), pp.144-158 

Karanikolos, M., Mladovsky, P., Cylus, J., Thomson, S., Basu, S., Stuckler, D., 

Mackenbach, J.P. and McKee, M., 2013. Financial crisis, austerity, and health in 

Europe. The Lancet, 381(9874), pp.1323-1331. 

Kathuria, V. and Dash, S., 1999. Board size and corporate financial performance: an 

investigation. Vikalpa, 24(3), pp.11-17. 



267 
 

Keasey, K. and Watson, R., 2011. Financial distress prediction models: A review of 

their usefulness. British journal of Management, 2(2), pp.89-102. 

Keasey, K., Thompson, S. & Wright, M. (2005). Corporate Governance: 

Accountability, Enterprise and International Comparisons, Wiley. 

Khan, A., & Awan, S. 2012. Effect of Board Composition on Firm‘s Performance: A 

Case of Pakistani Listed Companies. Interdisciplinary Journal of Contemporary 

Research in Business, 3(10), 853-863. 

 

Khanchel El Mehdi, I. (2007). Empirical Evidence on Corporate Governance and 

Corporate Performance in Tunisia, Corporate governance: An international review, 

15:6, 1429-1441.  

 

Khanchel, I. (2007). Corporate governance: measurement and determinant analysis. 

Managerial Auditing Journal, 22(8), 740-760. 

Khatri, Y. (2001). ̀ Corporate Performance and Reform' in International Monetary Fund 

(ed.). Occasional Paper: Malaysia: From Crisis to Recovery. Washington, D. C.: 

International Monetary Fund: 83-99. 

Kiel, G. and Nicholson, G. (2003) Board Composition and Corporate Performance: 

How the Australian Experience Informs Contrasting Theories of Corporate 

Governance, Corporate Governance: An International Review, 11, 189–205. 

Kim, H., 2010. Does corporate governance or transparency affect foreign direct 

investment? International Journal of Human and Social Sciences, 5(13), pp.876-883. 

Kiyotaki, N. and Moore, J., 2012. Liquidity, business cycles, and monetary policy (No. 

w17934). National Bureau of Economic Research. 

 

Klapper, L. F. & Love, I. (2004). Corporate Governance, Investor Protection, and 

Performance in Emerging Markets. Journal of Corporate Finance, 10, 703-728. 

Klein, A. (2002), Audit committee, board of director characteristics, and earnings 

management, Journal of Accounting and Economics, 33, 375-400. 

Kleindorfer, P. R., Kunreuther, H. C., & Schoemaker, P. J. H. (1993), Decision 

Sciences: An Integrative Perspective. New York: Cambridge University Press. 



268 
 

Kleinert, M.K., 20014.Comparison of Accounting Based Bankruptcy Prediction 

Models of Altman (1968), Ohlson (1980), and Zmijewksi (1984) to German and 

Belgian Listed Companies during 2008-2013. University of Twente, Netherlands. 

 

Kline, R. B., 2011. Principles and practice of structural equation modeling. 3rd ed. 72 

Spring Street, New York, NY : The Guilford Press. 

Kochhar, R., (1997). Strategic assets, capital structure, and firm performance, Journal 

of Financial and Strategic Decisions, 10(3), 23-36. 

Koraytem, T. (2000). The Islamic Nature of the Saudi Regulations for Companies. Arab 

Law Quarterly, 15, 63-69. 

Korsgaard, M. A., B. M. Meglino and S. W. Lester: 1997, ‘Beyond Helping: Do Other-

Oriented Values have Broader Implications in Organizations?’, Journal of Applied 

Psychology 82, 160–177. 

Kumar, N & Singh, J.P. (2013) Effect of board size and promoter ownership on firm 

value: some empirical findings from India, Corporate Governance: The international 

journal of business in society, 13(1), 88-98. 

La Porta, R., Lopez-De-Silane, F., Shleifer, A. & Vishny, R. W. (1997). Legal 

Determinants of External Finance. National Bureau of Economic Research. 

La Porta, R., Lopez-De-Silanes, F. Shleifer, A. and Vishny, R. (2002). ‘Investor 

Protection Disclosure: Evidence from Italian Listed Companies’, Journal of Finance, 

Vol. 57, No. 3, Pp.1147-1170. 

 

Laing, D. and McKnight, P.J., 2012. Internal and external governance mechanisms: 

their impact on the performance of large UK public companies. Journal of Business 

Finance & Accounting, 29(5‐6), pp.579-611. 

 

Laksmana, I. (2008). Corporate board governance and voluntary disclosure of executive 

compensation practices. Contemporary Accounting Research, 25(4), 1147-1182. 

Lazaridis, I. & Tryfonidis, D. (2006). Relationship between Working Capital 

Management and Profitability of Listed Companies in the Athens Stock Exchange. 

Journal of Financial Management and Analysis, 19 (1), 26-35. 



269 
 

Lazaridis, I. & Tryfonidis, D. (2006). Relationship between Working Capital 

Management and Profitability of Listed Companies in the Athens Stock Exchange. 

Journal of Financial Management and Analysis, 19 (1), 26-35. 

Lehn, K., Sukesh, P., & Zhao, M., 2003. Determinants of the size and structure of 

corporate boards: 1935–2000. Katz Graduate School of Business Working Paper 

Lehn, K.M., Patro, S. and Zhao, M., 2009. Determinants of the size and composition of 

US corporate boards: 1935‐2000. Financial Management, 38(4), pp.747-780. 

Leigh, L. (2011). Breaking down corporate secrecy in the Middle East: lessons from a 

successful “infomediary,” European Business Review, 23(2): 154–166. 

Letza, S., Sun, X. & Kirkbride, J. (2004). Shareholding Versus Stakeholding: A Critical 

Review of Corporate Governance. Corporate Governance: An International Review, 12, 

242-262. 

Leung, S., Richardson, G., & Jaggi, B. (2014). Corporate board and board committee 

independence, firm performance, and family ownership concentration: An analysis 

based on Hong Kong firms. Journal of Contemporary Accounting & Economics, 10(1), 

16-31. 

Lewicki, R. J., McAllister, D., & Bies, R. (1998). Trust and distrust: New relationships 

and realities. Academy of Management Review, 23, 439-458. 

Lipshitz, R., & Strauss, O. (1997). Coping with uncertainty: A naturalistic decision-

making analysis. Organizational Behavior and Human Decision Processes, 69(2), 149-

163. 

Lipton, M and Lorsch , J.W. (1992). A modest proposal for improved corporate 

governance. Business Lawyer, 48(1), 59-77. 

Lohmöller, J. (1989). Latent variable path modeling with partial least squares. 

Heildelberg: Physica. 

Lopatta, K., & Kaspereit, T. (2014). The world capital markets’ perception of 

sustainability and the impact of the financial crisis. Journal of Business Ethics, 122: 

475-500. 



270 
 

Lopez-De-Silanes, F., Shleifer, A. & Vishny, R. (2000). Investor Protection and 

Corporate Governance. Journal of Financial Economics, 58, 3-27. 

MacKinnon, D.P., Lockwood, C.M., & Williams, J. (2004). Confidence limits for the 

indirect effect: Distribution of the product and resampling methods. Multivariate 

Behavioral Research, 39, 99-128. http://dx.doi.org/10.1207/s15327906mbr3901_4. 

MacNeil, I. & Li, X. (2006). “Comply Or Explain”: Market Discipline and Non‐

Compliance With the Combined Code. Corporate Governance: An International 

Review, 14, 486-496. 

Mahdaleta, E & Muda, I & Nasir, Gusnardi. M. N, (2016). Effects of Capital Structure 

and Profitability on Corporate Value with Company Size as the Moderating Variable 

of Manufacturing Companies Listed on Indonesia Stock Exchange. Academic Journal 

of Economic Studies. 2. 30-43. 

Mahdaleta, E & Muda, I & Nasir, Gusnardi.M.N, (2016). Effects of Capital Structure 

and Profitability on Corporate Value with Company Size as the Moderating Variable 

of Manufacturing Companies Listed on Indonesia Stock Exchange. Academic Journal 

of Economic Studies. 2. 30-43. 

Maher, M. & Andersson, T. (2000). Corporate Governance: Effects on Firm 

Performance and Economic Growth. OECD Working Paper. 

Mallin, C. (2007). Corporate Governance, Second Edition. Oxford University Press. 

Mallin, C., & Ow-Yong, K. (2012). Factors influencing corporate governance 

disclosures: evidence from Alternative Investment Market (AIM) companies in the UK. 

European Journal of Finance, 18(6), 515-533. 

Mallin, C.A. ed., 2011. Handbook on international corporate governance: country 

analyses. Edward Elgar Publishing. 

Mangunyi, E.E. (2011). Ownership structure and corporate governance and its effects 

on performance: A case of selected banks in Kenya. International Journal of Business 

Administration, 2(3), 2-18. 

Marn, J.T.K., & Romuald, D.F. (2012). The impact of corporate governance mechanism 

and corporate performance: A study of listed companies in Malaysia, Journal for the 

Advancement of Science & Arts, 3(1): 31-45. 

http://dx.doi.org/10.1207/s15327906mbr3901_4


271 
 

Marston, C. and Polei, A. (2004), “Corporate reporting on the internet by German 

companies”, International Journal of Accounting Information Systems, Vol. 5, pp. 285-

311. 

Masterson, S. S.: 2001, ‘A Trickle-Down Model of Organizational Justice: Relating 

Employees’ and Customers’ Perceptions of and Reactions to Fairness. Journal of 

Applied Psychology 86, 594–604 . 

Matthews, D., Anderson, M. and Edwards, J.R., 2013. The priesthood of industry: the 

rise of the professional accountant in British management. Oxford University Press on 

Demand. 

Mcgee, R. W. (2009). Corporate Governance in Africa and the Middle East: A 

Comparative Study. Corporate Governance in Developing Economies. Springer. 

McMurrian, R.C., and Matulich, E., 2016. Building customer value and profitability 

with business ethics. Journal of Business & Economics Research (Online), 14(3), p.83. 

 

McNulty, T. & Pettigrew, A. M. (1999). Strategists on Boards, Organization Studies, 

20: 47- 74. 

McNulty, T., Zattoni, A., & Douglas, T. (2013). Developing corporate governance 

research through qualitative methods: A review of previous studies. Corporate 

Governance: An International Review, 21(2), 183-198. 

Melis, A. (2005). Critical Issues on the Enforcement of the “True and Fair View” 

Accounting Principle: Learning From Parmalat. Corporate Ownership and Control, 2, 

108-119. 

Miles, L. (2005). `Waking Up After the 1997 Financial Crisis: Corporate Governance 

in Malaysia'. Journal of International Banking Law and Regulation, 20(1): 21-32. 

Mill, J. S.: 1957, Utilitarianism (Bobbs-Merrill, Indianapolis) . 

Modigliani, F. and M. H. Miller: 1958, ‘The Cost of Capital, Corporation Finance, and 

the Theory of Investment’, American Economic Review 48, 261– 297. 

Monks, R. A. G. &  Minnow, N. (1998). Corporate Governance, Second Edition, 

Blackwell, Oxford. 



272 
 

Monks, R.A.G., & Minow, N. (2004), Corporate Governance, MA: Blackwell 

Publishing. 

Morck, R., Shleifer, A., & Vishny, R. W. (1988). Management ownership and market 

valuation: An empirical analysis. Journal of Financial Economics, 20(1-2), 293-315. 

 

Morey, M., Gottesman, A., Baker, E., and Goodridge, B., 2009. Does better 

corporategovernance result in higher valuations in emerging markets? Another 

examination using a new data set. Journal of Banking & Finance, 33(2), pp.254-262. 

 

Morris, R. D. (1987). `Signalling, Agency Theory and Accounting Policy Choice'. 

Accounting and Business Research, 18(69): 47-56. 

 

Mulili, B.M., & Wong, P. (2011). Corporate governance practices in developing 

countries: The case for Kenya, International Journal of Business Administration, 2(1): 

14-27. 

 

Müller, V.-O. (2014). The impact of board composition on the financial performance 

of FTSE100 constituents. Procedia-Social and Behavioral Sciences, 109, 969-975. 

Myers, S. C. (1984). The Capital Structure Puzzle. The Journal of Finance, 39(3), 574-

592 

Nazir, M. S. & Afza, T. (2009b). A Panel Data Analysis of Working Capital 

Management Policies. IBA Business Review, 4(1): 143-157. 

Nicholson, G.J. & Kiel, G.C., 2007. Can Directors Impact Performance? A case-based 

test of three theories of corporate governance. Corporate Governance: An International 

Review, 15,585-608. 

Norby (2001). Corporate Governance in Denmark Copenhagen[Online].Available: 

http://www.ecgi.org/codes/documents/h_kap05-01uk.pdf.[ Accessed. 2.1.2012]. 

Ntim, C. and Soobaroyen, T. (2013). ‘Black Economic Empowerment Disclosures by 

South African Listed Corporations: The Influence of Ownership and Board 



273 
 

Characteristics’, Journal of Business Ethics, Vol. 116, No. 1, Pp.121-138. 

 

Ntim, C. G. (2015). Board diversity and organizational valuation: unravelling the 

effects of ethnicity and gender. Journal of Management & Governance, 19(1), 167-195. 

Ntim, C. G., Opong, K. K., & Danbolt, J. (2012a). The relative value relevance of 

shareholder versus stakeholder corporate governance disclosure policy reforms in 

South Africa. Corporate Governance: An International Review, 20(1), 84-105. 

Ntim, C. G., Opong, K. K., Danbolt, J., & Thomas, D. A. (2012b). Voluntary corporate 

governance disclosures by post-Apartheid South African corporations. Journal of 

Applied Accounting Research, 13(2), 122-144. 

Nunnally, j. c. & Bernstein, I. H. 1994. Psychometric theory, New York, McGraw-Hill 

O’ Sullivan, N. (2000). The Impact of Board Composition and Ownership on Audit 

Quality: Evidence from Large UK Companies. The British Accounting Review, 32, 397-

414. 

O’Connell, V., & Cramer, N. (2010), The relationship between firm performance and 

board characteristics in Ireland, European Management Journal, 28, 387-399. 

O’Leary, A., R. Paetzold and R. Griffin: 2000, Sexual Harassment as Aggressive 

Behavior: An Actor Based Perspective’, Academy of Management Review 25, 372– 

388. 

O’Regan, P., O’Donnell, D., Kennedy, T., Bontis, N., & Cleary, P. (2005). Board 

composition, non-executive directors and governance cultures in Irish ICT firms: a CFO 

perspective, Corporate Governance, 5(4): 56–63. 

OECD (2004), OECD principles of corporate governance, OECD, Paris. 

Önel, Y.C., and Gansuwan, P., 2012. The Influence of Capital Structure on Firm 

Performance: A quantitative study of Swedish listed firms.  

OPEC. 2005. Annual Statistical Bulletin. Organization of the Petroleum Exporting 

Countries. Austria: Uberreuter Print und Digimedia. 

Organisation for Economic Co-operation and Development (1999). Principles of 

Corporate Governance. 



274 
 

Overman, H.G. and Winters, L.A., 2015. The port geography of UK international trade. 

Environment and Planning A, 37(10), pp.1751-1768. 

Ozkan, N., 2011. CEO compensation and firm performance: An empirical investigation 

of UK panel data. European Financial Management, 17(2), pp.260-285. 

Pallant, J., 2010. SPSS survival manual a step by step guide to data analysis using SPSS. 

4th ed. Berkshire: Open University Press McGraw-Hill Education. 

Pandey I. M. (2004), Financial Management 9th Edition, Indian Institute of 

Management, Ahmedabad. Vikas Publishing. House P.VT. LTD. 

Pandey, R., Vithessonthi, C., & Mansi, M. (2015). Busy CEOs and the performance of 

family firms. Research in International Business and Finance, 33, 144-166. 

Pandya, H. (2011). Corporate governance structures and financial performance of 

selected Indian banks. Journal of Management & Public Policy, 2(2), 4-21 

Pass, C. (2006). The revised combined code and corporate governance: an empirical 

survey of 50 large UK companies, Managerial Law, 48(5): 467–478. 

Pava, M. L., & Krausz, J. (1996). The association between corporate social-

responsibility and financial performance: The paradox of social cost. Journal of 

Business Ethics, 15, 321 357. 

Pearce, H., & Zahra, S. A. (1992). Board Composition from a Strategic Contingency 

Perspective. Journal of Management Studies, 29, 411- 438. 

Pearce, J., Branyiczki, I. & Bigley, G. (2000), Insufficient bureaucracy: trust and 

commitment in particularistic organizations, Organization Science, 11(2), 148-162. 

Pettigrew, A. & Mcnulty, T. (1995). Power and Influence in and Around the 

Boardroom. Human Relations, 48, 845-873. 

Pfeffer, J. (1983). Organizational demography. In L. L. Cummings, & B. M. Staw (Eds.), 

Research in organizational behaviour, 5, 299-357. Greenwich, CT: JAI Press. 

Pfeffer, J., & Salancik, G. (1978). The External Control of Organisations, A Resource 

Dependence Perspective. New York: Harper and Row. 

Pickard, A. J. (2013). Research methods in information. Chicago: Neal-Schuman. 



275 
 

Pojman, L. (2002), Ethical Egoism, in L. Pojman (ed.), Ethical Theory Classical and 

Contemporary Readings, Belmont: Wadsworth. 

Pouraghajan, A., & Malekian, E. (2012). The Relationship between Capital Structure 

and Firm Performance: Evidence from Jordan. Journal of Management and Business 

Studies, 1(9), 166–181. 

Power, M. K. & Gendron, Y., 2015. Qualitative research in auditing: a methodological 

roadmap. Auditing: A Journal of Practice & Theory, 34(2), pp. 147-165. 

Prestholdt, P. H., I. M. Lane and R. C. Mathews: 1987, ‘Nurse Turnover as Reasoned 

Action: Development of a Process Model’, Journal of Applied Psychology 72, 221–

227. 

Quang, D. X., & Xin, W. Z. (2014). The Impact of Ownership Structure and Capital 

Structure on Financial Performance of Vietnamese Firms. International Business 

Research, 7(2), 64–71. 

Raffournier, B. (1995). `The determinants of voluntary financial disclosure by Swiss 

listed companies'. European Accounting Review, 4(2): 261-280. 

Raghunandan, K., & Rama, D. V. (2007). Determinants of audit committee diligence. 

Accounting Horizons, 21, 265-279. 

Raheja, C.G., (2005). Determinants of board size and composition: A theory of 

corporate boards. Journal of Financial and Quantitative Analysis 40, 283–306. 

Raheman A and Nasr M. (2007). Working Capital Management and Profitability – Case 

Of Pakistani Firms, International Review of Business Research Papers 3(1), 279 – 300. 

Ramayah, T., Lee, J.W.C., & In, J.B.C. (2011). Network collaboration and Performance 

in the tourism sector. Service Business, 5, 411-428. http://dx.doi.org/10.1007/s11628-

011-0120z. 

Ramli, A(2013) Usage of and Satisfaction with Accounting Information System in the  

Hotel Industry: The case of Malaysia PdF. 

Rayton, B.A., & Cheng, S. (2004), ‘Corporate governance in the United Kingdom: 

change to the regulatory template and company practice from 1998–2002’, Code of 

Good 340 Governance Around the World, Working paper no. 2004.13, University of 

Bath , pp. 383–411. 

http://dx.doi.org/10.1007/s11628-011-0120z
http://dx.doi.org/10.1007/s11628-011-0120z


276 
 

Reddy, K., Locke, S., & Scrimgeour, F. (2010). The efficacy of principle-based 

corporate governance practices and firm financial performance: An empirical 

investigation. International Journal of Managerial Finance, 6(3), 190-219. 

Reinartz, W., Haenlein, M., & Henseler, J. (2009). An empirical comparison of the 

efficacy of covariance-based and variance-based SEM. International Journal of 

research in Marketing, 26(4), 332-344.  

Ricther, C. (2008). Bound Rationality in Economic and Finance. 

https://books.google.com.tr/books?id=XGao5huf4zIC&pg=PA76&lpg=PA76&dq=ex

clude+outliers+economics&source=bl&ots=3wYnWTSlND&sig=RoChp7V_3rcZ33

QS6F9zDr-

dVaU&hl=tr&sa=X&ved=0ahUKEwi12eiMtu3WAhXBlxoKHWmfBOkQ6AEIVTAG#

v=onepage&q=exclude%20outliers%20economics&f=false. 

Riordan, R. and Storkenmaier, A., 2012. Latency, liquidity and price discovery. Journal 

of Financial Markets, 15(4), pp.416-437. 

Robb A. & Robinson, D.T. (2009), The capital structure decision of new firms [Online] 

Available: http://papers.ssrn.com/so13/papers.cfm?abstract-id=1345895 [Accessed: 

21 August 2017] 

Roberts, J., McNulty, T., & Stiles, P. (2005). Beyond agency conceptions of the work 

of the non-executive director: creating accountability in the boardroom, British Journal 

of Management, 16(1): 5–26. 

Rodgers, W, (2009a), Ethical Beginnings: Preferences, Rules, and Principles 

Influencing Decision Making, USA: iUniverse 

Rodgers, W. (1997), Throughput Modelling: Financial Information Used by Decision 

Makers JAI Press, Greenwich, CT. 

Rodgers, W. (2006), Process Thinking: Six Pathways to Successful Decision Making, 

New York: iUniverse. 

Rodgers, W. (2009), Three Primary Trust Pathways Underlying Ethical Considerations, 

Journal of Business Ethics 91, 83–93. 

https://books.google.com.tr/books?id=XGao5huf4zIC&pg=PA76&lpg=PA76&dq=exclude+outliers+economics&source=bl&ots=3wYnWTSlND&sig=RoChp7V_3rcZ33QS6F9zDr-dVaU&hl=tr&sa=X&ved=0ahUKEwi12eiMtu3WAhXBlxoKHWmfBOkQ6AEIVTAG#v=onepage&q=exclude%20outliers%20economics&f=false
https://books.google.com.tr/books?id=XGao5huf4zIC&pg=PA76&lpg=PA76&dq=exclude+outliers+economics&source=bl&ots=3wYnWTSlND&sig=RoChp7V_3rcZ33QS6F9zDr-dVaU&hl=tr&sa=X&ved=0ahUKEwi12eiMtu3WAhXBlxoKHWmfBOkQ6AEIVTAG#v=onepage&q=exclude%20outliers%20economics&f=false
https://books.google.com.tr/books?id=XGao5huf4zIC&pg=PA76&lpg=PA76&dq=exclude+outliers+economics&source=bl&ots=3wYnWTSlND&sig=RoChp7V_3rcZ33QS6F9zDr-dVaU&hl=tr&sa=X&ved=0ahUKEwi12eiMtu3WAhXBlxoKHWmfBOkQ6AEIVTAG#v=onepage&q=exclude%20outliers%20economics&f=false
https://books.google.com.tr/books?id=XGao5huf4zIC&pg=PA76&lpg=PA76&dq=exclude+outliers+economics&source=bl&ots=3wYnWTSlND&sig=RoChp7V_3rcZ33QS6F9zDr-dVaU&hl=tr&sa=X&ved=0ahUKEwi12eiMtu3WAhXBlxoKHWmfBOkQ6AEIVTAG#v=onepage&q=exclude%20outliers%20economics&f=false
https://books.google.com.tr/books?id=XGao5huf4zIC&pg=PA76&lpg=PA76&dq=exclude+outliers+economics&source=bl&ots=3wYnWTSlND&sig=RoChp7V_3rcZ33QS6F9zDr-dVaU&hl=tr&sa=X&ved=0ahUKEwi12eiMtu3WAhXBlxoKHWmfBOkQ6AEIVTAG#v=onepage&q=exclude%20outliers%20economics&f=false


277 
 

Rodgers, W., & Gago, S. (2001), Cultural and Ethical Effects on Managerial Decisions: 

Examined in a Throughput Model, Journal of Business Ethics 31, 355–367. 

Rodgers, W., & Gago, S. (2004), Stakeholder influence on corporate strategies over 

time, Journal of Business Ethics, 52, 349–363. 

Rodgers, W., & Gago, S. (2006), Biblical Scriptures Underlying Six Ethical Models 

Influencing Organizational Practices, Journal of Business Ethics, 64, 125-136. 

Rodgers, W., & Guiral, A. (2011), Potential model misspecification bias: Formative 

indicators enhancing theory for accounting researchers, The International Journal of 

Accounting, 46, 25-50. 

Rodgers, W., 1999. The influences of conflicting information on novices and loan 

officers' actions. Journal of Economic Psychology, 20, pp. 123-145. 

Rodgers, W., Choy, H. L., & Guiral, A. (2013), Do Investors Value a Firm’s 

Commitment to Social Activities? Journal of Business Ethics, 114, 607-623. 

Rodgers, W., Guiral, A., & Gonzalo, J. A. (2009), Different Pathways that Suggest 

Whether Auditors’ Going Concern Opinions are Ethically Based, Journal of Business 

Ethics 86(3), 347–361. 

Rodgers, W., Soderbom, A., & Guiral, A. (2015), Corporate Social Responsibility 

Enhanced Control Systems Reducing the Likelihood of Fraud, Journal of Business 

Ethics, 131, 871-882. 

ROSC, 2009. Report on the Observation of Standards and Codes (ROSC), Corporate 

Governance Country Assessment, and World Bank, Washington, US. 

Rosenstein, S., & Wyatt, J. (1990). Outside directors, board independence, and 

shareholder wealth. Journal of Financial Economics, 26, 2, 175–191. 

Rossouw, G. J., Watt, A. V. & Malan, D. P. (2002). Corporate Governance in South 

Africa, Journal of Business Ethics, 37, 289-302.  

 

Rouf.A (2011) The Financial Performance (Profitability) and Corporate Governance 

Disclosure in the Annual Report of listed Companies of Bangladesh: Journal of 



278 
 

Economics and Business Research, ISSN: 2068 - 3537, E – ISSN (online) 2069 –  9476,  

ISSN – L = 2068 – 3537 Volume XVII, No. 2, 2011, pp. 103-117. 

Ruiz-Barbadillo, E., Go ´mez-Aguilar, N., Fuentes-Barbera ´, C., & Garcı ´-Benau, M. 

A. (2004). Audit quality and the going-concern decision-making process: Spanish 

evidence. European Accounting Review, 134, 597–620. 

 

Ruland, W. & Zhou, P. (2005), Debt, diversification and valuation, Review of 

Quantitative. Financial. Accounting, 25(3), 277-291. 

Ryan, B., Scapens, R. W. & Theobold, M., 2002. Research method and methodology 

in finance and accounting. 2nd ed. London: Academic Press Limited. 

Saidi, N. (2004). Corporate governance in MENA countries, Improving Transparency 

and Disclosure. Beirut: the Lebanese Transparency Association the second Middle East 

and North Africa regional corporate governance forum, Technopress, Beirut. 

Saleh, N.M., Iskandar, T.M., & Rahmat, M.M. (2007). Audit committee characteristics 

and earnings management: Evidence from Malaysia. Asian Review of Accounting, 15 

(2), 147-163. 

Samir, M, James, E. G. & Fornaro, M. (2003) An Empirical Investigation of Corporate 

Voluntary Disclosure of Management’s Responsibilities for Financial Reporting, Lubin 

School of Business Faculty Working Papers, Pace University 

Sarstedt, M. & Wilczynski, P., 2009. More for less? a comparison of single-item and 

multiitem measures. Die Betriebswirtschaft, 69(2), pp. 211-227. 

Saunders, M., Lewis, P. & Thornhill, A., 2012. Research methods for business students. 

6th ed. Essex CM20 2JE: Pearson Education Limited. 

Saunders, M., Lewis, P., & Thornhill, A. (2009).Research Methods for Business 

Students 4th edition Pearson education limited. 

Schieffer, A., Lessem, R., & Al-Jayyousi, O., (2008). Corporate governance: impulses 

from the Middle East, Transition Studies Review, 15(2): 335–342. 

Scotland, J., 2012. Exploring the philosophical underpinnings of research: relating 

ontology and epistemology to the methodology and methods of the scientific, 



279 
 

interpretive, and critical research paradigms. Canadian Center of Science and 

Education, 5(9), pp. 9-16. 

Sekaran, U., & Bougie, R., 2010. Research methods for business a skill building 

approach. 5th ed. West Sussex: John Wiley & Sons Ltd. 

Sheridan, L., Jones, E. and Marston, C., 2006. Corporate governance codes and the 

supply of corporate information in the UK. Corporate Governance: An International 

Review, 14(5), pp.497-503. 

Shin, H.H., and Stulz, R.M., 2010. Firm value, risk, and growth opportunities (No. 

w7808). National bureau of economic research. 

 

Shin, Hyun-Han, and Ren M. Stulz, 2000, Firm Value, Risk And Growth Opportunities, 

National Bureau of Economic Research. 

 

 Shivdasani, A. and M. Zenner, (2004) “Best Practices in Corporate Governance: What 

Two Decades of Research Reveals.   Journal of Applied Corporate Finance. Volume 

16.2-3. 

Shleifer, A. & Vishny, R. W. (1997). A Survey of Corporate Governance. The Journal 

of Finance, 52, 737-783. 

Short, H., Keasey, K., Hull, A. & Wright, M. (1998). Corporate Governance, 

Accountability and Enterprise. Corporate Governance: An International Review, 6, 

151-165. 

Singh, A. and Zammit, A., 2015. Corporate Governance, Crony Capitalism and 

Economic Crises: should the US business model replace the Asian way of “doing 

business”? Corporate Governance: An International Review, 14(4), pp.220-233. 

Singh, J.P. & Pandey, S. (2008). Impact of working capital management in the 

profitability of Hindalco industries limited. lefai University Journal of financial 

Economics 6(4), 62 – 72. 

Sobel, M.E. (1982). Asymptotic confidence intervals for indirect effects in structural 

Equation models. In Leinhardt, S. (Ed.). Sociological methodology. Washington, DC: 

American Sociological Association. 290-312. http://dx.doi.org/10.2307/270723. 

http://dx.doi.org/10.2307/270723


280 
 

Sobh, R. & Perry, C., 2006. Research design and data analysis in realism research. 

Soliman, M. (2013a). ‘Ownership Concentration and Firm Financial 

Performance:Evidence from Saudi Arabia’, Working Paper, SSRN, 

Availablat:http://papers.ssrn.com/sol3/papers.cfm?abstract_id=2257832http://papers.s

srn.com/sol3/papers.cfm?abstract_id=1492879, Accessed on 28th January 2013.   

Solomon, J. (2007). Corporate Governance and Accountability, Wiley. 

Solomon, J., Solomon, A. & Park, C. Y. (2002). A Conceptual Framework for 

Corporate Governance Reform in South Korea. Corporate Governance: An 

International Review, 10, 29-46. 

Sourial, M. (2004). Corporate Governance in the Middle East and North Africa: An 

Overview. Available At SSRN 508883. 

Suddaby, R. (2006). From the editors: What grounded theory is not. Academy of 

management journal, 49(4), 633-642. 

Tabachnick, B. G. & Fidell, L. S. .., 2007. Using multivariate statistics. 5 ed. Boston: 

Pearson/Allyn & Bacon. 

Tallman, S. and Li, J. (1996) Effects of International Diversity and Product Diversity 

on the Performance of Multinational Firms. Academy of Management Journal, 39, 179-

196. https://doi.org/10.2307/256635. 

Tariq, Y.B., and Abbas, Z., 2013. Compliance and multidimensional firm performance: 

Evaluating the efficacy of rule-based code of corporate governance. Economic 

Modelling, 35, pp.565-575. 

Tenenhaus, M. (2008a). Component-based structural equation modelling. Total Quality 

Management & Business Excellence, 19, 871–886. 

Tenenhaus, M., Vinzia, V. E., Chatelinc, Y-M., & Lauro, C. (2005). PLS path modeling. 

Computational Statistics & Data Analysis, 48, 159–205. 

Terjesen, S., Couto, E. B., & Francisco, P. M. (2015). Does the presence of independent 

and female directors impact firm performance? A multi-country study of board 

diversity. Journal of Management & Governance, 20(3), 447–483. 

https://doi.org/10.2307/256635


281 
 

The Saudi Organization for Certified Public Accountants (SOCPA)., 2012. Available 

at: http://www.socpa.org.sa/Home/Homepage?lang=en, Accessed on 2nd March 2017.  

Trevino, L. K. (1986). Ethical decision making in organizations: A person situation 

interactionist model. Academy of Management Review, 11, 601–617. 

Tricker, R. I. (1984). Corporate Governance: Practices, Procedures, and Powers In 

British Companies and Their Boards of Directors, Aldershot, Gower. 

Tricker, R.B. and Tricker, R.I., 2015. Corporate governance: Principles, policies, and 

practices. Oxford University Press, USA. 

Tsamenyi, M., Enninful-Adu, E., & Onumah, J. (2007). Disclosure and corporate 

governance in developing countries: evidence from Ghana, Managerial Auditing 

Journal, 22(3): 319–334.             

Turley, S., & Zaman, M. (2007). Audit committee effectiveness: informal processes 

and behavioural effects. Accounting, Auditing & Accountability Journal, 20(5), 765-

788. 

Turley, S., & Zaman, M., (2004). The corporate governance effects of audit committees. 

Journal of Management and Governance 8, 305–332. 

Turnbull, S. (1997). `Corporate Governance: Its scope, concerns and theories'. 

Corporate Governance: An International Review, 5(4): 180-205. 

 Urbach, N. & Ahlemann, F. 2010a. Structural Equation Modeling in Information 

Systems Research Using Partial Least Squares. JITTA : Journal of Information 

Technology Theory and Application, 11, 5.  

Vafeas, N. (1999a). ‘Board Meeting Frequency and Firm Performance’, Journal of 

Financial Economics, Vol. 53, No. 1, Pp.113-142. 

Vafeas, N. (2005). Audit Committees, Boards, and the Quality of Reported Earnings. 

Contemporary Accounting Research, 22(4), 1093-122. 

Vienot Report. (1995). The Board Of Directors Of Listed Companies In France [Online] 

Available Http://Www.Ecgi.Org/Codes/Documents/Vienot1_En.Pdf [Accessed 2. 4. 

2010]. 



282 
 

Vinzi, V. E., Chin, W. W., Henseler, J., & Wang, H., 2010. Handbook of partial least 

squares concepts, methods and applications. London: Springer.  

Vos, J.F.J. (2002) Corporate social responsibility and the identification of stakeholders, 

SOM Research Reports . 

Waldman, D. and F. Yammarino: 1999, ‘CEO Charismatic Leadership: Levels-of-

Management and Levels of-Analysis Effects’, Academy of Management Review, 24, 

266–285. 

Wanous, J. P. & Reichers, A. E., 1996. Estimating the reliability of a single-item 

measure. Psychological Reports, 78, pp. 631–634. 

Westphal, J.D. and Zajac, E.J., 2013. A behavioural theory of corporate governance: 

Explicating the mechanisms of socially situated and socially constituted agency. 

Academy of Management Annals, 7(1), pp.607-661. 

Williams, C., 2007. Research methods. Journal of Business & Economic Research, 

5(3), pp. 65-72. 

Wulf, J., 2007. Authority, risk, and performance incentives: evidence from division 

manager positions inside firms. The Journal of Industrial Economics, 55(1), pp.169-

196. 

Wyburd, G.: 1998, Competitive and Ethical? (Kogan Page Limited, London). 

Xiao, J.Z., Yang, H. & Chow, C.W. (2004), The determinants and characteristics of 

voluntary Internet-based disclosures by listed Chinese companies, Journal of 

Accounting & Public Policy, 23(3): 191-225. 

Xie, B., Davidson. W, and DaDalt. P. 2003. Earnings management and corporate 

governance: the role of the board and the audit committee. Journal of Corporate 

Finance. 9, 295– 316. 

Yang, C.C., Lee, C.F., Gu, Y.X. & Lee, Y.W. (2010). Co-determination of capital 

structure and stock returns – A LISREL approach: An empirical test of Taiwan stock 

market, The Quarterly Review of Economics and Finance, 50, 222-233. 

Yasser, Q.R., Mamun, A.A. and Hook, M., 2017. The impact of ownership structure on 

financial reporting quality in the east. International Journal of Organizational Analysis, 

25(2). 



283 
 

Yates, J. F. (1990), Judgment and Decision Making, Englewood Cliffs, NJ: Prentice 

Hall. 

Yawson, A., 2006. Evaluating the characteristics of corporate boards associated with 

layoff decisions. Corporate Governance: An International Review, 14(2), pp.75-84. 

Yermack, D. (1996), ‘‘Higher market valuations of companies with a small board of 

directors’’, Journal of Financial Economics, Vol. 40 No. 2, pp. 185-211. 

Yung, C. (2009) Entrepreneurial Financing and Costly Due Diligence. The Financial 

Review, 44 (2009) 137-149. 

Zattoni, A. & Cuomo, F. (2008). Why Adopt Codes of Good Governance? A 

Comparison of Institutional and Efficiency Perspectives. Corporate Governance: An 

International Review, 16, 1-15. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



284 
 

Appendix   A 

 

 

 

KINGDOM OF SAUDI ARABIA 

Capital Market Authority 

Corporate Governance Regulations 

English Translation of the Official Arabic Text 

Issued by the Board of the Capital Market Authority 

Pursuant to Resolution Number (8-16-2017) 

Dated 16/5/1438H Corresponding to 13/2/2017G  Based on the 

Companies Law  Issued by Royal Decree No M/3 dated 

28/1/1437H 

 

Arabic is the official language of the Capital Market Authority 

 

Important Notice: the current version of these Regulations, as 

may be amended, can be found at 

The Authority website: www.cma.org.sa 

 

  

 

 

 

 

 



285 
 

 Table of Contents  

Part 1: Preliminary Provisions  

Article 1: Definitions   

Article 2: Preamble  

Article 3: Objectives of the Regulations  

Part 2: Rights of Shareholders  

Chapter 1: General Rights  

Article 4: Fair Treatment of Shareholders  

Article 5: Rights related to shares  

Article 6: Shareholder access to information  

Article 7: Communicating with Shareholders  

Article 8: Electing the Board Members  

Article 9: Distribution of Dividends  

Chapter 2: Rights Related to the Meeting of the General Assembly  

Article 10: Preamble  

Article 11: Competencies of the Extraordinary General Assembly  

Article 12: Competencies of the Ordinary General Assembly  

Article 13: Shareholders' Assembly  

Article 14: The Agenda of the General Assembly  

Article 15: Management of the Shareholders' Assembly  

Part 3: The Board of Directors  

Chapter 1: Formation of the Board   

Article 16: Composition of the Board   

Article 17: Appointment of the Board members   

Article 18: Conditions for the membership of the Board  



286 
 

Article 19: Termination of a Board Membership  

Article 20: Issues Affecting Independence   

Chapter 2: Responsibilities and Competencies of the Board  

Article 21: Responsibility of the Board  

Article 22: Main Functions of the Board  

Article 23: Distribution of Competencies and Duties  

 Article 24: Separation of Positions 

Article 25: Oversight over the Executive Management  

Article 26: Competencies and Duties of the Executive Management  

Chapter 3: Competencies of the Chairman and the Board Members  

Article 27: Competencies and Duties of the Chairman of the Board   

Article 28: Appointing the Chief Executive Officer after the end of his/her services as 

Chairman of the Board  

 Article 29: Principles of truthfulness, honesty and loyalty 

Article 30: Tasks and Duties of the Board Members  

Article 31: Duties of the Independent Director  

Chapter 4: Procedures of the Board Activities  

Article 32: The Board Meetings  

Article 33: Remarks of the Board Members  

Article 34: Organising the Attendance of the Board Meetings  

Article 35: The Agenda of Board Meetings  

Article 36: Exercising the Competencies of the Board  

Article 37: The Secretary of the Board  

Article 38: Qualifications of the Secretary  

 



287 
 

Chapter 5: Training, Support and Assessment  

Article 39: Training  

Article 40: Providing Members with Information  

Article 41: The Assessment   

Chapter 6: Conflicts of Interest  

Article 42: Dealing with Conflicts of Interest and Related Parties Transactions  

Article 43: Conflicts of Interest Policy  

Article 44: Avoiding Conflicts of Interest  

 Article 45: Disclosure of Conflicts of Interest by the Nominee 

Article 46: Competing with the Company  

Article 47: Concept of the Competing Businesses  

Article 48: Rejecting the Renewal of Authorisation  

Article 49: Accepting Gifts  

Part 4: Company Committees  

Chapter 1: General Provisions  

Article 50: Forming the Committees  

Article 51: Committees Membership  

Article 52: Studying Subjects  

Article 53: Committees Meetings  

Chapter 2: The Audit Committee  

Article 54 Audit Committee Formation  

Article 55: Competencies, powers and responsibilities of the Audit Committee  

Article 56: Conflict between the Audit Committee and the Board  

Article 57: Audit Committee Meetings  

Article 58: Arrangements for Providing Remarks  



288 
 

Article 59: Powers of the Audit Committee  

Chapter 3: Remuneration Committee  

Article 60: Composition of the Remuneration Committee  

Article 61: Competencies of the Remuneration Committee  

Article 62: Remuneration Policy  

Article 63: Meetings of the Remuneration Committee  

Chapter 4: Nomination Committee  

Article 64: Composition of the Nomination Committee  

Article 65: competences of the Nomination Committee  

Article 66: the Nomination Procedures  

Article 67: Meetings of the Nomination Committee  

Article 68: Publishing the Nomination Announcement  

Article 69: Nomination Rights of Shareholders  

Chapter 5: Risk Management Committee   

Article 70: Composition of the Risk Management Committee  

Article 71: Competencies of the Risk Management Committee  

Article 72: Meetings of the Risk Management Committee  

Part 5: Internal Control  

Article 73: Internal Control System  

Article 74: Establishing Independent Units or Departments within the Company  

Article 75: Duties of the Internal Audit Unit or Department  

Article 76: Composing An Internal Audit Unit or Department  

Article 77: Internal Audit Plan  

Article 78: Internal Audit Report  

Article 79: Maintaining Internal Audit Reports  



289 
 

Part 6: The Company’s External Auditor  

Article 80: Assigning the Audit Function  

Article 81: Appointment of the External Auditor   

Article 82: Duties of the External Auditor  

 

Part 7: Shareholders  

Article 83: Regulating the Relationship with Stakeholders  

Article 84: Reporting Non-Compliant Practices  

Article 85: Employee Incentives   

Part 8: Professional and Ethical Standards  

Article 86: Professional Conduct Policy  

Article 87: Social Responsibility  

Article 88: Social Initiatives  

Part 9: Disclosure and Transparency  

Article 89: Policies and Procedure of Disclosure  

Article 90: The Board’s Report  

Article 91: The Audit Committee’s Report  

Article 92: Disclosure by the Board  

Article 93: Disclosure of Remunerations   

Part 10: Implementation of Corporate Governance  

Article 94: Implementation of Effective Governance   

Article 95: Formation of a Corporate Governance Committee  

 

 

 



290 
 

Part 11: Retaining of Documents   

Article 96: Retaining of Documents  

Part 12: Closing Provisions  
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Appendix (1) Remuneration Schedule   

Part 1: Preliminary Provisions  

Article 1: Definitions   

The following terms and expressions shall have the meaning they bear as follows 

unless the contrary intention appears:  

Companies Law: the Companies Law issued by Royal Decree No. (M/3) dated 

28/1/1437 AH.  

Capital Market Law: the Capital Market Law issued by Royal Decree No. (M/30) 

dated 2/6/1424 AH.  

Listing Rules: The Listing Rules issued by the Board.  

Authority: the Capital Market Authority.  

The Exchange: The Saudi Stock Exchange.  

Company: the listed joint stock company.   

Board: the company’s Board of Directors.  

Corporate Governance: rules to lead and guide the Company that includes 

mechanisms to regulate the various relationships between the Board, Executive 

Directors, shareholders and Stakeholders, by establishing rules and procedures to 

facilitate the decision making process and add transparency and credibility to it with 

the objective of protecting the rights of shareholders and Stakeholders and achieving 

fairness, competitiveness and transparency on the Exchange and the business 

environment.  
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Shareholders Assembly: an assembly consisting of the shareholders in the Company 

formed in accordance with the provisions of the Companies Law and the Company’s 

bylaws.  

Executive Director: a member of the Board who is a full time member of the executive 

management team of the Company and participates in its daily activities.  

Non-Executive Director: a member of the Board who is not a full-time member of the 

management team of the Company and does not participate in its daily activities.  

Independent Director: a non-executive member of the Board who enjoys complete 

independence in his/her position and decisions and none of the independence affecting 

issues stipulated in Article 20 of these Regulations apply to him/her.   

Executive Management or Senior Executive: persons responsible for managing the 

daily operations of the Company, and proposing and executing strategic decisions, such 

as the Chief Executive Officer (CEO) and his/her delegates and the Chief Financial 

Officer (CFO).  

 Relatives:  

- Fathers, mothers, grandfathers and grandmothers (and their ancestors).  

- children and grandchildren and their descendants.  

- siblings, maternal and paternal half-siblings and their children. -  Husbands 

and wives.  

Holding Company: a  Joint Stock Company or Limited Liability Company aims to 

control other Joint Stock Companies or Limited Liability Companies called affiliates 

by owning more than half of those companies' share capitals or by controlling the 

composition of their management.   

Person: any natural or legal person that is recognised as such under the laws of the 

Kingdom.   

Related Parties:  

A. Substantial Shareholders of the company.   

B. Board members of the Company or any of its affiliates and their 

relatives.  
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C. Senior Executives of the Company or any of its affiliates and their 

relatives.  

D. Board members and Senior Executives of Substantial Shareholders of 

the company.   

E. Entities, other than companies, owned by a Board member or any Senior 

Executive or their relatives.  

F. Companies in which a Board member or a Senior Executive or any of 

their relatives is a partner.  

G. Companies in which a Board member or a Senior Executive or any of 

their relatives is a member of its Board of directors or is one of its Senior 

Executives.  

H. Joint stock companies in which a member of the Board or a Senior 

Executive or any of their relatives owns (5%) or more, subject to the provisions 

of paragraph (D) of this definition.   

I. Companies in which a Board member or a Senior Executive or any of their 

relatives has influence on their decisions even if only by giving advice or 

guidance.  

J. Any person whose advice or guidance influence the decisions of the 

Company, the Board and the Senior Executives. K. Holding companies or 

affiliates.  

Advice or guidance that is provided on a professional basis by a person licensed to 

provide such advice shall be excluded from the provisions of paragraphs (I) and (J) of 

this definition.  

The Group: When referring to a person, means the person and his affiliates.  

Affiliate: a person who controls another person or is controlled by that other person, or 

who is under common control with that person by a third person. In any of the 

preceding, control could be direct or indirect.  

Stakeholder: any person who has an interest in the Company, including employees, 

creditors, customers, suppliers and the community.  
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Substantial Shareholders: any person who owns (5%) or more of the shares of the 

Company or voting rights therein.  

Cumulative voting: a method of voting for electing Board members that gives each 

shareholder a voting capacity equivalent to the number of shares he/she owns , and by 

which the shareholder is entitled to either exercise all of his/her votes towards one 

nominee or to divide his/her votes towards several nominees without any duplication 

of such votes.  

Controlling Interest: The ability to influence actions or decisions of another person 

directly, indirectly, individually or collectively with a relative or an affiliate through: 

(A) owning %30 or more of the voting rights in a company, (B) having the right to 

appoint %30 or more of the administrative team members.  

Administrative Team: A group of individuals who make strategic decisions of the 

person. The Board is the Company's Administrative Team.  

Remunerations: amounts, allowances, dividends and the like, periodic or annual 

bonuses linked to performance, long or short term incentive plans and any other in-kind 

benefits except the actual reasonable expenses and fees incurred by the company to 

enable the Board member to perform his duties.  

Day: Calendar day whether a business day or not.   

  

Article 2: Preamble  

a) These Regulations state the rules and standards that regulate the management of 

the companies to ensure its compliance with the best governance practices that 

ensure the protection of shareholder's rights as well as the rights of Stakeholders.  

b) These Regulations are mandatory to companies except the provisions that 

contain a reference of being guiding.   

c) Without prejudice to the provisions of these Regulations, laws and instructions 

of other supervisory authorities apply to companies that subject to them.  
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Article 3: Objectives of the Regulations  

These Regulations aim at establishing an effective legal framework to govern the 

Company, and particularly aim at the following:  

1) enhancing the role of the Company’s shareholders and facilitating the 

exercise of their rights;  

2) Stating the competencies and responsibilities of the Board and the 

Executive Management;  

3) enhancing the role of the Board and the committees and developing their 

capabilities to enhance the Company’s decision making mechanisms;  

4) achieving transparency, impartiality and equity in the Exchange, its 

transactions, and the business environment and enhance disclosure therein;  

5) providing effective and balanced tools to deal with conflicts of interest;  

6) enhancing accountability and control mechanisms for the Company’s 

employees;  

7) establishing the general framework for dealing with Stakeholders and 

protecting their rights;  

8) supporting the effectiveness of the system for overseeing Companies 

and the tools thereof; and  

9) raising the awareness of Companies in respect of the concept of 

professional conduct and encouraging them to adopt and develop such concept 

in accordance with their nature.  

 Part 2:Rights of Shareholders  

Chapter 1: General Rights  

Article 4: Fair Treatment of Shareholders  

a) The Board is obliged to seek shareholders' rights protection to ensure fairness 

and equality among them.  
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b) The Board and the Executive Management of the Company is obliged not to 

discriminate among shareholders who own the same class of shares nor prevent 

them from accessing any of their rights. 

c) The Company shall specify in its internal policies the procedures that are 

necessary to guarantee that all shareholders exercise their rights. 

Article 5: Rights related to shares 

All rights related to shares shall be guaranteed to the shareholder, and particularly the 

following: 

1) to obtain his/her portion of the net profits which are to be distributed in 

cash or through the issuance of shares; 

2) to obtain his/her share of the Company’s assets upon liquidation; 

3) to attend the General or Special Shareholders Assemblies, take part in 

their deliberations and vote on their decisions; 

4) to dispose of his/her shares in accordance with the provisions of the 

Companies Law, The Capital Market Law and their implementing regulations ; 

5) to enquire and request viewing the books and documents of the 

Company, including the data and information related to the activities of the 

Company and its operational and investment strategy without prejudice to the 

interests of the Company or breach of the Companies Law and the Capital 

Market Law and their implementing regulations; 

6) to monitor the performance of the Company and the activities of the 

Board; 

7) to hold Board members accountable, to file liability lawsuits against 

them and appeal for nullification of the resolutions of the General and Special 

Shareholders Assemblies in accordance with the conditions and restrictions 

provided in the Companies Law and the bylaws of the Company; 

8) preemptive rights to subscribe for new shares issued in exchange for 

cash unless otherwise specified in the Company’s bylaws or when the 

Extraordinary General Assembly suspends the pre-emptive rights are per Article 

(140) of the Company's Law. 
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9) to record his/her name in the Company’s shareholders register; 

10) to request to view a copy of the Company’s articles of association and 

bylaws unless the Company publishes them on its website; and 11) to nominate 

and elect the Board members. 

Article 6: Shareholder access to information 

a) The Board shall make available to the shareholder complete, clear, accurate and 

nonmisleading information to enable him/her to properly exercise his/her rights. 

Such information shall be provided at the proper times and shall be updated 

regularly. 

b) The method used to provide information to the shareholders shall be clear and 

detailed and shall include a list of the Company's information that the shareholders 

may obtain. This information shall be made available to all shareholders of the same 

class. 

c) The Company shall use the most effective methods in communicating with 

shareholders and shall not discriminate among shareholders in respect of providing 

information. 

Article 7: Communicating with Shareholders 

a) The Board shall ensure communication between the Company and the 

shareholders based on the common understanding of the strategic objectives and 

interests of the Company. 

b) The chairman of the Board and the Chief Executive Officer shall inform the 

remaining Board members of the opinions of the shareholders and discuss these 

opinions with them. 

c) No shareholder may intervene in the operations of the Board or the work of the 

Executive Management of the Company unless he/she is a member of its Board or 

its management team; or unless his/her intervention is through the Ordinary General 

Assembly according to its powers or within the limits and situations permitted by 

the Board. 
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Article 8: Electing the Board Members 

a) Upon calling for the General Assembly, the Company shall announce on the 

Exchange's website information about the nominees for the membership of the 

Board which shall include the nominees' experience, qualifications, skills and their 

previous and current jobs and memberships. The Company shall make a copy of the 

mentioned information available in the Company's head office and its website. 

b) Cumulative voting shall be used in electing the Board, in which it is not allowed 

to use the voting right of a single share more than once. 

c) Voting in the General Assembly shall be confined to the Board nominees whose 

information has been announced as per paragraph (a) of this Article. 

Article 9: Distribution of Dividends 

a) The Company’s bylaws shall prescribe the percentage of the net profits to be 

distributed to the shareholders after setting aside the statutory reserve and the other 

reserves. 

b) The Board shall establish a clear policy for the distribution of dividends to 

achieve the interests of the shareholders and the Company as per the Company's 

bylaw. 

c) The shareholder is entitled to receive his/her share of dividends as per the 

decision of the General Assembly in respect of the distribution of dividends to 

shareholders or the Board resolution on distributing interim dividends. The 

resolution shall specify the record date and the distribution date provided that the 

resolution shall be executed as per the Regulatory Rules and Procedures issued 

pursuant to the Companies Law related to Listed Joint Stock Companies. 

Chapter 2: Rights Related to the Meeting of the General Assembly 

Article 10: Preamble 

General Shareholders Assemblies of the Company are  competent in all of its affairs. A 

dulyconstituted General Assembly represents all shareholders in exercising their 

powers in respect of the Company. The General Assembly shall exercise its role in 

accordance with the provisions of the Companies Law and Its Implementing 

Regulations and the Company's bylaws. 
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Article 11: Competencies of the Extraordinary General Assembly 

The Extraordinary General Assembly shall have the following Competencies: 

1) amending the Company’s bylaws, except for amendments which are 

deemed null and void pursuant to the provisions of the Companies Law; 

2) increasing the Company’s share capital in accordance with the situations 

provided by the Companies Law and Its Implementing Regulations; 

3) decreasing the Company’s share capital if it exceeds the Company’s 

needs or in the event the Company incurs financial losses, in accordance with 

the situations provided by the Companies Law and Its Implementing 

Regulations; 

4) resolving to form a consensual reserve for the Company as provided for 

in its bylaws to be set aside for a specific purpose, and the disposal thereof; 

5) resolving to maintain or liquidate the Company before the end of the 

term specified in its bylaws; 

6) approving the Company's shares buy-back; 

7) issuing preferred shares or approving their buying, or converting 

ordinary shares into preferred shares or converting preferred shares into 

ordinary shares as per the Company's bylaws and the Regulatory Rules and 

Procedures issued pursuant to the Companies Law related to Listed Joint Stock 

Companies; 

8) issuing debt instruments or financing deeds convertible into shares, and 

stating the maximum number of shares that may be issued against these 

instruments or deeds; 

9) allocate Shares that are issued upon the capital increase or part of them 

for the employees of the Company, and its affiliates or some of them, or any of 

them; and 

10) suspending preemptive rights of shareholders in subscribing for the 

capital increase in exchange for cash or giving priority to non-shareholders in 

cases as deemed in the interest of the Company if so is provided for in the 

Company's bylaws. 
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The Extraordinary General Assembly may issue resolutions that fall within the powers 

of the Ordinary General Assembly, provided that such resolutions are issued in 

accordance with the issuance requirements  of Ordinary General Assembly resolutions 

which require that the absolute majority of shares be represented at the meeting. 

Article 12: Competencies of the Ordinary General Assembly 

Except for the competencies reserved to the Extraordinary General Assembly, the 

Ordinary General Assembly shall have competencies in all affairs of the Company, and 

particularly the following: 

1) appointing and dismissing Board members; 

2) permitting a Board member to have direct or indirect interest in the 

business and contracts that are executed for the Company's account, in 

compliance with the provisions of the Companies Law and Its Implementing 

Regulations; 

3) permitting a Board member to take part in any activities that may lead 

to competition with the Company, or competition in any of its activities, in 

compliance with the provisions of the Companies Law and its Implementing 

Regulations; 

4) monitoring the compliance of the Board members with the provisions of 

the Companies Law and Its Implementing Regulations and other relevant laws 

and the Company’s bylaws; inspecting any damage that may occur as a result 

of their violation of such provisions or mismanagement of the affairs of the 

Company; determine the liability resulting therefrom and undertaking the 

procedures it deems proper in this regard pursuant to the Companies Law and 

Its Implementing Regulations; 

5) forming the audit committee pursuant to the provisions of the 

Companies Law and Its Implementing Regulations; 

6) approving the Company's financial statement ; 

7) approving the Board report; 

8) deciding on the proposals of the Board with respect to the method of 

distributing the net profits; 
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9) appointing the external auditors of the Company, specifying their 

remunerations, reappointing them, replacing them and approving their reports; 

10) looking into the violations and errors committed by the external auditors 

of the Company when performing their duties and any difficulties, reported by 

the 

Company’s external auditors, regarding their empowerment by the Company’s Board 

or Management to review the books, records and other documents, statements and 

clarifications required to perform their duties, and respond to that as it deems 

appropriate in this regard; 

11) resolving to withhold from setting aside statutory reserve when it 

reaches an amount equal to (30%) of the Company’s paid share capital, and 

resolving to distribute the surplus of such percentage to the Company’s 

shareholders in financial years where the Company does not generate net 

profits; 

12) using the Company’s consensual reserve, if such has not been set aside 

for a specific purpose, provided that using such reserve shall be based on a 

proposal submitted by the Board and used in ways that benefit the Company or 

the shareholders; 

13) forming other reserves besides the statutory reserve and consensual 

reserve and disposal of the same; 

14) setting aside amounts from the Company’s net profits to set up social 

organisations for the benefit of the Company’s employees or to assist any such 

existing establishments in accordance with Article (129) of the Companies Law; 

and 

15) approving the sale of more than (50%) of the assets of the Company, 

whether in one or several transactions within a period of 12 months from the 

date of the first selling transaction. In case selling these assets includes what 

falls within the powers of the Extraordinary General Assembly,  the approval of 

the said Assembly is required. 
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Article 13: Shareholders' Assembly 

a) The Ordinary General assembly shall convene in accordance with the situations 

and circumstances stated in the Companies Law and Its Implementing Regulations 

and the Company’s bylaws. 

b) The Ordinary General Assembly shall convene at least once per year within the 

six months following the end of the Company's financial year. 

c) The General and Special Shareholders' Assemblies shall convene upon an 

invitation from the Board in accordance with the situations  stated in the Companies 

Law and Its Implementing Regulations and the Company’s bylaws. The Board shall 

invite the Ordinary General Assembly to convene upon the request of the  external 

auditor, the audit committee or a number of shareholders holding shares equal to at 

least (5%) of the share capital of the Company. The external auditor may invite the 

assembly to convene if the Board does not invite the assembly within thirty days 

from the date of the external auditor's request. 

d) The date, place and agenda of the General Assembly shall be announced at least 

ten days prior to the date thereof; the invitation shall be published on the website of 

the Exchange, the Company's website and in a daily newspaper distributed in the 

province where the Company's head office is located. The Company may invite the 

General and Special Shareholders' Assemblies to convene using  methods of 

contemporary technologies. 

e) The Company may amend the agenda of the General Assembly within a period 

between publishing the announcement referred to in paragraph (d) of this Article 

and the date of convening the General Assembly meeting, provided that the 

Company shall announce this as prescribed in paragraph (d) of this Article. 

f) Shareholders shall be granted the opportunity to effectively participate and vote 

in the General Assembly meetings. The meetings of the General Assemblies of 

shareholders may be convened and shareholders may participate in their 

deliberations and vote on their resolutions using methods of contemporary 

technologies pursuant to the Regulatory Rules and Procedures issued pursuant to 

the Companies Law related to Listed Joint Stock Companies. 
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g) The Board shall work on facilitating the participation of the largest number of 

shareholders in the meetings of the General Assembly, including choosing the 

appropriate place and time of such meeting. 

h) The Company shall ensure recording the details of the shareholders who desire 

to attend at the Company's head office  prior to the specified time for convening the 

assembly, unless the Company's bylaw state other means. 

Article 14: The Agenda of the General Assembly 

a) When preparing the General Assembly’s agenda, the Board shall take into 

consideration the matters that the shareholders wish to list; shareholders holding no 

less than (5%) of the Company’s shares are entitled to add one or more items to the 

agenda upon its preparation. 

b) The Board shall separate each of the matters listed in the agenda of the General 

Assembly meeting as an independent item, and not combine significantly different 

matters under one item, and not combine the businesses and contracts in which 

Board members have a direct or indirect interest under one item, for the purpose of 

obtaining the shareholders’ vote for the item as a whole. 

c) The shareholders shall be allowed through the Company's website and the 

Exchange's website, when the invitation for  the convention of the General 

Assembly is published, to obtain the information related to the items of the General 

Assembly's agenda, particularly the reports of the Board and the external auditor, 

the financial statements and the audit committee’s Report  in order to enable them 

to make an informed decision in this regard. The Company shall update this 

information in case the General Assembly's agenda was amended. 

d) The Authority may add any items it deems appropriate to the agenda of the 

General Assembly. 

Article 15: Management of the Shareholders' Assembly 

a) The Shareholders' General Assembly meetings shall be chaired by the chairman, 

his deputy (if the chairman is absent) or whom is delegated by the Board of directors 

of its members (when the chairman and his deputy are absent). 
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b) The chairman of the Shareholders' Assembly shall commit to grant the 

shareholders the opportunity to effectively participate and vote in the meetings of 

the General Assembly,, and avoid any procedure that may preventing their 

attendance to the assemblies or  the exercise of the voting right. Shareholders shall 

be informed of the rules governing such meetings and the voting procedures. 

c) Shareholders are entitled to discuss matters listed in the agenda of the General 

Assembly and raise relevant questions to the Board members and to the external 

auditor. The Board or the external auditor shall answer the questions raised by 

shareholders to the extent that does not jeopardise the Company’s interest. 

d) Shareholders shall be granted  access to the minutes of the General Assembly 

meeting; and the Company shall provide the Authority with a copy of such minutes 

within (10) days of the date of any such meeting. 

e) A Company shall announce to the public and inform the Authority and the 

Exchange, as per the rules prescribed by the Authority, of the results of a General 

Assembly meeting immediately following its conclusion. 

Part 3:The Board of Directors 

Chapter 1: Formation of the Board 

Article 16: Composition of the Board 

The following shall be taken into consideration when composing the Board: 

1) the number of its members shall be suitable for the size and nature of the 

Company's activities without prejudice to paragraph (a) of Article 17 of these 

Regulations. 

2) the majority of the Board members shall be of Non-Executive Directors. 

3) the number of Independent Directors shall not be less than two members 

or one-third of the Board members, whichever is greater. 

Article 17: Appointment of the Board members Board 

a) The Company’s bylaws shall specify the number of the Board members, 

provided that such number shall not be less than three and not more than eleven. 
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b) The General Assembly shall elect the  Board members for the term stated in the 

Company’s bylaws, provided that such term shall not exceed three years.  Board 

members may be re-elected, unless otherwise provided for in the Company’s 

bylaws. 

c) A Board member shall not be a member of the Boards of Directors of more than 

five listed joint stock companies at the same time. 

d) The Company shall notify the Authority  of the names of the  Board members 

and description of their memberships within five business days from the 

commencement date of  the Board term or from the date of their appointment 

,whichever is shorter,, as well as any changes that may affect their membership 

within five business days from the occurrence of such changes. 

Article 18: Conditions for the membership of the Board1 

A member of the Board is required to be professionally capable and has the required 

experience, knowledge, skill and independence, which enable him/her to perform 

his/her duties efficiently. He/she shall have the following qualifications in particular: 

1) Ability to lead: He/she shall enjoy leadership skills which enable 

him/her to delegate powers in order to enhance performance and apply best 

practices in effective management and compliance with professional ethics and 

values. 

2) Competency: He/she shall have the academic qualifications and proper 

professional and personal skills as well as an appropriate level of training and 

practical experience related to the current and future businesses of the Company 

and the knowledge of management, economics ,accounting, law or governance, 

as well as the desire to learn and receive training. 

3) Ability to guide: He/she shall have the technical, leadership, and 

administrative competencies as well as the ability to take prompt decisions, and 

understand technical 

1  Guiding Article 

requirements and developments related to the job. He/she shall also be able to provide 

strategic guidance and long-term planning and have a clear future vision. 
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4) Financial knowledge: He/she shall have the ability to read and 

understand financial statements and reports. 

5) Physical fitness: He/she shall not suffer from any health issue that may 

hinder him/her from performing his/her duties and responsibilities. 

The General Assembly shall take into account, when electing members to the Board, 

the recommendations of the nomination committee and the availability of the personal 

and professional capabilities required to perform their duties effectively pursuant to this 

Article. 

Article 19: Termination of a Board Membership 

a) The Company’s bylaws shall specify the manner by which membership of the 

Board may be terminated. At all times, the Ordinary General Assembly may dismiss 

all or any of the  Board members, even if the Company’s bylaws provides for 

otherwise, without prejudice to the dismissed member's right for compensation if 

the dismissal was on an unacceptable reason or at inappropriate time. The General 

Assembly may also, s per a recommendation of the Board, terminate the 

membership of the member who missed three consecutive meetings without a 

legitimate excuse. 

b) Upon the termination of the membership of a Board member by any termination 

method, the Company shall promptly notify the Authority and the Exchange and 

shall specify the reasons for such termination. 

c) If a member of the Board resigns and has comments on the performance of the 

Company, he/she shall submit a written statement explaining such comments to the 

chairman of the Board and such statement shall be presented to the  Board members. 

Article 20: Issues Affecting Independence 

a) An Independent Director shall be able to perform his/her duties, express his/her 

opinions and vote on decisions objectively with no bias in order to help the Board 

make correct decisions that contribute to achieving the interests of the Company. 

b) The Board shall annually evaluate the extent of the member's independence and 

ensure that there are no relationships or circumstances that affect or may affect 

his/her independence. 



306 
 

c) By way of example, the following negate the independence requirement for an 

Independent Director: 

1) if he/she holds five percent or more of the shares of the Company or any 

other company within its group; or is a relative of who owns such 

percentage. 

2) if he/she is a representative of a legal person that holds five percent or 

more of the shares of the Company or any company within its group; 

3) if he/she is a relative of any member of the  Board of the Company, or 

any other company within the Company’s group; 

4) if he/she is a relative of any Senior Executive of the Company, or of any 

other company within the Company’s group; 

5) if he/she is a Board member of any company within the group of the 

Company for which he/she is nominated to be a Board member. 

6) if he/she is an employee or used to be an employee, during the preceding 

two years, of the Company, of any party dealing with the Company or any 

company within its group, such as external auditors or main suppliers; or if 

he/she, during the preceding two years, held a controlling interest in any 

such parties; 

7) if he/she has a direct or indirect interest in the businesses and contracts 

executed for the Company’s account; 

8) if the member of the Board receives financial consideration from the 

Company in addition to the remuneration for his/her membership of the 

Board or any of its committees; 

9) if he/she engages in a business where he competes with the Company, 

or conducting businesses in any of the company's activities. 

10) if he/she served for more than nine years, consecutive or inconsecutive, 

as a Board member of the Company.2 
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Chapter 2: Responsibilities and Competencies of the Board 

Article 21: Responsibility of the Board 

a) The Board represents all shareholders; it shall perform its duties of care and 

loyalty in managing the Company’s affairs and undertake all actions in the general 

interest of the Company and develop it and maximise its value. 

b) The Board is responsible for the Company’s business even if it delegates some 

of its powers to committees, individuals or other third parties. In any case, the Board 

may not issue a general or an open-ended delegation. 

Article 22: Main Functions of the Board 

Without prejudice to the competencies of the General Assembly as per the Companies 

Law and Its Implementing Regulations and the Company’s bylaws, the Board shall 

have the broadest powers in managing the Company and guiding its activities to achieve 

its objectives. Among the main functions and competencies of the Board are the 

following: 

1) laying down the plans, policies, strategies and main objectives of the Company; 

supervising their implementation and reviewing them periodically; . And, ensuring that 

the human and financial resources required to fulfill them are available, including: 

a. setting a comprehensive strategy for the Company, key business plans 

and policies and mechanisms of the risk management and review and guide 

them 

b. determining the most appropriate capital structure for the Company, its 

strategies and financial objectives, and approving all kinds of estimated 

budgets; 

c. overseeing the main capital expenditures of the Company and the 

acquisition or disposal of assets; 

d. setting performance indicators, and monitoring the implementation 

thereof and the overall performance of the Company; 

2 Guiding paragraph 
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e. reviewing and approving the organisational and human resources 

structures of the 

Company on a periodic basis; and 

f. ensuring that the financial and human resources required for achieving 

the objectives and main plans of the Company are available. 

2) setting rules and procedures for internal control and generally 

overseeing them, including: 

a. developing a written policy to remedy actual and potential conflicts of 

interest scenarios for each of the  Board members, the Executive 

Management, and the shareholders. This includes misuse of the Company’s 

assets and facilities and the mismanagement resulting from transactions with 

Related Parties; 

b. ensuring the integrity of the financial and accounting rules, including 

rules relating to the preparation of financial reports; 

c. ensuring the implementation of appropriate control procedures for risk 

assessment and management by generally forecasting the risks that the 

Company may encounter and creating an environment which is aware of the 

culture of risk management at the Company level and disclosing such risks 

transparently to the 

Stakeholders and parties related to the Company ; and 

d. reviewing the effectiveness of the Company’s internal control 

procedures on an annual basis. 

3) setting forth specific and explicit policies, standards and procedures for 

membership in the Board, without prejudice to the mandatory provisions of 

these Regulations, and implementing them following approval by the General 

Assembly; 

4) developing a written policy that regulates the relationship with 

Stakeholders pursuant to the provisions of these Regulations; 

5) setting policies and procedures to ensure the Company’s compliance 

with the laws and regulations and the Company’s obligation to disclose 
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material information to shareholders and Stakeholders, and ensuring the 

compliance of the Executive Management with these policies and procedures; 

6) supervising the management of the Company’s finances, its cash flows 

as well as its financial and credit relationships with third parties; 

7) providing recommendations to the Extraordinary General Assembly as 

to what it deems appropriate regarding the following: 

a. increasing or decreasing the share capital of the Company; and 

b. dissolving the Company before the end of its term as specified in its 

bylaws or deciding the continuity of the Company. 

8) providing recommendation to the Ordinary General Assembly as to what 

it deems appropriate regarding: 

a. using the consensual reserve of the Company, if such has been formed 

by the 

Extraordinary General Assembly and has not been allocated to a specific purpose; 

b. forming additional financial allocations or reserves for the Company; 

and 

c. the method of distributing the net profits of the Company. 

9) preparing the Company's interim and annual financial statements and 

approving them before publishing them; 

10) preparing the Board report and approving it before publishing it. 

11) ensuring the accuracy and integrity of the data and information which 

must be disclosed pursuant to the applicable policies and systems in respect of 

disclosure and transparency; 

12) developing effective communication channels allowing shareholders to 

continuously and periodically review the various aspects of the Company's 

businesses as well as any material developments; 

13) forming specialised committees of the Board pursuant to resolutions that 

shall specify the term, powers and responsibilities of such committees as well 

as the manner used by the Board to monitor such committees. Such resolutions 
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shall also specify the names of the members and their duties, rights and 

obligations and shall evaluate the performance and activities of these 

committees and their members; 

14) specifying the types of remunerations granted to the Company's 

employees, such as fixed remunerations, remunerations linked to performance 

and remunerations in the form of shares without prejudice to the Regulatory 

Rules and Procedures issued pursuant to the Companies Law related to Listed 

Joint Stock Companies; 15) setting the values and standards that govern the 

work at the Company; 

Article 23: Distribution of Competencies and Duties 

The organisational structure of the Company shall specify the competencies and 

distribute the duties between the Board and the Executive Management in accordance 

with the best practices in Corporate Governance, and to improve the efficiency of the 

Company's decision making and to achieve a balance of powers and authorities across 

the Board and the Executive Management, and to achieve this, the Board shall: 

1) approve and develop internal policies in respect of the Company’s 

business, including specifying the duties, competencies and responsibilities 

assigned to the various organisational levels; 

2) approving a written and detailed policy that identifies the powers 

delegated to the Executive Management, a matrix stating these powers, means 

of implementation and the period of delegation\ The Board may request the 

Executive Management to submit periodic reports in respect of its exercise of 

such delegated powers; and 3) identifying the matters on which the Board 

reserves the power to decide. 

Article 24: Separation of Positions 

a) without prejudice to the provisions of the Company's bylaws, The Board 

appoints a chairman, a vice chairman and may appoint a managing director of its 

members. 

b) it is prohibited to hold, at the same time, the position of chairman of the Board 

and any other executive position in the Company, including the positions of the 
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managing director, the Chief Executive Officer, or the general manager, even if the 

Company's bylaws provided for otherwise. 

c) the Board shall define the competencies and specify the responsibilities of the 

chairman, the vice chairman, and the managing director (if any) explicitly and in 

writing if the Company's bylaws has no reference thereto. 

d) in all cases, no person shall  have the sole and absolute power to take decisions 

in the Company. 

Article 25: Oversight over the Executive Management 

The Board shall form the Executive Management of the Company, regulate its 

operating procedures, monitor and oversee it and ensure that it performs the duties 

assigned to it, and to achieve this, the Board shall: 

1) develop the necessary administrative and financial policies; 

2) ensure that the Executive Management operates in accordance with the 

policies approved by the Board.; 

3) select and appoint the Chief Executive Officer of the Company, and 

oversee his/her work; 

4) appoint the manager of the internal audit unit  or department, or the 

internal auditor and dismiss him and determine his remuneration, if any; 

5) convene periodic meetings with the Executive Management to explore 

the work progress and any obstacles and problems in connection therewith, and 

review and discuss the important information in respect of the Company’s 

business; 

6) develop standards for the performance of the Executive Management 

consistent with the objectives and strategy of the Company; 

7) review and evaluate the performance of the Executive Management; and 

8) develop succession plans for the management of the Company. 

Article 26: Competencies and Duties of the Executive Management 

Without prejudice to the competencies entrusted to the Board pursuant to the provisions 

of the Companies Law and Its Implementing Regulations, the Executive Management 
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shall be responsible for implementing the plans, policies, strategies and main objectives 

of the Company in order to achieve its purposes. The competencies and duties of the 

Executive Management shall include the following: 

1) implementing the Company’s internal policies and rules  approved by 

the Board; 

2) suggesting the Company’s comprehensive strategy as well as the 

principal and interim business plans and the policies and mechanisms for 

investment, financing, risk management and emergency administrative 

circumstances management plans and implementing them; 

3) proposing the most appropriate capital structure for the Company and its 

strategies and financial objectives; 

4) proposing the main capital expenditures of the Company and acquiring 

and disposing of assets; 

5) proposing the organisational and human resources structures of the 

company and presenting them to the Board for approval; 

6) implementing internal control systems and procedures, and generally 

overseeing them, which include: 

a. implementing the conflicts of interest policy; 

b. correctly applying the financial and accounting procedures, including 

the procedures relating to the preparation of financial reports; 

c. applying appropriate control systems for measuring and managing risks 

by generally forecasting the risks that the Company may encounter and 

creating an environment which is aware of the culture of risk mitigation at 

the Company level, and transparently disclosing them to the Company’s 

Board and other Stakeholders. 

7) implementing the Company’s Corporate Governance rules effectively, 

to the extent they do not conflict with the provisions of these Regulations, and 

proposing amendments thereto if needed; 
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8) implementing policies and procedures to ensure the Company’s 

compliance with the laws and regulations and its obligation to disclose material 

information to shareholders and Stakeholders; 

9) providing the Board with the information required to exercise its 

competencies and provide recommendations  regarding the following: 

a. increasing or decreasing the share capital of the Company; 

b. dissolving the Company before the end of its term as specified in its 

bylaws or deciding the continuity of the Company; 

c. using the consensual reserve of the Company; 

d. forming additional reserves for the Company; and 

e. the method for distributing the net profits of the Company. 

10) proposing the policy and types of remunerations granted to employees, 

such as fixed remunerations, remunerations linked to performance and 

remunerations in the form of shares; 

11) preparing periodic financial and non-financial reports in respect of the 

progress achieved in the business of the Company in light of the strategic plans 

and objectives of the Company, and presenting such reports to the Board; 

12) managing the daily business and activity of the Company, in addition to 

managing its resources in the most appropriate form in accordance with the 

objectives and strategies of the Company; 

13) participating effectively in building and developing a culture of ethical 

values within the Company; 

14) implementing internal control and risk management systems and 

ensuring that they are effective and efficient, and ensuring compliance with the 

level of risks approved by the Board; 

15) proposing and developing internal policies related to the business of the 

Company, including specifying the duties, competencies and responsibilities 

assigned to the various organisational levels; 
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16) proposing a clear policy to delegate tasks to the Executive Management 

and the method for implementing such policy; and 

17) proposing the powers to be delegated to the Executive Management, the 

procedures for decision making and the period of delegation, provided that it 

shall present periodic reports to the Board in respect of its exercise of such 

powers. 

Chapter 3: Competencies of the Chairman and the Board Members 

Article 27: Competencies and Duties of the Chairman of the Board 

Without prejudice to the competencies of the Board, the chairman of the Board shall be 

responsible for leading the Board and supervising its operations and the effective 

performance of its duties. The competencies and duties of the chairman of the Board 

shall in particular include the following: 

1) ensuring that the  Board members obtain complete, clear, accurate and 

nonmisleading information in due course; 

2) ensuring that the Board effectively discusses all fundamental issues in 

due course; 

3) representing the Company before third parties in accordance with the 

Companies Law and Its Implementing Regulations and the Company's bylaws; 

4) encouraging the  Board members to effectively perform their duties in 

order to achieve the interests of the Company; 

5) ensuring that there are actual communication channels with shareholders 

and conveying their opinions to the Board; 

6) encouraging constructive relationships and effective participation 

between the Board and the Executive Management on the one hand, and the 

Executive, Non-Executive and Independent Directors on the other hand, and 

creating a culture that encourages constructive criticism; 

7) preparing agendas of the  Board meetings, taking into consideration any 

matters raised by  Board members or the external auditor and consult with the 

Board members and the Chief Executive Officer upon preparing the Board's 

agenda; and 



315 
 

8) convening periodic meetings with the Non-Executive Directors without 

the presence of any executive officers of the Company. 

9) notifying the Ordinary General Assembly while convening of the 

businesses and contracts in which any Board member has direct or indirect 

interest, the notification shall include the information provided by the member 

to the Board as per paragraph (14) of Article (30) of these Regulations; this 

notification shall be accompanied by a special report of the Company's external 

auditor. 

Article 28: Appointing the Chief Executive Officer after the end of his/her services 

as Chairman of the Board 

It is prohibited to appoint the Chief Executive Officer, during the first year  following 

the end of his/her service, as the chairman of the Board. 

Article 29: Principles of truthfulness, honesty and loyalty 

Each member of the Board shall comply with the principles of truthfulness, honesty, 

loyalty, and care of the interests of the Company and its shareholders, and prioritise 

their interests over his/her personal interests. This shall include, in particular, the 

following: 

1) Truthfulness: is achieved when the relationship between the Board 

member and the Company is an honest professional relationship, and he/she 

discloses to the Company any significant information before entering into any 

transaction or contract with the Company or any of its affiliates. 

2) Loyalty: is achieved when the Board member avoids transactions that 

may entail conflicts of interest and ensures fairness of dealing, in compliance 

with the provisions relating to conflicts of interest in these Regulations. 

3) Care: is achieved by performing the duties and responsibilities set forth 

in the Companies Law, the Capital Market Law and their implementing 

regulations and the Company’s bylaws and other relevant laws. 

Article 30: Tasks and Duties of the Board Members 

Each member of the Board shall, being a Board member, perform the following tasks 

and duties: 
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1) providing proposals to develop the strategy of the Company; 

2) monitoring the performance of the Executive Management and the 

extent to which it has achieved the objectives and purposes of the Company; 

3) reviewing reports related to the performance of the Company; 

4) ensuring the integrity and impartiality of the financial statements and 

information of the Company; 

5) ensuring that the financial control and risk management systems are 

sound; 

6) determining the appropriate level of remunerations of the members of 

the Executive Management; 

7) expressing opinions as to the appointment and dismissal of members of 

the Executive Management; 

8) participating in developing the succession and replacement plans of 

executive positions within the Company; 

9) complying fully with the provisions of the Companies Law, Capital 

Market Law, their implementing regulations, the relevant regulations and the 

bylaws when performing his/her duties as a member of the Board and abstaining 

from taking or participating in any action that constitute  mismanagement of the 

Company’s affairs; 

10) attending  the Board and the General Assembly meetings, and not being 

absent except for legitimate excuse of which the chairman of the Board shall be 

notified by prior notice, or for emergency reasons; 

11) allocating sufficient time to fulfill his/her responsibilities and preparing 

for the  Board and its committees meetings and effectively participating therein, 

including raising relevant questions and carrying discussions with the Senior 

Executives; 

12) studying and analysing all information related to the matters looked into 

by the Board before expressing an opinion on the same; 
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13) enabling other  Board members to express their opinions freely, and 

encouraging the Board to deliberate on the subjects and obtain the views of the 

competent members of the Company’s Executive Management and others, 

when necessary; 

14) notifying the Board fully and immediately of any interest, either direct 

or indirect, in the businesses and contracts that are executed for the Company's 

account, the notification shall include the nature and extent of such interest, the 

names of concerned persons, and the expected benefit to be obtained directly or 

indirectly from interest whether financial or non-financial.  the concerned 

member shall abstain from voting on any decisions issued in connection 

therewith in compliance with the provisions of the Companies Law, the Capital 

Market Law and their implementing regulations; 

15) notifying the Board fully and immediately of his/her participation, 

directly or indirectly, in any businesses that may compete with the Company or 

lead to competing with the Company, directly or indirectly, in respect of any of 

its activities, in compliance with the provisions of the Companies Law, the 

Capital Market Law and their implementing regulations; 

16) refraining from disclosing or announcing any secrets he/she came across 

through his/her membership in the Board to any shareholder of the Company, 

unless such disclosure is made during the meetings of the General Assembly, or 

to a third party, in pursuance with the provisions of the Companies Law, the 

Capital Market Law and their implementing regulations; 

17) working on the basis of complete information, in good faith and with the 

necessary care and diligence for the interest of the Company and all 

shareholders; 

18) recognising his/her duties, roles and responsibilities arising from the 

membership; 

19) developing his/her knowledge in the field of the Company's business and 

activities and in the related financial, commercial and industrial fields; and 

20) resigning from the membership of the Board if he/she is unable to fully 

fulfill his/her duties in the Board. 
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Article 31: Duties of the Independent Director 

Without prejudice to Article (30) of these Regulations, an Independent Director of the 

Board shall effectively participate in the following duties: 

1) expressing his/her independent opinion in respect of strategic issues and 

the Company’s policies and performance and appointing members of the 

Executive Management; 

2) ensuring that the interest of the Company and its shareholders are taken 

into account and given priority in case of any conflicts of interest; 

3) overseeing the development of the Company’s Corporate Governance 

rules, and monitoring the implementation of the rules by the Executive 

Management. 

Chapter 4: Procedures of the Board Activities 

Article 32: The Board Meetings 

a) Without prejudice to the Companies Law and Its Implementing Regulations, the 

Board shall convene regular meetings to perform its duties effectively, and also 

convene meetings whenever needed. 

b) The Board shall convene no less than four meetings per year, and no less than 

one meeting every three months.3 

c) The Board shall meet upon the invitation of its chairman or upon a request from 

two of its members. The invitation to the meeting shall be sent to each of the Board 

members no less than five days prior to the date of the meeting accompanied by its 

agenda and the necessary documents and information, unless circumstance require 

convening an emergency meeting, the invitation accompanied with the agenda and 

necessary documents and information may be sent within a period less than the five 

days. 

d) The meeting shall not be valid unless attended by half of the  Board members, 

provided that the number of attendees shall not be less than three, unless the 

Company's bylaws stated greater percentage or number. 
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Article 33: Remarks of the Board Members 

a) If any member of the Board has any remarks in respect of the performance of 

the Company or any of the matters presented and which was not resolved in the  

Board meeting, such remarks shall be recorded and the procedures taken or to be 

taken by the Board in connection therewith must be set forth in the minutes of the  

Board meeting. 

b) If a member of the Board expresses an opinion differs from the Board resolution, 

such opinion must be recorded in detail in the minutes of the Board meeting. 

Article 34: Organising the Attendance of the Board Meetings. 

a) The Attendance of  Board meetings, and dealing with cases of irregular 

attendance by members of such meetings shall be organised. 

b) An Independent Director of the Board shall make every effort to attend all 

meetings in which important and material decisions affecting the position of the 

Company are made. 

Article 35: The Agenda of Board Meetings 

a) The Board shall approve the agenda once the Board meeting is convened. 

Should any member of the Board raise any objection in respect of such agenda, such 

objection shall be recorded in the minutes of the meeting. 

b) Each member of the Board is entitled to propose additional items to the agenda. 

Article 36: Exercising the Competencies of the Board 

a) The Board shall exercise its competencies and duties to lead the Company 

within a framework of effective and prudent controls that allow assessing and 

managing risks and limiting and mitigating their effects. 

b) Without prejudice to Paragraph (b) of Article (21) of these Regulations, the 

Board may, within the scope of its competencies, delegate to one or more of its 

members or committees or a third party the performance of a specific function or 

functions. 
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c) The Board shall develop an internal policy that explains the procedures of the 

Board activities and aims at encouraging its members to work effectively to fulfill 

their obligations towards the Company. 

d) The Board shall organise its activities and allocate sufficient time to perform the 

duties and responsibilities assigned to it, including preparing for Board and 

committees meetings and ensuring the coordination, recording and retaining of the 

minutes of its meetings. 

Article 37: The Secretary of the Board 

a) The Board shall appoint a secretary among its members or a third party, whose 

competencies and remunerations shall be specified by a Board resolution, unless the 

Company's bylaws include provisions in connection therewith, provided that such 

powers shall include: 

1) documenting the  Board meetings and preparing minutes therefor, which 

shall include the discussions and deliberations carried during such meetings, as 

well as the place, date, times on which such meetings commenced and 

concluded; and recording the decisions of the Board and voting results and 

retaining them in a special and organised register, and including the names of 

the attendees and any reservations they expressed (if any),. Such minutes shall 

be signed by all of the attending members; 

2) retaining the reports submitted to the Board and the reports prepared by 

it; 

3) providing the  Board members with the agenda of the Board meeting and 

related worksheets, documents and information and any additional information, 

related to the topics included in the agenda items, requested by any Board 

member; 

4) ensuring that the  Board members comply with the procedures approved 

by the Board; 

5) notifying the  Board members of the dates of the Board’s meetings 

within sufficient time prior to the date specified for the meeting; 
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6) presenting the draft minutes to the Board members to provide their 

opinions on them before signing the same; 

7) ensuring that the  Board members receive, fully and promptly, a copy 

the minutes of the Board’s meetings as well as the information and documents 

related to the Company; 

8) coordinating among the  Board members; 

9) regulating the disclosure register of the Board and Executive 

Management as per Article (92) of these Regulations; and 

10) providing assistance and advice to the  Board members. 

b) The Secretary of the Board may not be dismissed except pursuant to a decision 

of the Board. 

Article 38: Qualifications of the Secretary4 

The Board must specify the conditions that the secretary must meet, provided that they 

include at least one of the following: 

1) he/she holds a bachelor degree in law, finance, accounting or administration or their 

equivalent, and has relevant practical experience of not less than three years; or  2) 

he/she has relevant practical experience of not less than five years. 

Chapter 5: Training, Support and Assessment 

Article 39: Training5 

The Company shall pay adequate attention to the training and preparation of the  Board 

members and the Executive Management, and shall develop the necessary programmes 

required for the same, taking the following into account: 

1) preparing programmes for the recently-appointed  Board members and Executive 

Management to familiarise them with the progress of the Company’s business and 

activities, particularly the following: 

a. the strategy and objectives of the Company; 

b. the financial and operational aspects of the Company’s activities; 

4 Guiding Article 
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5 Guiding Article 

c. the obligations of the  Board members and their duties, responsibilities 

and rights; 

d. the duties and competencies of the committees of the Board. 

2) developing the necessary mechanisms for  Board members and the Executive 

Management to continuously enroll in training programmes and courses in order to 

develop their skills and knowledge in the fields related to the activities of the Company. 

 

Article 40: Providing Members with Information 

The Executive Management of the Company shall provide the  Board members, the 

NonExecutive Directors in particular, and the committees of the Company with all of 

the necessary information, details, documents and records, provided that they shall be 

complete, clear, correct  and non-misleading, in due course to enable them to perform 

their duties and obligations. 

Article 41: The Assessment6 

a) The Board shall develop, based on the proposal of the nomination committee, 

the necessary mechanisms to annually assess the performance of the Board, its 

members and committees and the Executive Management using key performance 

indicators linked to the extent to which the strategic objectives of the Company have 

been achieved, the quality of the risk management and the efficiency of the internal 

control systems, among others, provided that weaknesses and strengths shall be 

identified and a solution shall be proposed for the same in the best interests of the 

Company. 

b) The procedures of performance assessment shall be in writing and clearly stated 

and disclosed to the  Board members and parties concerned with the assessment. 

c) The performance assessment shall entail an assessment of the skills and 

experiences of the Board, identification of the weaknesses and strengths of the 

Board and shall attempt to resolve such weaknesses using the available methods, 

such as nominating competent professional staff able to improve the performance 
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of the Board. The performance assessment shall also entail the assessment of the 

mechanisms of the Board’s activities in general. 

d) The individual assessment of the  Board members shall take into account the 

extent of effective participation of the member and his/her commitment to 

performing his/her duties and responsibilities, including attending the  Board and 

its committees meetings and dedicating adequate time thereof. 

e) The Board shall carry out the necessary arrangements to obtain an assessment 

of its performance from a competent third party every three years. 

f) Non-Executive Directors shall carry out a periodic assessment of the 

performance of the chairman of the Board after getting the opinions of the Executive 

Directors, without the presence of the chairman of the Board in the discussion on 

this matter, provided that weaknesses and strengths shall be identified and a solution 

shall be proposed for the same in the best interests of the Company. 

Chapter 6: Conflicts of Interest 

Article 42: Dealing with Conflicts of Interest and Related Parties Transactions 

Without prejudice to the provisions of the Companies Law and Its Implementing 

Regulations, conflicts of interest situations and Related Parties transactions shall be 

dealt with in accordance with the provisions of this Chapter. 

Article 43: Conflicts of Interest Policy 

The Board shall develop an explicit and written policy to deal with actual and potential 

conflicts of interest situations which may affect the performance of  Board members, 

the Executive Management or any other employees of the Company when dealing with 

the Company or other Stakeholders. This policy shall include the following in 

particular: 

1) informing  Board members, Substantial Shareholders, Senior Executives 

and other employees of the Company of the importance of avoiding situations 

that may lead to a conflict between their interests and the interests of the 

Company, and dealing with them in accordance with the provisions of the 

Companies Law and Its Implementing Regulations. 
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2) providing examples of conflicts of interest situations that are relevant to 

the nature of the Company’s activity. 

3) clear procedures for disclosing conflicts of interest and obtaining 

authorisation or the requisite approval prior to commencing the activities that 

may lead to conflicts of interest. 

4) the obligation to constantly disclose situations that may lead to conflicts 

of interest or upon the occurrence of such conflicts. 

5) the obligation to abstain from voting or taking part in decision making 

when there is conflicts of interest. 

6) clear procedures when the Company contracts or enters into a 

transaction with a Related Party, this shall include notifying the Authority and 

the public without any delay of that contract or transaction if it equals to or 

exceeds 1% of the Company's total revenues according to the last annual audited 

financial statements. 

7) procedures to be taken by the Board when discovering that such policy 

is violated. 

Article 44: Avoiding Conflicts of Interest 

a) A member of the Board shall: 

1) perform his/her duties with honesty and integrity, and prioritise the 

interests of the Company over his/her own interest, and not use his/her 

position to achieve personal interests; 

2) avoid situations of conflicts of interest and notify the Board of situations 

of conflict which may affect his/her neutrality when looking into matters 

presented before the Board. The Board shall not allow such member to be 

involved in deliberations and shall not count his/her vote when voting on 

such matters in the 

Board and the Shareholders Assemblies meetings; and 

3) protect the confidentiality of the information related to the Company and 

its activities, and not disclose any of such information to any person. 
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b) Each Board member is prohibited from: 

1) voting on a decision taken by the Board or the General Assembly with 

respect to transactions and contracts that are executed for the Company's 

account, if he/she has a direct or indirect interest therein. 

2) misusing or benefitting, directly or indirectly, from any of the 

Company’s assets, information or investment opportunities presented to the 

Company or to him in his/her capacity as a member of the Board. This 

includes investment opportunities which are within the activities of the 

Company, or which the Company wishes to make use of. Such prohibition 

shall extend to Board member who resigns to, directly or indirectly, use 

investment opportunities that the Company wishes to use, which came to 

his/her knowledge during his/her membership in the Board. 

Article 45: Disclosure of Conflicts of Interest by the Nominee 

A person who desires to nominate himself/herself for the membership of the Board shall 

disclose to the Board or the General Assembly any cases of conflicts of interest, 

including: 

1) having direct or indirect interest in the contracts and businesses entered 

into for the benefit of the Company in which he/she desires to be nominated to 

the Board. 

2) engaging in business that may compete with the Company or any of its 

activities. 

Article 46: Competing with the Company 

Without prejudice to Article (72) of the Companies Law, if a member of the Board 

desires to engage in a business that may compete with the Company or any of its 

activities, the following shall be taken into account: 

1) notifying the Board of the competing businesses he/she desires to 

engage in and recording such notification in the minutes of the  Board meeting. 

2) the conflicted member shall abstain from voting on the related decision 

in the  Board meeting and General Assemblies. 
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3) the chairman of the Board informing the Ordinary General Assembly, 

once convened, of the competing businesses that the member of the Board is 

engaged in. 

4) obtaining a prior authorisation of the Ordinary General Assembly of the 

Company for the member to engage in the competing business, provided that 

such authorisation shall be renewed annually. 

Article 47: Concept of the Competing Businesses 

The following shall be deemed a participation in any business that may compete with 

the Company or any of its activities: 

1) the Board members’ establishing a company or a sole proprietorship or 

the ownership of a controlling percentage of shares or stakes in a Company or 

any other entity engages in business activities that are similar to the activities of 

the Company or its group. 

2) accepting membership in the Board of a company, an entity that 

competing with the Company or its group, or managing the affairs of a 

competing sole proprietorship or any competing company of any form. 

3) the Board member’s acting as an overt or covert commercial agent for 

another company or entity competing with the Company or its group. 

Article 48: Rejecting the Renewal of Authorisation 

If the General Assembly rejects renewing the authorisation granted pursuant to Articles 

(71) and (72) of the Companies Law and Article (46) of these Regulations, the member 

of the Board shall resign within a period specified by the General Assembly; otherwise, 

his/her membership in the Board shall be deemed terminated, unless he/she decides to 

withdraw from such contract, transaction or competing venture or regularise his/her 

situation in accordance with the Companies Law and its Implementing Regulations 

prior to the end of the period set by the General Assembly. 

Article 49: Accepting Gifts 

No member of the Board or Senior Executives may accept gifts from any person who 

has entered into commercial transactions with the Company if such acceptance of gifts 

may lead to a conflicts of interest. 
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PART 4:Company Committees 

Chapter 1: General Provisions 

Article 50: Forming the Committees 

Without prejudice to Article (101) of the Companies Law and Article (54) of these 

Regulations , the Board shall form specialised committees as follows: 

1. as may be needed depending on the Company’s circumstances in order to enable 

it to effectively perform its duties. 

2. the formation of the committees shall be made in accordance with general 

procedures developed by the Board, which shall determine the duties, duration and 

powers of each committee, and the manner in which the Board monitors the 

activities of each committee. The committee shall inform the Board of its findings 

or decisions with complete transparency. The Board shall regularly follow up the 

activities of such committees to ensure the performance of the duties delegated to 

them. 

3. each committee shall be responsible before the Board for its activities, this shall 

not relief the Board of its responsibility for such activities, duties and powers that it 

has delegated to such committee. 

4. the number of members of a committee shall not be less than three or more than 

five. 

5. the chairmen or whom they delegate of each committee members, shall attend 

the General Assembly Meetings and answer any questions raised by the 

shareholders. 

6. the Company shall provide the Authority with the names of the members and 

the types of their memberships in such Board's committees within five (5) days of 

their appointment, and shall notify the Authority of any changes thereto within five 

(5) days of the date of such changes. 

7. a Company may combine remuneration and nomination committees into one 

committee named remuneration and nomination committee. In such case, the 

remuneration and nomination committee must satisfy the requirements related to 

any of them as set forth in Chapter 3 and 4 of this Part, and exercise all the powers 
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set forth in Article (61) and (65) of these Regulations, provided that the committee 

convenes periodically at least every six months. 

Article 51: Committees Membership 

a) A sufficient number of Non-Executive Directors shall be appointed to the 

committees which perform duties that may involve a conflicts of interest, such as 

ensuring the integrity of financial and non-financial reports, reviewing Related 

Party transactions, nomination to membership of the Board, appointment of Senior 

Executives and determining the remuneration. Chairmen and members of these 

committees shall comply with principles of truthfulness, honesty, loyalty, and care 

and shall attend to the interests of the Company and its shareholders, and prioritise 

them over their personal interests. 

b) The Company shall take into consideration while forming the remuneration and 

nomination committees that their members are of Independent Directors. The Board 

may appoint Non-Executive Directors or persons other than Board members either 

from shareholders or others, provided that the chairmen of committees mentioned 

in this paragraph are of the Independent Directors. 

c) Chairman of the Board shall not be a member of the audit committee. He may 

be a member of other committees, provided that he is not the chairman of 

committees mentioned in these Regulations. 

Article 52: Studying Subjects 

a) Each committee shall assess the matters that fall within its authority or those 

referred to it by the Board and shall communicate its recommendations to the Board 

to issue decisions in connection therewith. The committees shall take decisions in 

regards to these matters if delegated by the Board, in pursuance to paragraph (b) of 

Article (21) of these Regulations. 

b) The committees may seek assistance from any experts or specialists, whether 

internal or external, within the scope of its powers. This shall be included in the 

minutes of the committee meeting; the minutes states  the name  of the expert and 

his relation to the Company or its Executive Management. 
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Article 53: Committees Meetings 

a) No member of the Board or the Executive Management except the secretary or 

a member of the committee may attend the meetings of a committee unless such 

committee requests his/her opinion or advice. 

b) Committee meetings are valid if attended by a majority of its members. 

Resolutions of the committees shall be issued by a majority of the votes present and, 

in case of a tie, the chairman of the relevant committee shall have the casting vote. 

c) Board meetings shall be documented and minutes including the discussions and 

deliberations carried during such meetings shall be prepared. Recommendations of 

the committees and voting results shall be documented and retained in a special and 

organised register, including the names of the attendees and any reservations they 

expressed (if any). Such minutes shall be signed by all of the attending members. 

Chapter 2: The Audit Committee Article 54: Audit Committee Formation 

a) An audit committee shall be formed by a resolution of the Company's Ordinary 

General Assembly, and the members of the audit committee shall be from the 

shareholders or others, provided that at least one of its members is an Independent 

Director and that no Executive Director is among its members. The number of the 

members of the audit committee shall not be less than three or more than five, 

provided that one of its member is specialised in finance and accounting. 

b) The chairman of the audit committee shall be an Independent Director.7 

c) The Company's General Assembly shall, upon a recommendation of the Board, 

issue a regulation for the audit committee which shall include the rules and 

procedures for the activities and duties of the committee, the rules for selecting its 

members, the means of 

7  Guiding paragraph 

their nomination, the term of their membership, their remunerations, and the mechanism 

of appointing temporary members in case a seat in the committee becomes vacant. 

d) Any person who works or has worked in the Company's finance Department, the 

Executive Management or for the Company’s external auditor during the preceding two 

years may not be a member of the audit committee. 
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Article 55: Competencies, powers and responsibilities of the Audit Committee 

The audit committee shall be competent in monitoring the Company’s activities and 

ensuring the integrity and effectiveness of the reports, financial statements and internal 

control systems. The duties of the audit committee shall particularly include the 

following: 

a) Financial Reports: 

1) analysing the Company's interim and annual financial statements before 

presenting them to the Board and providing its opinion and recommendations 

thereon to ensure their integrity, fairness and transparency; 

2) providing its technical opinion, at the request of the Board, regarding whether 

the Board’s report and the Company's financial statements are fair, balanced, 

understandable, and contain information that allows shareholders and investors to 

assess the Company's 

financial position, performance, business model, and strategy; 

3) analysing any important or non-familiar issues contained in the financial 

reports; 

4) accurately investigating any issues raised by the Company's chief financial 

officer or any person assuming his/her duties or the Company's compliance officer 

or external auditor; 

5) examining the accounting estimates in respect of significant matters that are 

contained in the financial reports; and 

6) examining the accounting policies followed by the Company and providing its 

opinion and recommendations to the Board thereon. b) Internal Audit: 

1) examining and reviewing the Company's internal and financial control systems 

and risk management system; 

2) analysing the internal audit reports and following up the implementation of the 

corrective measures in respect of the remarks made in such reports; and 

3) monitoring and overseeing the performance and activities of the internal auditor 

and internal audit department of the company, if any, to ensure the availability of 
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the necessary resources and their effectiveness in performing the assigned activities 

and duties. If the Company has no internal auditor, the committee shall provide a 

recommendation to the Board on whether there is a need to appoint an internal 

auditor. 

4) providing a recommendation to the Board on appointing the manager of the 

internal audit unit or department, or the internal auditor and suggest his/her 

remunerations. c) External Auditor: 

1) providing recommendations to the Board to nominate external auditors, dismiss 

them, determine their remunerations, and assess their performance after verifying 

their independence and reviewing the scope of their work and the terms of their 

contracts; 

2) verifying the independence of the external auditor, its objectivity, fairness, and 

effectiveness of the audit activities, taking into account the relevant rules and 

standards; 

3) reviewing the plan of the Company's external auditor and its activities, and 

ensuring that it does not provide any technical or administrative works that are 

beyond its scope of work, and provides its opinion thereon; 

4) responding to queries of the Company's external auditor; and 

5) reviewing the external auditor's reports and its comments on the financial 

statements, and following up the procedures taken in connection therewith. d) 

Ensuring Compliance: 

1) reviewing the findings of the reports of supervisory authorities and ensuring that 

the Company has taken the necessary actions in connection therewith; 

2) ensuring the Company's compliance with the relevant laws, regulations, policies 

and instructions; 

3) reviewing the contracts and proposed Related Party transactions, and providing 

its recommendations to the Board in connection therewith; and 

4) reporting to the Board any issues in connection with what it deems necessary to 

take action on, and providing recommendations as to the steps that should be taken. 
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Article 56: Conflict between the Audit Committee and the Board 

If a conflict arises between the recommendations of the audit committee and the Board 

resolutions, or if the Board refuses to put the committee's recommendations into action 

as to appointing or dismissal the company's external auditor or determining its 

remuneration, assessing its performance or appointing the internal auditor, the Board’s 

report shall include the committee's recommendations and justifications, and the 

reasons for not following such recommendations. 

Article 57: Audit Committee Meetings 

a) The audit committee shall convene periodically, provided that at least four 

meetings are held during the Company's financial year. 

b) The audit committee shall convene periodically with the Company's external 

auditor and internal auditor, if any. 

c) The internal auditor and the external auditor may call for a meeting with the 

audit committee at any time as may be necessary. 

Article 58: Arrangements for Providing Remarks 

The audit committee shall develop arrangements that enable the Company’s employees 

to confidentially provide their remarks in respect of any inaccuracies in the financial or 

other reports. The audit committee shall ensure that such arrangements have been put 

into action through an adequate independent investigation in respect of the error or 

inaccuracy, and shall adopt appropriate follow-up procedures. 

Article 59: Powers of the Audit Committee 

In order to perform its duties, the audit committee may: 

1) review the Company’s records and documents. 

2) request any clarification or statement from the  Board members or the Executive 

Management. 

3) request that the Board calls for a General Assembly Meeting if its activities have 

been impeded by the Board or if the Company has suffered significant losses and 

damages. 
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Chapter 3: Remuneration Committee 

Article 60: Composition of the Remuneration Committee 

a) The Company's Board shall, by resolution thereof, set up a committee to be 

named the “remuneration committee.” Members of the committee shall not be 

Executive Directors, provided that there shall be at least one Independent Director 

among them. 

b) The Company's General Assembly, as per the Board recommendation, issues a 

regulation for the remuneration committee including its procedure, duties and rules 

for selecting its members, the term of their membership and their remunerations. 

Article 61: Competencies of the Remuneration Committee 

The competences of the remuneration committee are: 

1) preparing a clear policy for the remunerations of the  Board members and its 

committees and the Executive Management, and presenting such policy to the 

Board in preparation for approval by the General Assembly, provided that such 

policy follows standards that linked to performance, and disclosing and ensuring 

the implementation of such policy; 

2) clarifying the relation between the paid remunerations and the adopted 

remuneration policy, and highlighting any material deviation from that policy. 

3) periodically reviewing the remuneration policy and assessing its effectiveness 

in achieving its objectives; and 

4) providing recommendations to the Board in respect of the remunerations of its 

members, the committees members  and Senior Executives, in accordance with the 

approved policy. 

Article 62: Remuneration Policy 

Without prejudice to the provisions of the Companies Law and the Capital Market Law 

and their implementing regulations, the remuneration policy shall: 

1) be consistent with the Company's strategy and objectives; 

2) provide remunerations with the aim of encouraging the  Board members and 

Executive Management to achieve the success of the Company and its long-term 
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development, by for example making the variable part of the remuneration linked 

to the long-term performance; 

3) determine remuneration based on job level, duties and responsibilities, 

educational qualifications, practical experience, skills and level of performance; 

4) be consistent with the magnitude, nature and level of risks faced by the 

Company; 

5) take into consideration the practices of other companies in respect of the 

determination of remunerations,  and avoid the disadvantages of such comparisons 

in leading to 

unjustifiable increases in remunerations and compensations; 

6) attract talented professionals and retain and motivate them without 

exaggeration; 

7) be prepared in coordination with the nomination committee in respect of new 

appointments; 

8) take into consideration situations where remunerations should be suspended or 

reclaimed if it is determined that such remunerations were set based on inaccurate 

information provided by a member of the Board or the executive management, in 

order to prevent abuse of power to obtain unmerited remunerations; and 

9) regulating the grant of Company's shares to the  Board members and the 

Executive Management, whether newly issued or purchased by the Company. 

Article 63: Meetings of the Remuneration Committee 

The remuneration committee shall convene periodically at least once a year, and as may 

be necessary. 

Chapter 4: Nomination Committee 

Article 64: Composition of the Nomination Committee 

a) The Company's Board shall, by resolution thereof, form a committee to be 

named the “nomination committee,”. Members of the committee shall not be 

Executive Directors, provided that there shall be at least one Independent Director 

among them. 
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b) The Company's General Assembly, as per the Board recommendation, issues a 

regulation for the nomination committee including its procedures, duties and rules 

for selecting its members, the term of their membership and their remunerations. 

Article 65: competences of the Nomination Committee 

The competences of the nomination committee shall include the following: 

1) suggesting clear policies and standards for membership of the Board and the 

Executive Management; 

2) providing recommendations to the Board for the nomination or re-nomination 

of its members in accordance with approved policies and standards, taking into 

account that nomination shall not include any person convicted of a crime involving 

moral turpitude or dishonesty; 

3) preparing a description of the capabilities and qualifications required for 

membership of the Board and Executive Management positions; 

4) determining the amount of time that the member shall allocate to the activities 

of the Board; 

5) annually reviewing the skills and expertise required of the Board members and 

the Executive Management; 

6) reviewing the structure of the Board and the Executive Management and 

providing recommendations regarding changes that may be made to such structure; 

7) annually ensuring the independence of Independent Directors and the absence 

of any conflicts of interest if a Board member also acts as a member of the Board 

of directors of another company; 

8) providing job descriptions for the Executive, Non-Executive and Independent 

Directors and the Senior Executive Management; 

9) setting procedures to be followed if the position of a member of the Board or a 

Senior Executive becomes vacant; and 

10) determining the strengths and weaknesses of the Board and recommending 

remedy solutions that serve the Company's interests.
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Article 66: the Nomination Procedures 

a) When nominating a Board member, the nomination committee shall take into 

consideration the provisions of these Regulations and the requirements set by the 

Authorities; and 

b) The number of nominees to  the Board whose names are presented to the 

General Assembly shall be more than the number of available seats to give a chance 

to the General Assembly to select the Board members among those nominees.8 

Article 67: Meetings of the Nomination Committee 

The nomination committee shall convene periodically at least once a year, and as may 

be necessary. 

Article 68: Publishing the Nomination Announcement 

The Company shall publish the nomination announcement on the websites of the 

Company and the Exchange and through any other medium specified by the Authority; 

to invite persons wishing to be nominated to the membership of the Board, provided 

that the nomination period shall remain open for at least a month from the date of the 

announcement. 

Article 69: Nomination Rights of Shareholders 

None of the provisions of this Chapter shall prejudice the right of any shareholder to 

nominate him/herself or others to the membership of the Board in accordance with the 

provisions of the Companies Law and Its Implementing Regulations. 

Chapter 5: Risk Management Committee 

Article 70: Composition of the Risk Management Committee9 

The Company's Board shall, by resolution therefrom, form a committee to be named 

the “risk management committee.”. Chairman and majority of its members  shall be 

Non-Executive Directors. The members of that committee shall possess an adequate 

level of knowledge in risk management and finance. 
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Article 71: Competencies of the Risk Management Committee10 

The competences of the risk management committee shall include the following: 

1) developing a strategy and comprehensive policies for risk management that are 

consistent with the nature and volume of the Company's activities, monitoring their 

implementation, and reviewing and updating them based on the Company's internal and 

external changing factors; 

8 Guiding paragraph 

9 Guiding Article 

 

2) determining and maintaining an acceptable level of risk that may be faced by 

the Company and ensuring that the Company does not go beyond such level; 

3) Ensuring the feasibility of the Company continuation, the successful continuity 

of its activities and determining the risks that threaten its existence during the 

following twelve (12) months; 

4) overseeing the Company's risk management system and assessing the 

effectiveness of the systems and mechanisms for determining and monitoring the 

risks that threaten the Company in order to determine areas of inadequacy therein; 

5) Regularly reassessing the Company's ability to take risks and be exposed to such 

risks (through stress tests as an example); 

6) preparing detailed reports on the exposure to risks and the recommended 

measures to manage such risks, and presenting them to the Board; 

7) providing recommendations to the Board on matters related to risk 

management; 

8) ensuring the availability of adequate resources and systems for risk 

management; 

9) reviewing the organisational structure for risk management and providing 

recommendations regarding the same before approval by the Board; 
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10) verifying the independence of the risk management employees from activities 

that may expose the Company to risk; 

11) ensuring that the risk management employees understand the risks threatening 

the Company and seeking to raise awareness of the culture of risk; and 

12) reviewing any issues raised by the audit committee that may affect the 

Company's risk management. 

Article 72: Meetings of the Risk Management Committee11 

The risk management committee shall convene periodically at least once every six 

months, and as may be necessary. 

PART 5:  Internal Control 

Article 73: Internal Control System 

The Board shall approve an internal control system for the Company in order to assess 

the policies and procedures relating to risk management, implementation of the 

provisions of the Company's governance rules approved by the Company and 

compliance with the relevant laws and regulations. Such system shall ensure 

compliance with clear accountability standards at all executive levels in the Company, 

and that Related Party transactions are implemented in accordance with the relevant 

provisions and controls. 

Article 74: Establishing Independent Units or Departments within the Company 

a) For purposes of implementing the approved internal control system, the 

Company shall establish units or departments for the assessment and management 

of risks and for internal auditing. 

b) The Company may utilise external entities to perform the duties and 

competencies of the units or departments of risks assessments and management and 

internal control without prejudice to the Company's responsibility for those duties 

and competencies. 
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Article 75: Duties of the Internal Audit Unit or Department 

An internal audit unit or department assesses and monitors the implementation of the 

internal control system, and verifies that the Company and its employees comply with 

the applicable laws, regulations and instructions, and the Company's policies and 

procedures. 

Article 76: Composing An Internal Audit Unit or Department12 

The internal audit unit or department shall be composed of at least one internal auditor 

whose appointment is recommended by the audit committee. Such internal auditor shall 

be responsible before the audit committee. The formation and operation of the internal 

audit unit or department shall take into consideration the following: 

1) employees of such department shall be competent, independent and adequately 

trained, and shall not be entrusted with any other functions other than internal audit 

duties and internal control system; 

2) the department shall report to the audit committee, and shall be subordinate and 

accountable to it; 

3) the remunerations of the manager of the audit unit or department shall be 

determined by the a recommendation of the audit committee as per Company's 

policies; and 

4) the department or unit shall be given access to information and documents, and 

shall be able to obtain the same without any restrictions. 

Article 77: Internal Audit Plan13 

The internal audit unit or department shall operate pursuant to a comprehensive audit 

plan approved by the audit committee. Such plan shall be updated annually. Key 

activities and operations, including the activities of risk management and compliance 

departments, shall be reviewed at least annually. 

Article 78: Internal Audit Report14 

a) The internal audit unit or department shall prepare and submit a written report 

on its activities at least quarterly to the Board and the audit committee. Such report 

shall include an assessment of the Company's internal control system and the final 
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opinion and recommendations of the unit or department. Such report shall also 

specify the procedures taken by each department for addressing the findings and 

recommendations from the previous audit, and any remarks thereon, particularly 

failures to promptly address such findings and recommendations and the reasons 

for such failure; 

b) The internal audit unit or department shall prepare a general written report to be 

submitted to the Board and the audit committee on the audit activities it carried 

during the fiscal year compared to the approved plan. Such report shall explain the 

reasons for any deviation from the plan, if any, during the quarter following the end 

of the relevant financial year; 

c) The Board shall specify the scope of the report of the internal audit unit or 

department, based on recommendations from the audit committee and the internal 

audit unit or department. The report shall include the following in particular: 

1) procedures for monitoring and overseeing the financial affairs, 

investments and risk management; 

2) assessing  the development of risk factors threatening the Company and 

the existing systems, in order to confront radical or unexpected changes in the 

Exchange; 

3) an assessment of the performance of the Board and the Senior 

Management with respect to the implementation of internal control systems, 

including specifying the number of times the Board has been informed of 

control issues (including risk management) and a description of the method 

followed to address such issues; 

4) failures or weaknesses in the implementation of internal control, or 

emergency situations that have affected or may affect the Company's financial 

performance, and the measures taken by the Company to address such failures 

(particularly the issues disclosed in the Company's annual reports and its 

financial statements); 

5) the extent to which the Company has complied with the internal controls 

when determining and managing risks; and 
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6) information describing the Company's risk management operations 

13  Guiding Article 
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Article 79: Maintaining Internal Audit Reports 

The Company shall keep records of the audit reports and business documents, which 

shall clarify its accomplishments, findings and recommendations, and all actions taken 

in their regard. 

PART 6:The Company’s External Auditor 

Article 80: Assigning the Audit Function 

The Company shall assign the function of auditing its annual accounts to an independent 

and competent external auditor who possesses the necessary expertise and qualifications 

to prepare an objective and independent report to the Board and the shareholders, setting 

out whether the Company’s financial statements clearly and impartially express the 

financial position of the Company and its performance in the significant areas. 

Article 81: Appointment of the External Auditor 

The Ordinary General Assembly shall appoint the Company's external auditor based on 

a recommendation from the Board, provided that the following requirements are met: 

1) the nomination shall be based on a recommendation from the audit committee; 

2) the external auditor shall be authorised by the Competent Authority; 

3) the external auditor's interests shall not conflict with the interests of the 

Company; and 4) the number of nominees shall not be less than two. 

Article 82: Duties of the External Auditor 

The external auditor shall: 

1) owe the duties of loyalty and care to the Company; 

2) notify the Authority if the Board fails to take appropriate actions in respect of 

suspicious issues it raises; and 

3) Request the Board to call for a General Assembly meeting if the Board has not 

facilitated his mission; and shall be liable to compensate the Company, the 

shareholders or third parties for the damages resulted from errors it commits in the 

course of its engagement. If an error is attributable to more than one external auditor, 

they shall be jointly responsible therefor. 
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PART 7: Stakeholders 

Article 83: Regulating the Relationship with Stakeholders15 

The Board shall establish clear and written policies and procedures regulating the 

relationship with Stakeholders with the aim of protecting them and safeguard their rights, 

which shall include the following, in particular: 

1) methods to compensate Stakeholders when their rights established by laws or 

protected by contracts are infringed; 

2) methods for resolving complaints or disputes that may arise between the 

Company and the Stakeholders; 

3) methods for building good relationships with customers and suppliers and 

maintaining the confidentiality of their information; 

4) rules of professional conduct for Company managers and employees that are 

prepared in compliance with the proper professional and ethical standards and 

regulate their relationship with Stakeholders, provided that the Board shall establish 

mechanisms for supervising the implementation of, and compliance with such rules; 

5) the Company's social contributions; 

6) ensuring that the Company's transactions with Board members and Related 

Parties are entered into on terms identical to the terms of transactions with 

Stakeholders without any discrimination or bias; 

7) Stakeholders obtaining of information relevant to their activities to enable them 

to perform their duties. Such information shall be correct and sufficient and shall be 

provided in timely manner and on a regular basis; and 

8) treating Company employees pursuant to the principles of justice and equality 

and without discrimination. 
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Article 84: Reporting Non-Compliant Practices 

The Board shall, based upon a proposal from the audit committee, develop the necessary 

policies and procedures to be followed by Stakeholders when submitting complaints or 

reporting any violations, taking the following into consideration: 

1) facilitating the method by which Stakeholders (including Company employees) 

report to the Board conducts and practices of the Executive Management's that 

violate applicable laws, regulations and rules or raising doubts as to the financial 

statements or the internal audit controls or others, whether such conducts or practices 

are against them or not, and conducting the necessary investigation in that regard; 

2) maintaining the confidentiality of reporting procedures through facilitating direct 

contact with an independent member of the audit committee or other specialised 

committees; 

3) appointing an employee to receive and address complaints or reports sent by 

Stakeholders; 

4) dedicating a telephone number or an email address for receiving complaints; and 

5) providing the necessary protection to the Stakeholders. 

15 Guiding Article 

Article 85: Employee Incentives16 

The Company shall establish programmes for developing and encouraging the 

participation and performance of the Company’s employees. The programmes shall 

particularly include the following: 

1) forming committees or holding specialised workshops to hear the opinions of the 

Company’s employees and discuss the issues and topics that are subject to important 

decisions; 

2) establishing a scheme for granting Company shares or a percentage of the 

Company profits and pension programmes for employees, and setting up an 

independent fund for such programme; and 

3) establishing social organisations for the benefit of the Company’s employees. 
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PART 8:Professional and Ethical Standards 

Article 86: Professional Conduct Policy 

The Board shall establish a policy for professional conduct and ethical values at the 

Company, which shall particularly take the following into consideration: 

1) ensuring that each member of the Board or the Executive Management and 

employees perform his/her duties of loyalty and care to the Company, and undertake 

the measures that may protect the Company's interests and contribute to its 

development and increase its value, and shall, at all times, prioritise the Company's 

interests over his/her own interests; 

2) a Board member shall represent all shareholders of the Company and take all 

actions to achieve the best interests of the Company and its shareholders, while 

protecting the rights of the other Stakeholders rather than only the interests of the 

group that elected him; 

3) entrench among the Board members and Senior Executives the principle of 

compliance with all relevant laws, regulations and instructions; 

4) preventing the  Board members or the Executive Management from abusing their 

positions with the aim of achieving benefits for himself/herself or a third party; 

5) ensuring that the Company's assets and resources are only used to achieve the 

Company’s purposes and objectives, and not to achieve personal interests; and 

6) establishing accurate, well-formed, and clear rules regulating the authority to 

access the Company's internal information and timing to access it, in a way that 

prevents the  Board members, the Executive Management and others from making 

personal use or disclosing the same to any person, except within the prescribed limits 

or as permitted by law. 
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16 Guiding Article 

Article 87: Social Responsibility17 

The Ordinary General Assembly, based on the Board recommendation, shall establish a 

policy that guarantees a balance between its objectives and those of the community for 

purposes of developing the social and economic conditions of the community. 

Article 88: Social Initiatives18 

The Board shall establish programmes and determine the necessary methods for 

proposing social initiatives by the Company, which include: 

1) establishing indicators that link the Company's performance with its social 

initiatives and comparing it with other companies that engage in similar activities; 

2) disclosing the objectives of the Company's social responsibility to its employees 

and raising their awareness and knowledge of social responsibility; 

3) disclosing plans for achieving social responsibility in the periodical reports on 

the activities of the Company's; and 

4) establishing awareness programmes to the community to familiarise them with 

the Company's social responsibility. 

PART 9:Disclosure and Transparency 

Article 89: Policies and Procedure of Disclosure 

Without prejudice to the Listing Rules, the Board shall set forth in writing the policies, 

procedures and supervisory rules related to disclosure pursuant to the disclosure 

requirements provided for in the Companies Law and the Capital Market Law, as the 

case may be, and their implementing regulations, taking into consideration the following: 

1) such policies shall include proper disclosure methods that enable the 

shareholders and other Stakeholders to access the financial and non-financial 

information pertaining to the Company’s performance and information in respect of 

ownership of shares, and to obtain a comprehensive view of the Company's position; 

2) disclosure to shareholders and investors shall be made without discrimination in 

a clear, correct and non-misleading fashion, and in a timely, regular and accurate 
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manner in order to enable shareholders and other Stakeholders to exercise their rights 

to the fullest extent; 

3) the Company's website shall include all information required to be disclosed and 

any details or other information that may be published through other disclosure 

methods;19 

4) reporting rules shall be established and shall describe the information required to 

be disclosed and the method of its classification in terms of its nature, and the 

frequency of its disclosure; and 

5) the disclosure policies shall be reviewed periodically and their compliance with 

the best practices and the provisions of the Capital Market Law and its implementing 

rules shall be verified. 

17 Guiding Article 

18 Guiding Article 

19 Guiding paragraph 

Article 90: The Board’s Report 

The Board’s report shall include the Board's operations during the last fiscal year and all 

factors that affect the company's businesses , such report shall include the following: 

1) implemented and non-implemented provisions of these Regulations, and 

justifications therefor; 

2) names, qualifications, and experience of the  Board and committees members 

and Executive Management; 

3) names of the companies inside and outside the Kingdom in which a Board 

member is a member of their current or previous Board member or manager; 

4) composition of the Board and classification of its members, as follows: Executive 

Directors, Non-Executive Director, or Independent Director; 

5) Procedure taken to the Board to inform its members , Non-Executive Directors 

in particular, of the shareholders' suggestions and remarks on the Company and its 

performance. 



348 
 

6) a brief description of the competencies and duties of the  committees, such as the 

audit committee, the nomination committee and the remuneration committee 

indicating their names, names of their chairmen, names of their members, the number 

of their respective meetings, dates of those meetings and the members' attendance 

details of each meeting; 

7) Where applicable, the means used by the Board to assess its performance, the 

performance of its committees and members and the external body which conducted 

the assessment and its relation with the Company, if any; 

8) disclose the remuneration of the Board members and Executive Management as 

stated in Article (93) of these Regulations; 

9) any punishment, penalty, precautionary procedure or preventive measure 

imposed on the Company by the Authority or any other supervisory, regulatory or 

judiciary authority, describing the reasons for non-compliance, the imposing 

authority and the measures undertaken to remedy and avoid such non-compliance in 

the future; 

10) results of the annual review of the effectiveness of the internal control procedures 

of the Company and the opinion of the audit committee with respect to the adequacy 

of the Company's internal control system; 

11) the audit committees recommendation on the need for appointing an internal 

auditor for the Company, if there is no internal auditor. 

12) the audit committees recommendation with conflict with Board resolution or 

those which the Board disregards relating to the appointment, dismissal, assessment 

or determining the remuneration of an external auditor, as well as justifications for 

those recommendations and reasons for disregarding them. 

13) details of the Company's social contributions, if any; 

14) a list of the dates of the General Assembly meetings held during the last fiscal 

year and the names of the Board members who attended them. 

15) a description of the main scope of business of the company and its affiliates. If 

there are two or more, a statement showing each activity and how it affects the 

company businesses and results shall be attached. 
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16) a description of the company's significant plans and decisions (including changes 

to the structure, expanding the company's operations or halting them) and the future 

expectations. 

17) information on any risks facing the company (operational, financial or market 

related) and the policy of managing and monitoring these risks. 

18) a summary in a form of table or graph showing the company's assets, liabilities 

and results of the last five fiscal year or since the incorporation date, whichever is 

shorter. 

19) geographical analysis of the company's and its affiliates' revenues. 

20) any material differences in the operational results compared to the preceding 

year's results, along with any expectations announced by the company. 

21) any inconsistency with the standards approved by the Saudi Organisations for 

Certified Public Accountant. 

22) name of each affiliate company, its capital, the company's ownership percentage, 

the main scope of business, country of operation and country of incorporation. 

23) details of shares and debt instruments issued for each affiliate company. 

24) a descriptions of the dividends distribution policy. 

25) a description of any interest in a class of voting shares held by persons (other 

than the company’s directors, Senior Executives and their relatives) who have 

notified the company of their holdings pursuant to Article 45 of Listing Rules, 

together with any change to such interests during the last fiscal year; 

26) a description of any interest, contractual securities or rights issue of the Board 

members, Senior Executives and their relatives on shares or debt instruments of the 

company or its affiliates, and any change on these interest or rights during the last 

fiscal year. 

27) information on any loans (payable upon request or not), a statement of the total 

indebtedness of the company and its affiliates, any amounts paid by the company in 

repayments of loans during the year, the amount of the principal debts, the creditor 
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name, the loan term and remaining amount. In case there is no debts, a declaration 

thereof shall be presented. 

28) a description of the class and number of any convertible debt instruments, 

contractual securities, preemptive right or similar rights issued or granted by the 

company during the fiscal year, as well as stating any compensation obtained by the 

company in this regard. 

29) a description of any conversion or subscription rights under any convertible debt 

instruments, contractually based securities, warrants or similar rights issued or 

granted by the company;. 

30) description of any redemption, purchase or cancellation by the company of any 

redeemable debt instruments and the value of such securities outstanding, 

distinguishing between those listed securities purchased by the company and those 

purchased by its affiliates. 

31) the number of  Board meetings held during the last financial year, their dates and 

the attendance record of each meeting listing the names of the attendees. 

32) numbers of company's requests of shareholders records, dates and reasons 

thereof. 

33) a description of any transaction between the company and any Related Party. 

34) information relating to any business or contract to which the company is a party 

and in which a director of the company, a Senior Executive or any person related to 

any of them is or was interested, including the names of persons in relation, the 

nature, conditions, durations and the amount of the business or contract. If there are 

no such businesses or contracts, the company must submit a statement thereof. 

35) a description of any arrangement or agreement under which a director or a Senior 

Executive of the company has waived any remuneration. 

36) a description of any arrangement or agreement under which a shareholder of the 

company has waived any rights to dividends. 

37) a statement of the value of any paid and outstanding statutory payment on 

account of any zakat, taxes, fees or any other charges that have not been paid until 
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the end of the annual financial period with a brief description and the reasons 

therefor. 

38) a statement as to the value of any investments made or any reserves set up for the 

benefit of the employees of the company. 

39) declarations that: 

a. proper books of account have been maintained; 

b. the system of internal control is sound in design and has been effectively 

implemented; 

and 

c. there are no significant doubts concerning the company's ability to 

continue its 

activity. 

40) if the external auditor's report contains reservations on the annual financial 

statements, the Board report shall highlight this mentioning the reasons and any 

relevant information. 

41) if the Board recommended replacing the external auditor before the end of its 

term, the report shall indicate this mentioning the reasons for the replacement 

recommendation. 

Article 91: The Audit Committee’s Report 

a) The report of the audit shall include details of its performance of its competencies 

and duties stated in the Companies Law and Its Implementing Regulations, provided 

that the report contains its recommendations and opinion on the adequacy of the 

internal and financial control systems and risk management systems in the Company. 

b) The Board shall make available sufficient copies of the audit committees' report 

at the Company's head office, and publish them on the Company's and the Exchange's 

websites when publishing the invitation to convene the General Assembly, to enable 

shareholders to get a copy thereof. Summary of the report shall be read at the General 

Assembly. 
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Article 92: Disclosure by the Board 

The Board shall regulate the disclosures of each of its members and the members of the 

Executive Management, observing the following: 

1) maintaining a register for the disclosures of the  Board members and the Executive 

Management and updating it regularly based on disclosures required as per the 

Companies Law, the Capital Market Law and their implementing regulations; and 2) 

making such register available for review by the Company's shareholders free of charge. 

Article 93: Disclosure of Remunerations 

a) The Board shall: 

1) disclose the remuneration policy and the method by which remunerations 

of the Board and executive management are determined; 

2) provide an accurate, transparent and detailed disclosure in the Board 

report on the remunerations granted to the  Board members and Executive 

Management, directly or indirectly, without any omission or misleading 

information, and whether these were 

in cash or other benefits of any nature. In case they were shares of the Company, the 

value of the shares is the market value on the due date; 

3) explain the relationship between remunerations granted and applicable 

remuneration policy, highlighting any significant deviation from such policy;  

Board 

4) a description of the necessary details with respect to the remunerations 

and compensations granted to each of the following, separately: a. Board 

members; 

b. five Senior Executives who have received the highest remuneration from 

the Company, provided that the chief executive officer and chief financial 

officer are among them. 

c. members of committees. 

b) The disclosures in this article and in the Board report shall be pursuant to the 

appended schedule. 
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Part 10: Implementation of Corporate Governance 

Article 94: Implementation of Effective Governance 

The Board shall establish governance rules for the Company in accordance with the 

provisions of these Regulations, and shall monitor their implementation, verify their 

effectiveness, and amend them as necessary. To that end, the Board shall: 

1) verify that the Company is in compliance with these rules; 

2) review and update the rules pursuant to statutory requirements and best practices; 

3) review and develop codes of professional conduct representing the Company's 

values and other internal policies and procedures in order to fulfill the Company's 

requirements and in accordance with best practices; and 

4) regularly inform the  Board members of the developments in corporate 

governance and best practices, or authorise the audit committee or any other 

committee or department to undertake this task. 

Article 95: Formation of a Corporate Governance Committee20 

If the Board forms a corporate governance committee, it shall assign to it the 

competences stipulated in Article (94) of these Regulations. Such committee shall 

oversee any matters relating to the implementation of governance, and shall provide the 

Board with its reports and recommendations at least annually. 

Part 11: Retaining of Documents 

Article 96: Retaining of Documents 

A company shall retain all minutes, documents, reports and other papers required to be 

maintained in the company's head office for at least ten years as per these Regulations. 

This shall include the Board report and audit committee report. Without prejudice to this 

period, a company, in case of any lawsuit (filed or threatened to be filed) or ongoing 

claim or any investigation relating to those minutes, documents, reports and other papers, 

shall maintain them until the end of the ongoing lawsuit, claim or investigation. 
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Part 12: Closing Provisions 

Article 97: Providing the Additional data and Information 

The Authority may request from the Company any additional information or details it 

deems necessary to verify the extent of its compliance with the provisions of these 

Regulations. 

Article 98: Publication and Entry into Force 

These Regulations shall be effective as per its approval resolution. 

Appendix (1) Remuneration Schedule 

Board Remuneration  

 

   Fixed remunerations  Variable remunerations   

 

 

 

 

  

  

 

First:  
Independent  
Directors  
  

          

1-                                   

2-                                   

3-                                   

Total                                   

Second:  
Non- 
Executive  
Directors  
  

                                 

1-                                   

2-                                   

3-                                   

Total                                   

Third:  
Executive  
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Directors  

1-                                   

2-                                   

3-                                   

Total                                   

Remunerations of Senior Executives  

 

Fixed 
remunerations  

Variable remunerations  
End-
ofservice 
award  

Total remunerations for 
Board  
executives, if any  

Aggregate 
Amount  

 
 

 

 

 

 

   

 
      

1- CEO                            

2- CFO                            

3-                            

4-                            

5-                            

Total                            

Committees Members Remuneration  

    
Fixed Remuneration  
(Except for the allowance for attending 
Board meetings)  
  

Allowance for 
attending Board 
meetings  

Total  

Audit Committee Members    

1-         

2-         

3-         

Total        

Remuneration Committee Members    

1-        

2-        

3-        

Total        

Nomination Committee Members    

1-        

2-        

3-        

Total        

Risks Committee Members    

1-        

2-        
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3-        

Total        

(………) Committee Members    

1-        

2-        

3-        

Total        
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Appendix   B 
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Governance and the Code  

1. The purpose of corporate governance is to facilitate effective, entrepreneurial and 

prudent management that can deliver the long-term success of the company.  

2. The first version of the UK Corporate Governance Code (the Code) was produced in 

1992 by the Cadbury Committee. Its paragraph 2.5 is still the classic definition of the 

context of the Code:  

Corporate governance is the system by which companies are directed and controlled. 

Boards of directors are responsible for the governance of their companies. The 
shareholders’ role in governance is to appoint the directors and the auditors and to 

satisfy themselves that an appropriate governance structure is in place. The 
responsibilities of the board include setting the company’s strategic aims, providing the 

leadership to put them into effect, supervising the management of the business and 

reporting to shareholders on their stewardship. The board’s actions are subject to laws, 
regulations and the shareholders in general meeting.  

3. Corporate governance is therefore about what the board of a company does and how 

it sets the values of the company. It is to be distinguished from the day to day operational 

management of the company by full-time executives.  

4. The Code is a guide to a number of key components of effective board practice. It is 

based on the underlying principles of all good governance: accountability, transparency, 

probity and focus on the sustainable success of an entity over the longer term.  

5. The Code has been enduring, but it is not immutable. Its fitness for purpose in a 

permanently changing economic and social business environment requires its evaluation 

at appropriate intervals.   

6. The new Code applies to accounting periods beginning on or after 17 June 2016 and 

applies to all companies with a Premium listing of equity shares regardless of whether 

they are incorporated in the UK or elsewhere.  
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Preface  

1. Over two decades of constructive usage of the Code have contributed to improved 

corporate governance in the UK. The Code is part of a framework of legislation, regulation 

and best practice standards which aims to deliver high quality corporate governance with 

in-built flexibility for companies to adapt their practices to take into account their particular 

circumstances. Similarly, investors must take the opportunity to consider carefully how 

companies have decided to implement the Code. There is always scope for improvement, 

both in terms of making sure that the Code remains relevant and improving the quality of 

reporting.  

2. Boards must continue to think comprehensively about their overall tasks and the 

implications of these for the roles of their individual members. Absolutely key in these 

endeavours are the leadership of the chairman of a board, the support given to and by the 

CEO, and the frankness and openness of mind with which issues are discussed and 

tackled by all directors.  

3. Essential to the effective functioning of any board is dialogue which is both 

constructive and challenging. The problems arising from “groupthink” have been exposed 

in particular as a result of the financial crisis. One of the ways in which constructive debate 

can be encouraged is through having sufficient diversity on the board. This includes, but 

is not limited to, gender and race. Diverse board composition in these respects is not on 

its own a guarantee. Diversity is as much about differences of approach and experience, 

and it is very important in ensuring effective engagement with key stakeholders and in 

order to deliver the business strategy.  

4. One of the key roles for the board includes establishing the culture, values and ethics 

of the company. It is important that the board sets the correct ‘tone from the top’. The 

directors should lead by example and ensure that good standards of behaviour permeate 

throughout all levels of the organisation. This will help prevent misconduct, unethical 

practices and support the delivery of long-term success.  

5. This update of the Code has been driven by the consequential changes required from 

the implementation of the European Union’s Audit Regulation and Directive. Section C.3 

on Audit Committees was reviewed to ensure it remained consistent and changes have 

only been made when necessary. It is important that companies view these changes 

alongside the revised Guidance on Audit Committees.  

6. Following the 2014 Code amendments, which focussed on the provision by companies 

of information about the risks which affect longer term viability, the FRC will continue to 

monitor compliance with these changes. Companies should be presenting information to 

give a clearer and broader view of solvency, liquidity, risk management and viability. For 

their part, investors should assess these statements thoroughly and engage accordingly.  

7. To run a corporate board successfully should not be underrated. Constraints on time 

and knowledge combine with the need to maintain mutual respect and openness between 

a cast of strong, able and busy directors dealing with each other across the different 

demands of executive and non-executive roles. To achieve good governance requires 

continuing and high quality effort.  

8. Chairmen are encouraged to report personally in their annual statements how the 

principles relating to the role and effectiveness of the board (in Sections A and B of the 

Code) have been applied. Not only will this give investors a clearer picture of the steps 

taken by boards to operate effectively but also, by providing fuller context, it may make 

investors more willing to accept explanations when a company chooses to explain rather 

than to comply with one or more provisions.  
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9. While in law the company is primarily accountable to its shareholders, and the 

relationship between the company and its shareholders is also the main focus of the Code, 

companies are encouraged to recognise the contribution made by other providers of 

capital and to confirm the board’s interest in listening to the views of such providers insofar 

as these are relevant to the company’s overall approach to governance.  

Financial Reporting Council  

April 2016  

 

Comply or Explain  

1. The “comply or explain” approach is the trademark of corporate governance in 

the UK. It has been in operation since the Code’s beginnings and is the foundation of 

its flexibility. It is strongly supported by both companies and shareholders and has been 

widely admired and imitated internationally.  

2. The Code is not a rigid set of rules. It consists of principles (main and 

supporting) and provisions. The Listing Rules require companies to apply the Main 

Principles and report to shareholders on how they have done so. The principles are the 

core of the Code and the way in which they are applied should be the central question 

for a board as it determines how it is to operate according to the Code.  

3. It is recognised that an alternative to following a provision may be justified in 

particular circumstances if good governance can be achieved by other means. A 

condition of doing so is that the reasons for it should be explained clearly and carefully 

to shareholders,17 who may wish to discuss the position with the company and whose 

voting intentions may be influenced as a result. In providing an explanation, the 

company should aim to illustrate how its actual practices are consistent with the principle 

to which the particular provision relates, contribute to good governance and promote 

delivery of business objectives. It should set out the background, provide a clear 

rationale for the action it is taking, and describe any mitigating actions taken to address 

any additional risk and maintain conformity with the relevant principle. Where deviation 

from a particular provision is intended to be limited in time, the explanation should 

indicate when the company expects to conform with the provision.  

4. In their responses to explanations, shareholders should pay due regard to 

companies’ individual circumstances and bear in mind in particular the size and 

complexity of the company and the nature of the risks and challenges it faces. Whilst 

shareholders have every right to challenge companies’ explanations if they are 

unconvincing, they should not be evaluated in a mechanistic way and departures from 

the Code should not be automatically treated as breaches. Shareholders should be 

careful to respond to the statements from companies in a manner that supports the 

“comply or explain” process and bearing in mind the purpose of good corporate 

governance. They should put their views to the company and both parties should be 

prepared to discuss the position.  

5. Smaller listed companies, in particular those new to listing, may judge that 

some of the provisions are disproportionate or less relevant in their case. Some of the 

provisions do not apply to companies below the FTSE 350. Such companies may 

nonetheless consider that it would be appropriate to adopt the approach in the Code 

and they are encouraged to do so. Externally managed investment companies typically 

have a different board structure which may affect the relevance of particular provisions; 

                                                           
17 References to shareholders in this section also apply to intermediaries and agents employed to assist 

shareholders in scrutinising governance arrangements.  



361 
 

the Association of Investment Companies’ Corporate Governance Code and Guide can 

assist them in meeting their obligations under the Code.  

6. Satisfactory engagement between company boards and investors is crucial to 

the health of the UK’s corporate governance regime. Companies and shareholders both 

have responsibility for ensuring that “comply or explain” remains an effective alternative 

to a rules-based system. There are practical and administrative obstacles to improved 

interaction between boards and shareholders. But certainly there is also scope for an 

increase in trust which could generate a virtuous upward spiral in attitudes to the Code 

and in its constructive use.  

The Main Principles of the Code  

Section A: Leadership  

Every company should be headed by an effective board which is collectively responsible for 

the long-term success of the company.   

There should be a clear division of responsibilities at the head of the company between the 

running of the board and the executive responsibility for the running of the company’s 

business. No one individual should have unfettered powers of decision.  

The chairman is responsible for leadership of the board and ensuring its effectiveness on all 

aspects of its role.  

As part of their role as members of a unitary board, non-executive directors should 

constructively challenge and help develop proposals on strategy.  

Section B: Effectiveness  

The board and its committees should have the appropriate balance of skills, experience, 

independence and knowledge of the company to enable them to discharge their respective 

duties and responsibilities effectively.  

There should be a formal, rigorous and transparent procedure for the appointment of new 

directors to the board.   

All directors should be able to allocate sufficient time to the company to discharge their 

responsibilities effectively.  

All directors should receive induction on joining the board and should regularly update and 

refresh their skills and knowledge.  

The board should be supplied in a timely manner with information in a form and of a quality 

appropriate to enable it to discharge its duties.  

The board should undertake a formal and rigorous annual evaluation of its own performance 

and that of its committees and individual directors.  

All directors should be submitted for re-election at regular intervals, subject to continued 

satisfactory performance.  
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Section C: Accountability  

The board should present a fair, balanced and understandable assessment of the company’s 

position and prospects.  

The board is responsible for determining the nature and extent of the principal risks it is willing 

to take in achieving its strategic objectives. The board should maintain sound risk 

management and internal control systems.  

The board should establish formal and transparent arrangements for considering how they 

should apply the corporate reporting, risk management and internal control principles and for 

maintaining an appropriate relationship with the company’s auditors.  

    

Section D: Remuneration  

Executive directors’ remuneration should be designed to promote the long-term success of 
the company. Performance-related elements should be transparent, stretching and 
rigorously applied.  

There should be a formal and transparent procedure for developing policy on executive 

remuneration and for fixing the remuneration packages of individual directors. No director 

should be involved in deciding his or her own remuneration.  

Section E: Relations with shareholders  

There should be a dialogue with shareholders based on the mutual understanding of 

objectives. The board as a whole has responsibility for ensuring that a satisfactory dialogue 

with shareholders takes place.  

The board should use general meetings to communicate with investors and to encourage their 

participation.  

Section A: Leadership  

A.1: The Role of the Board  

Main Principle  

Every company should be headed by an effective board which is collectively 

responsible for the long-term success of the company.  

Supporting Principles  

The board’s role is to provide entrepreneurial leadership of the company within a framework 

of prudent and effective controls which enables risk to be assessed and managed. The board 

should set the company’s strategic aims, ensure that the necessary financial and human 

resources are in place for the company to meet its objectives and review management 

performance. The board should set the company’s values and standards and ensure that its 

obligations to its shareholders and others are understood and met.   

All directors must act in what they consider to be the best interests of the company, consistent 

with their statutory duties.18  

                                                           
18 For directors of UK incorporated companies, these duties are set out in the Sections 170 to 177 of the Companies 

Act 2006.  
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Code Provisions  

A.1.1. The board should meet sufficiently regularly to discharge its duties effectively. There 

should be a formal schedule of matters specifically reserved for its decision. The 

annual report should include a statement of how the board operates, including a high 

level statement of which types of decisions are to be taken by the board and which are 

to be delegated to management.   

A.1.2. The annual report should identify the chairman, the deputy chairman (where there is 

one), the chief executive, the senior independent director and the chairmen and 

members of the board committees.19 It should also set out the number of meetings of 

the board and those committees and individual attendance by directors.  

A.1.3. The company should arrange appropriate insurance cover in respect of legal action 

against its directors.  

    

A.2: Division of Responsibilities  

Main Principle  

There should be a clear division of responsibilities at the head of the company between 

the running of the board and the executive responsibility for the running of the 

company’s business. No one individual should have unfettered powers of decision.  

Code Provision  

A.2.1 The roles of chairman and chief executive should not be exercised by the same 

individual. The division of responsibilities between the chairman and chief executive 

should be clearly established, set out in writing and agreed by the board.  

A.3: The Chairman  

Main Principle  

The chairman is responsible for leadership of the board and ensuring its effectiveness 

on all aspects of its role.  

Supporting Principles  

The chairman is responsible for setting the board’s agenda and ensuring that adequate time 

is available for discussion of all agenda items, in particular strategic issues. The chairman 

should also promote a culture of openness and debate by facilitating the effective contribution 

of non-executive directors in particular and ensuring constructive relations between executive 

and non-executive directors.  

The chairman is responsible for ensuring that the directors receive accurate, timely and clear 

information. The chairman should ensure effective communication with shareholders.  

Code Provision  

A.3.1. The chairman should on appointment meet the independence criteria set out in B.1.1 

below. A chief executive should not go on to be chairman of the same company. If 

exceptionally a board decides that a chief executive should become chairman, the 

                                                           
19 Provisions A.1.1 and A.1.2 overlap with FCA Rule DTR 7.2.7 R; Provision A.1.2 also overlaps with DTR 7.1.5 R 

(see Schedule B).  
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board should consult major shareholders in advance and should set out its reasons to 

shareholders at the time of the appointment and in the next annual report.20  

    

 

A.4: Non-Executive Directors  

Main Principle  

As part of their role as members of a unitary board, non-executive directors should 

constructively challenge and help develop proposals on strategy.  

Supporting Principle  

Non-executive directors should scrutinise the performance of management in meeting agreed 

goals and objectives and monitor the reporting of performance. They should satisfy 

themselves on the integrity of financial information and that financial controls and systems of 

risk management are robust and defensible. They are responsible for determining appropriate 

levels of remuneration of executive directors and have a prime role in appointing and, where 

necessary, removing executive directors, and in succession planning.  

Code Provisions  

A.4.1. The board should appoint one of the independent non-executive directors to be the 

senior independent director to provide a sounding board for the chairman and to serve 

as an intermediary for the other directors when necessary. The senior independent 

director should be available to shareholders if they have concerns which contact 

through the normal channels of chairman, chief executive or other executive directors 

has failed to resolve or for which such contact is inappropriate.  

A.4.2. The chairman should hold meetings with the non-executive directors without the 

executives present. Led by the senior independent director, the non-executive 

directors should meet without the chairman present at least annually to appraise the 

chairman’s performance and on such other occasions as are deemed appropriate.  

A.4.3. Where directors have concerns which cannot be resolved about the running of the 

company or a proposed action, they should ensure that their concerns are recorded in 

the board minutes. On resignation, a non-executive director should provide a written 

statement to the chairman, for circulation to the board, if they have any such concerns.

                                                           
20 Compliance or otherwise with this provision need only be reported for the year in which the appointment is made.  
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Section B: Effectiveness   

B.1: The Composition of the Board  

Main Principle  

The board and its committees should have the appropriate balance of skills, experience, 

independence and knowledge of the company to enable them to discharge their 

respective duties and responsibilities effectively.  

Supporting Principles  

The board should be of sufficient size that the requirements of the business can be met and 

that changes to the board’s composition and that of its committees can be managed without 

undue disruption, and should not be so large as to be unwieldy.  

The board should include an appropriate combination of executive and non-executive directors 

(and, in particular, independent non-executive directors) such that no individual or small group 

of individuals can dominate the board’s decision taking.  

The value of ensuring that committee membership is refreshed and that undue reliance is not 

placed on particular individuals should be taken into account in deciding chairmanship and 

membership of committees.  

No one other than the committee chairman and members is entitled to be present at a meeting 

of the nomination, audit or remuneration committee, but others may attend at the invitation of 

the committee.  

Code Provisions  

B.1.1. The board should identify in the annual report each non-executive director it considers 

to be independent.21 The board should determine whether the director is independent 

in character and judgement and whether there are relationships or circumstances 

which are likely to affect, or could appear to affect, the director’s judgement. The board 

should state its reasons if it determines that a director is independent notwithstanding 

the existence of relationships or circumstances which may appear relevant to its 

determination, including if the director:  

• has been an employee of the company or group within the last five years;  

• has, or has had within the last three years, a material business relationship with 

the company either directly, or as a partner, shareholder, director or senior 

employee of a body that has such a relationship with the company;  

• has received or receives additional remuneration from the company apart from 

a director’s fee, participates in the company’s share option or a performancerelated 

pay scheme, or is a member of the company’s pension scheme;  

• has close family ties with any of the company’s advisers, directors or senior 

employees;  

                                                           
21 A.3.1 states that the chairman should, on appointment, meet the independence criteria set out in this provision, 

but thereafter the test of independence is not appropriate in relation to the chairman.  
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• holds cross-directorships or has significant links with other directors through 

involvement in other companies or bodies;  

• represents a significant shareholder; or  

• has served on the board for more than nine years from the date of their first 

election.  

B.1.2. Except for smaller companies,22 at least half the board, excluding the chairman, should 

comprise non-executive directors determined by the board to be independent. A 

smaller company should have at least two independent non-executive directors.  

B.2: Appointments to the Board  

Main Principle  

There should be a formal, rigorous and transparent procedure for the appointment of 

new directors to the board.  

Supporting Principles  

The search for board candidates should be conducted, and appointments made, on merit, 

against objective criteria and with due regard for the benefits of diversity on the board, 

including gender.  

The board should satisfy itself that plans are in place for orderly succession for appointments 

to the board and to senior management, so as to maintain an appropriate balance of skills and 

experience within the company and on the board and to ensure progressive refreshing of the 

board.  

Code Provisions  

B.2.1. There should be a nomination committee which should lead the process for board 

appointments and make recommendations to the board. A majority of members of the 

nomination committee should be independent non-executive directors. The chairman 

or an independent non-executive director should chair the committee, but the chairman 

should not chair the nomination committee when it is dealing with the appointment of a 

successor to the chairmanship. The nomination committee should make available its 

terms of reference, explaining its role and the authority delegated to it by the board.23  

B.2.2. The nomination committee should evaluate the balance of skills, experience, 

independence and knowledge on the board and, in the light of this evaluation, prepare 

a description of the role and capabilities required for a particular appointment.  

B.2.3. Non-executive directors should be appointed for specified terms subject to re-election 

and to statutory provisions relating to the removal of a director. Any term beyond six  

years for a non-executive director should be subject to particularly rigorous review, and 

should take into account the need for progressive refreshing of the board.   

                                                           
22 A smaller company is one that is below the FTSE 350 throughout the year immediately prior to the reporting year.  

23 The requirement to make the information available would be met by including the information on a website that 

is maintained by or on behalf of the company.  
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B.2.4. A separate section of the annual report should describe the work of the nomination 

committee,24 including the process it has used in relation to board appointments. This 

section should include a description of the board’s policy on diversity, including gender, 

any measurable objectives that it has set for implementing the policy, and progress on 

achieving the objectives. An explanation should be given if neither an external search 

consultancy nor open advertising has been used in the appointment of a chairman or 

a non-executive director. Where an external search consultancy has been used, it 

should be identified in the annual report and a statement made as to whether it has any 

other connection with the company.  

B.3:  Commitment  

Main Principle  

All directors should be able to allocate sufficient time to the company to discharge their 

responsibilities effectively.  

Code Provisions  

B.3.1. For the appointment of a chairman, the nomination committee should prepare a job 

specification, including an assessment of the time commitment expected, recognising 

the need for availability in the event of crises. A chairman’s other significant 

commitments should be disclosed to the board before appointment and included in the 

annual report. Changes to such commitments should be reported to the board as they 

arise, and their impact explained in the next annual report.  

B.3.2. The terms and conditions of appointment of non-executive directors should be made 

available for inspection.25 The letter of appointment should set out the expected time 

commitment. Non-executive directors should undertake that they will have sufficient 

time to meet what is expected of them. Their other significant commitments should be 

disclosed to the board before appointment, with a broad indication of the time involved 

and the board should be informed of subsequent changes.  

B.3.3. The board should not agree to a full time executive director taking on more than one 

non-executive directorship in a FTSE 100 company nor the chairmanship of such a 

company.  

    

B.4: Development  

Main Principle  

All directors should receive induction on joining the board and should regularly update 

and refresh their skills and knowledge.  

Supporting Principles  

The chairman should ensure that the directors continually update their skills and the 

knowledge and familiarity with the company required to fulfil their role both on the board and 

                                                           
24 This provision overlaps with FCA Rule DTR 7.2.7 R (see Schedule B).  

25 The terms and conditions of appointment of non-executive directors should be made available for inspection by 

any person at the company’s registered office during normal business hours and at the AGM (for 15 minutes 

prior to the meeting and during the meeting).  
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on board committees. The company should provide the necessary resources for developing 

and updating its directors’ knowledge and capabilities.  

To function effectively all directors need appropriate knowledge of the company and access to 

its operations and staff.  

Code Provisions  

B.4.1. The chairman should ensure that new directors receive a full, formal and tailored 

induction on joining the board. As part of this, directors should avail themselves of 

opportunities to meet major shareholders.  

B.4.2. The chairman should regularly review and agree with each director their training and 

development needs.  

B.5:  Information and Support  

Main Principle  

The board should be supplied in a timely manner with information in a form and of a 

quality appropriate to enable it to discharge its duties.  

Supporting Principles  

The chairman is responsible for ensuring that the directors receive accurate, timely and clear 

information. Management has an obligation to provide such information but directors should 

seek clarification or amplification where necessary.  

Under the direction of the chairman, the company secretary’s responsibilities include ensuring 

good information flows within the board and its committees and between senior management 

and non-executive directors, as well as facilitating induction and assisting with professional 

development as required.  

The company secretary should be responsible for advising the board through the chairman on 

all governance matters.  

Code Provisions  

B.5.1. The board should ensure that directors, especially non-executive directors, have access 

to independent professional advice at the company’s expense where they judge it 

necessary to discharge their responsibilities as directors. Committees should be 

provided with sufficient resources to undertake their duties.  

B.5.2. All directors should have access to the advice and services of the company secretary, 

who is responsible to the board for ensuring that board procedures are complied with. 

Both the appointment and removal of the company secretary should be a matter for the 

board as a whole.  
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B.6:  Evaluation  

Main Principle  

The board should undertake a formal and rigorous annual evaluation of its own 

performance and that of its committees and individual directors.  

Supporting Principles  

Evaluation of the board should consider the balance of skills, experience, independence and 

knowledge of the company on the board, its diversity, including gender, how the board works 

together as a unit, and other factors relevant to its effectiveness.  

The chairman should act on the results of the performance evaluation by recognising the 

strengths and addressing the weaknesses of the board and, where appropriate, proposing 

new members be appointed to the board or seeking the resignation of directors.  

Individual evaluation should aim to show whether each director continues to contribute 

effectively and to demonstrate commitment to the role (including commitment of time for board 

and committee meetings and any other duties).  

Code Provisions  

B.6.1. The board should state in the annual report how performance evaluation of the board, 

its committees and its individual directors has been conducted.   

B.6.2. Evaluation of the board of FTSE 350 companies should be externally facilitated at least 

every three years. The external facilitator should be identified in the annual report and 

a statement made as to whether they have any other connection with the company.  

B.6.3. The non-executive directors, led by the senior independent director, should be 

responsible for performance evaluation of the chairman, taking into account the views 

of executive directors.   

    

B.7: Re-election  

Main Principle  

All directors should be submitted for re-election at regular intervals, subject to 

continued satisfactory performance.  

Code Provisions  

B.7.1. All directors of FTSE 350 companies should be subject to annual election by 

shareholders. All other directors should be subject to election by shareholders at the 

first annual general meeting after their appointment, and to re-election thereafter at 

intervals of no more than three years. Non-executive directors who have served longer 

than nine years should be subject to annual re-election. The names of directors 

submitted for election or re-election should be accompanied by sufficient biographical 

details and any other relevant information to enable shareholders to take an informed 

decision on their election.  
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B.7.2. The board should set out to shareholders in the papers accompanying a resolution to 

elect a non-executive director why they believe an individual should be elected. The 

chairman should confirm to shareholders when proposing re-election that, following 

formal performance evaluation, the individual’s performance continues to be effective 

and to demonstrate commitment to the role.    
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Section C: Accountability  

C.1:  Financial and Business Reporting  

Main Principle  

The board should present a fair, balanced and understandable assessment of the 

company’s position and prospects. Supporting Principles  

The board’s responsibility to present a fair, balanced and understandable assessment extends 

to interim and other price-sensitive public reports and reports to regulators as well as to 

information required to be presented by statutory requirements.  

The board should establish arrangements that will enable it to ensure that the information 

presented is fair, balanced and understandable.  

Code Provisions  

C.1.1. The directors should explain in the annual report their responsibility for preparing the 

annual report and accounts, and state that they consider the annual report and 

accounts, taken as a whole, is fair, balanced and understandable and provides the 

information necessary for shareholders to assess the company’s position and 

performance, business model and strategy. There should be a statement by the auditor 

about their reporting responsibilities.26  

C.1.2. The directors should include in the annual report an explanation of the basis on which 
the company generates or preserves value over the longer term (the business model) 
and the strategy for delivering the objectives of the company.27  

C.1.3. In annual and half-yearly financial statements, the directors should state whether they 

considered it appropriate to adopt the going concern basis of accounting in preparing 

them, and identify any material uncertainties to the company’s ability to continue to do 

so over a period of at least twelve months from the date of approval of the financial 

statements.28  

    

                                                           
26 This requirement may be met by the disclosures about the audit scope and responsibilities of the auditor 

included, or referred to, in the auditor’s report pursuant to the requirements of ISA (UK) 700 ‘Forming an 

Opinion and Reporting on Financial Statements’ – Paragraphs 38-40. Copies are available from the FRC 

website.  

27 Section 414C(8) (a) and (b) of the Companies Act 2006 requires a description of a company's business model 

and strategy as part of the Strategic Report that forms part of the annual report. Guidance as to the matters 

that should be considered in an explanation of the business model and strategy is provided in the FRC's 

“Guidance on the Strategic Report”. Copies are available from the FRC website.  

28 This provision overlaps with FCA Rules LR 9.8.6 R (3) (see Schedule B). Additional information relating to  

C.1.3 and C.2 can be found in “Guidance on Risk Management, Internal Control and Related Financial and 

Business Reporting”. Copies are available from the FRC website.  
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C.2: Risk Management and Internal Control  

Main Principle  

The board is responsible for determining the nature and extent of the principal risks it 

is willing to take in achieving its strategic objectives. The board should maintain sound 

risk management and internal control systems.  

Code Provisions  

C.2.1. The directors should confirm in the annual report that they have carried out a robust 

assessment of the principal risks facing the company, including those that would 

threaten its business model, future performance, solvency or liquidity. The directors 

should describe those risks and explain how they are being managed or mitigated.  

C.2.2. Taking account of the company’s current position and principal risks, the directors 

should explain in the annual report how they have assessed the prospects of the 

company, over what period they have done so and why they consider that period to be 

appropriate. The directors should state whether they have a reasonable expectation 

that the company will be able to continue in operation and meet its liabilities as they fall 

due over the period of their assessment, drawing attention to any qualifications or 

assumptions as necessary.29  

C.2.3. The board should monitor the company’s risk management and internal control systems 

and, at least annually, carry out a review of their effectiveness, and report on that 

review in the annual report.30 The monitoring and review should cover all material 

controls, including financial, operational and compliance controls.  

C.3:  Audit Committee and Auditors31  

Main Principle  

The board should establish formal and transparent arrangements for considering how 

they should apply the corporate reporting and risk management and internal control 

principles and for maintaining an appropriate relationship with the company’s auditors.  

Code Provisions  

C.3.1. The board should establish an audit committee of at least three, or in the case of smaller 

companies32 two, independent non-executive directors. In smaller companies the 

company chairman may be a member of, but not chair, the committee in addition to the 

independent non-executive directors, provided he or she was considered independent 

on appointment as chairman. The board should satisfy itself that at least one member 

of the audit committee has recent and relevant financial experience.  

                                                           
29 This provision overlaps with FCA Rules LR 9.8.6 (3) R (see Schedule B).  

30 In addition FCA Rule DTR 7.2.5 R requires companies to describe the main features of the internal control and 

risk management systems in relation to the financial reporting process.  

31 “Guidance on Audit Committees” suggests means of applying this part of the Code. Copies are available from 

the FRC website.  

32 See footnote 6.  
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The audit committee as a whole shall have competence relevant to the sector in which 

the company operates.33  

C.3.2. The main role and responsibilities of the audit committee should be set out in written 

terms of reference34 and should include:   

• to monitor the integrity of the financial statements of the company and any 

formal announcements relating to the company’s financial performance, reviewing 

significant financial reporting judgements contained in them;  

• to review the company’s internal financial controls and, unless expressly 

addressed by a separate board risk committee composed of independent directors, 

or by the board itself, to review the company’s internal control and risk management 

systems;  

• to monitor and review the effectiveness of the company’s internal audit function;  

• to make recommendations to the board, for it to put to the shareholders for their 

approval in general meeting, in relation to the appointment, re-appointment and 

removal of the external auditor and to approve the remuneration and terms of 

engagement of the external auditor;  

• to review and monitor the external auditor’s independence and objectivity and 

the effectiveness of the audit process, taking into consideration relevant UK 

professional and regulatory requirements;  

• to develop and implement policy on the engagement of the external auditor to 

supply non-audit services, taking into account relevant ethical guidance regarding 

the provision of non-audit services by the external audit firm; and to report to the 

board, identifying any matters in respect of which it considers that action or 

improvement is needed and making recommendations as to the steps to be taken; 

and  

• to report to the board on how it has discharged its responsibilities.  

C.3.3. The terms of reference of the audit committee, including its role and the authority 

delegated to it by the board, should be made available.35  

C.3.4. Where requested by the board, the audit committee should provide advice on whether 

the annual report and accounts, taken as a whole, is fair, balanced and understandable 

and provides the information necessary for shareholders to assess the company’s 

position and performance, business model and strategy.  

C.3.5. The audit committee should review arrangements by which staff of the company may, 

in confidence, raise concerns about possible improprieties in matters of financial 

reporting or other matters. The audit committee’s objective should be to ensure that 

arrangements are in place for the proportionate and independent investigation of such 

matters and for appropriate follow-up action.  

                                                           
33 This provision overlaps with FCA Rule DTR 7.1.1A R (see Schedule B).  

34 This provision overlaps with FCA Rules DTR 7.1.3 R (see Schedule B).  

35 See footnote 7.  
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C.3.6. The audit committee should monitor and review the effectiveness of the internal audit 

activities. Where there is no internal audit function, the audit committee should consider 

annually whether there is a need for an internal audit function and make a 

recommendation to the board, and the reasons for the absence of such a function 

should be explained in the relevant section of the annual report.  

C.3.7. The audit committee should have primary responsibility for making a recommendation 

on the appointment, reappointment and removal of the external auditors.36 If the board 

does not accept the audit committee’s recommendation, it should include in the annual 

report, and in any papers recommending appointment or re-appointment, a statement 

from the audit committee explaining the recommendation and should set out reasons 

why the board has taken a different position.  

C.3.8. A separate section of the annual report should describe the work of the committee in 

discharging its responsibilities.37 The report should include:   

• the significant issues that the committee considered in relation to the financial 

statements, and how these issues were addressed;   

• an explanation of how it has assessed the effectiveness of the external audit 

process and the approach taken to the appointment or reappointment of the 

external auditor, information on the length of tenure of the current audit firm, when 

a tender was last conducted and advance notice of any retendering plans;38 and  

• if the external auditor provides non-audit services, an explanation of how 

auditor objectivity and independence are safeguarded.  

Section D: Remuneration  

D.1:  The Level and Components of Remuneration  

Main Principle  

Executive directors’ remuneration should be designed to promote the long-term 

success of the company. Performance-related elements should be transparent, 

stretching and rigorously applied.  

Supporting Principles  

The remuneration committee should judge where to position their company relative to other 

companies. But they should use such comparisons with caution, in view of the risk of an 

upward ratchet of remuneration levels with no corresponding improvement in corporate and 

individual performance, and should avoid paying more than is necessary.  

                                                           
36 This overlaps with Part 3 of The Statutory Audit Services for Large Companies Market Investigation (Mandatory 

Use of Competitive Tender Processes and Audit Committee Responsibilities) Order 2014 and the requirements 
of Chapter 2 of Part 16 of the Companies Act 2006 as inserted by the Statutory Auditors and Third Country 
Auditors Regulations 2016 on the appointment of auditors to public companies that are Public Interest Entities.  

37 This provision overlaps with FCA Rules DTR 7.1.5 R and 7.2.7 R (see Schedule B).  

38 This overlaps with Part 4 of The Statutory Audit Services for Large Companies Market Investigation (Mandatory 

Use of Competitive Tender Processes and Audit Committee Responsibilities) Order 2014.  
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They should also be sensitive to pay and employment conditions elsewhere in the group, 

especially when determining annual salary increases.   

Code Provisions  

D.1.1. In designing schemes of performance-related remuneration for executive directors, the 

remuneration committee should follow the provisions in Schedule A to this Code. 

Schemes should include provisions that would enable the company to recover sums 

paid or withhold the payment of any sum, and specify the circumstances in which it 

would be appropriate to do so.  

D.1.2. Where a company releases an executive director to serve as a non-executive director 

elsewhere, the remuneration report39 should include a statement as to whether or not 

the director will retain such earnings and, if so, what the remuneration is.  

D.1.3. Levels of remuneration for non-executive directors should reflect the time commitment 

and responsibilities of the role. Remuneration for non-executive directors should not 

include share options or other performance-related elements. If, exceptionally, options 

are granted, shareholder approval should be sought in advance and any shares 

acquired by exercise of the options should be held until at least one year after the non-

executive director leaves the board. Holding of share options could be relevant to the 

determination of a non-executive director’s independence (as set out in provision 

B.1.1).  

D.1.4. The remuneration committee should carefully consider what compensation 

commitments (including pension contributions and all other elements) their directors’ 

terms of appointment would entail in the event of early termination. The aim should be 

to avoid rewarding poor performance. They should take a robust line on reducing 

compensation to reflect departing directors’ obligations to mitigate loss.   

D.1.5. Notice or contract periods should be set at one year or less. If it is necessary to offer 

longer notice or contract periods to new directors recruited from outside, such periods 

should reduce to one year or less after the initial period.  

D.2:  Procedure  

Main Principle  

There should be a formal and transparent procedure for developing policy on executive 

remuneration and for fixing the remuneration packages of individual directors. No 

director should be involved in deciding his or her own remuneration.  

Supporting Principles  

The remuneration committee should take care to recognise and manage conflicts of interest 

when receiving views from executive directors or senior management, or consulting the chief 

executive about its proposals. The remuneration committee should also be responsible for 

appointing any consultants in respect of executive director remuneration.  

                                                           
39 As required for UK incorporated companies under the Large and Medium-Sized Companies and Groups 

(Accounts and Reports) Regulations 2013.  
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The chairman of the board should ensure that the committee chairman maintains contact as 

required with its principal shareholders about remuneration.  

Code Provisions  

D.2.1. The board should establish a remuneration committee of at least three, or in the case 

of smaller companies40 two, independent non-executive directors. In addition the 

company chairman may also be a member of, but not chair, the committee if he or she 

was considered independent on appointment as chairman. The remuneration 

committee should make available its terms of reference, explaining its role and the 

authority delegated to it by the board.41 Where remuneration consultants are appointed, 

they should be identified in the annual report and a statement made as to whether they 

have any other connection with the company.  

D.2.2. The remuneration committee should have delegated responsibility for setting 

remuneration for all executive directors and the chairman, including pension rights and 

any compensation payments. The committee should also recommend and monitor the 

level and structure of remuneration for senior management. The definition of ‘senior 

management’ for this purpose should be determined by the board but should normally 

include the first layer of management below board level.  

D.2.3. The board itself or, where required by the Articles of Association, the shareholders 

should determine the remuneration of the non-executive directors within the limits set 

in the Articles of Association. Where permitted by the Articles, the board may however 

delegate this responsibility to a committee, which might include the chief executive.  

D.2.4. Shareholders should be invited specifically to approve all new long-term incentive 

schemes (as defined in the Listing Rules42) and significant changes to existing 

schemes, save in the circumstances permitted by the Listing Rules.  

Section E: Relations with shareholders  

E.1:  Dialogue with Shareholders  

Main Principle  

There should be a dialogue with shareholders based on the mutual understanding of 

objectives. The board as a whole has responsibility for ensuring that a satisfactory dialogue 

with shareholders takes place.43  

Supporting Principles  

Whilst recognising that most shareholder contact is with the chief executive and finance 

director, the chairman should ensure that all directors are made aware of their major 

shareholders’ issues and concerns.   

                                                           
40 See footnote 6.  

41 This provision overlaps with FCA Rule DTR 7.2.7 R (see Schedule B).  

42 Listing Rules LR 9.4. Copies are available from the FCA website.  
43 Nothing in these principles or provisions should be taken to override the general requirements of law to treat 

shareholders equally in access to information.  
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The board should keep in touch with shareholder opinion in whatever ways are most practical 

and efficient.   

Code Provisions  

E.1.1. The chairman should ensure that the views of shareholders are communicated to the 

board as a whole. The chairman should discuss governance and strategy with major 

shareholders. Non-executive directors should be offered the opportunity to attend 

scheduled meetings with major shareholders and should expect to attend meetings if 

requested by major shareholders. The senior independent director should attend 

sufficient meetings with a range of major shareholders to listen to their views in order 

to help develop a balanced understanding of the issues and concerns of major 

shareholders.   

E.1.2. The board should state in the annual report the steps they have taken to ensure that 

the members of the board, and in particular the non-executive directors, develop an 

understanding of the views of major shareholders about the company, for example 

through direct face-to-face contact, analysts’ or brokers’ briefings and surveys of 

shareholder opinion.   

E.2:  Constructive Use of General Meetings  

Main Principle  

The board should use general meetings to communicate with investors and to 

encourage their participation.   

Code Provisions  

E.2.1. At any general meeting, the company should propose a separate resolution on each 

substantially separate issue, and should in particular propose a resolution at the AGM 

relating to the report and accounts. For each resolution, proxy appointment forms 

should provide shareholders with the option to direct their proxy to vote either for or 

against the resolution or to withhold their vote. The proxy form and any announcement 

of the results of a vote should make it clear that a ’vote withheld’ is  

not a vote in law and will not be counted in the calculation of the proportion of the votes 

for and against the resolution.   

E.2.2. The company should ensure that all valid proxy appointments received for general 

meetings are properly recorded and counted. For each resolution, where a vote has 

been taken on a show of hands, the company should ensure that the following 

information is given at the meeting and made available as soon as reasonably 

practicable on a website which is maintained by or on behalf of the company:  

• the number of shares in respect of which proxy appointments have been validly 

made;  

• the number of votes for the resolution;  

• the number of votes against the resolution; and  

• the number of shares in respect of which the vote was directed to be withheld.  
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When, in the opinion of the board, a significant proportion of votes have been cast 

against a resolution at any general meeting, the company should explain when 

announcing the results of voting what actions it intends to take to understand the 

reasons behind the vote result.  

E.2.3. The chairman should arrange for the chairmen of the audit, remuneration and 

nomination committees to be available to answer questions at the AGM and for all 

directors to attend.  

E.2.4. The company should arrange for the Notice of the AGM and related papers to be sent 

to shareholders at least 20 working days before the meeting. For other general 

meetings this should be at least 14 working days in advance.  

Schedule A: The design of performance-related remuneration for 

executive directors  

Balance  

The remuneration committee should determine an appropriate balance between fixed and 

performance-related, immediate and deferred remuneration. Performance conditions, 

including non-financial metrics where appropriate, should be relevant, stretching and designed 

to promote the long-term success of the company. Remuneration incentives should be 

compatible with risk policies and systems. Upper limits should be set and disclosed.  

The remuneration committee should consider whether the directors should be eligible for 

annual bonuses and/or benefits under long-term incentive schemes.  

Share-based remuneration  

Traditional share option schemes should be weighed against other kinds of long-term incentive 

scheme. Executive share options should not be offered at a discount save as permitted by the 

relevant provisions of the Listing Rules.   

Any new long-term incentive schemes which are proposed should be approved by 

shareholders and should preferably replace any existing schemes or, at least, form part of a 

well-considered overall plan incorporating existing schemes. The total rewards potentially 

available should not be excessive.  

For share-based remuneration the remuneration committee should consider requiring 

directors to hold a minimum number of shares and to hold shares for a further period after 

vesting or exercise, including for a period after leaving the company, subject to the need to 

finance any costs of acquisition and associated tax liabilities. In normal circumstances, shares 

granted or other forms of deferred remuneration should not vest or be paid, and options should 

not be exercisable, in less than three years. Longer periods may be appropriate. Grants under 

executive share option and other long-term incentive schemes should normally be phased 

rather than awarded in one large block.  

Pensions  

In general, only basic salary should be pensionable. The remuneration committee should 

consider the pension consequences and associated costs to the company of basic salary 

increases and any other changes in pensionable remuneration, especially for directors close 

to retirement.  
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Schedule B: Disclosure of corporate governance arrangements  

Corporate governance disclosure requirements are set out in three places:  

• FCA Disclosure and Transparency Rules (“DTR”) sub-chapters 7.1 and 7.2, 

which set out certain mandatory disclosures;   

• FCA Listing Rules (“LR”) 9.8.6 R, 9.8.7 R, and 9.8.7A R, which includes the 

“comply or explain” requirement; and  

• The UK Corporate Governance Code (“the Code”) – in addition to providing an 

explanation where they choose not to comply with a provision, companies must 

disclose specified information in order to comply with certain provisions.  

These requirements are summarised below, with the full text contained in the relevant chapters 

of the FCA Handbook.  

The DTR sub-chapters 7.1 and 7.2 apply to issuers whose securities are admitted to trading 

on a regulated market (this includes all issuers with a Premium or Standard listing). The LR 

9.8.6 R, 9.8.7 R and 9.8.7A R and the Code apply to issuers of Premium listed equity shares 

only.  

There is some overlap between the mandatory disclosures required under the DTR and those 

expected under the Code. Areas of overlap are summarised in the Appendix to this Schedule. 

In respect of disclosures relating to the audit committee and the composition and operation of 

the board and its committees, compliance with the relevant provisions of the Code will result 

in compliance with the relevant Rules.  

Disclosure and Transparency Rules  

DTR sub-chapter 7.1 concerns audit committees or bodies carrying out equivalent functions.  

DTR 7.1.1 R, 7.1.1A R and 7.1.3 R set out requirements relating to the composition and 

functions of the committee or equivalent body:  

• DTR 7.1.1 R states that an issuer must have a body or bodies responsible for 

performing the functions set out in DTR 7.1.3 R.   

• DTR 7.1.1A R requires that a majority of the members of the relevant body 

must be independent, at least one member must have competence in accounting 

or auditing, or both, and that members of the relevant body as a whole must have 

competence relevant to the sector in which the issuer is operating.  

• DTR 7.1.2 G states that the requirements for independence and competence 

in accounting and/or auditing may be satisfied by the same members or by different 

members of the relevant body.  

• DTR 7.1.3 R states that an issuer must ensure that, as a minimum, the relevant 

body must:  

1. monitor the financial reporting process and submit recommendations or 

proposal to ensure its integrity;  
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2. monitor the effectiveness of the issuer’s internal quality control and risk 

management systems and, where applicable, its internal audit, regarding the 

financial reporting of the issuer, without breaching its independence;  

3. monitor the statutory audit of the annual and consolidated financial 

statements, in particular, its performance, taking into account any findings and 

conclusions by the competent authority under article 26(6) of the Audit 

Regulation;  

4. review and monitor the independence of the statutory auditor, in 

accordance with articles 22, 22a, 22b, 24a and 24b of the Audit Directive and 

article 6 of the Audit Regulation, and in particular the appropriateness of the 

provision of non-audit services to the issuer in accordance with article 5 of the 

Audit Regulation;  

5. inform the administrative or supervisory body of the issuer of the 

outcome of the statutory audit and explain how the statutory audit contributed 

to the integrity of financial reporting and what the role of the relevant body was 

in that process;  

6. except when article 16(8) of the Audit Regulation is applied, be 

responsible for the procedure for the selection of statutory auditor(s) and 

recommend the statutory auditor(s) to be appointed in accordance with article 

16 of the Audit Regulation.  

DTR 7.1.5 R sets out what disclosure is required. Specifically:  

• DTR 7.1.5 R states that the issuer must make a statement available to the 

public disclosing which body carries out the functions required by DTR 7.1.3 R and 

how it is composed.  

• DTR 7.1.6 G states that this can be included in the corporate governance 

statement required under sub-chapter DTR 7.2 (see below).  

• DTR 7.1.7 G states that compliance with the relevant provisions of the Code 

(as set out in the Appendix to this Schedule) will result in compliance with DTR 

7.1.1 R to 7.1.5 R.  

Sub-chapter 7.2 concerns corporate governance statements. Issuers are required to produce 

a corporate governance statement that must be either included in the directors’ report (DTR 

7.2.1 R); or set out in a separate report published together with the annual report; or set out in 

a document on the issuer’s website, in which case there must be a cross-reference in the 

directors’ report (DTR 7.2.9 R).  

DTR 7.2.2 R requires that the corporate governance statement must contain a reference to 

the corporate governance code to which the company is subject (for companies with a 

Premium listing this is the Code). DTR 7.2.3 R requires that, where that it departs from that 

code, the company must explain which parts of the code it departs from and the reasons for 

doing so. DTR 7.2.4 G states that compliance with LR 9.8.6 R (6) (the “comply or explain” rule 

in relation to the Code) will also satisfy these requirements.  

DTR 7.2.5 R, DTR 7.2.6 R, DTR 7.2.7 R and DTR 7.2.10 R set out certain information that 

must be disclosed in the corporate governance statement:  
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• DTR 7.2.5 R states that the corporate governance statement must contain a 

description of the main features of the company’s internal control and risk 

management systems in relation to the financial reporting process. DTR 7.2.10 R 

states that an issuer which is required to prepare a group directors’ report within 

the meaning of Section 415(2) of the Companies Act 2006 must include in that 

report a description of the main features of the group’s internal control and risk 

management systems in relation to the financial reporting process for the 

undertakings included in the consolidation, taken as a whole.  

• DTR 7.2.6 R states that the corporate governance statement must contain the 

information required by paragraph 13(2)(c), (d), (f), (h) and (i) of Schedule 7 to the 

Large and Medium-sized Companies and Groups (Accounts and Reports) 

Regulations 2008 (SI 2008/410) where the issuer is subject to the requirements of 

that paragraph.  

• DTR 7.2.7 R states that the corporate governance statement must contain a 

description of the composition and operation of the issuer’s administrative, 

management and supervisory bodies and their committees. DTR 7.2.8 G states 

that compliance with the relevant provisions of the Code (as set out in the Appendix 

to this Schedule) will satisfy these requirements.  

Listing Rules  

LR 9.8.6 R (for UK incorporated companies) and LR 9.8.7 R (for overseas incorporated 

companies) state that in the case of a company that has a Premium listing of equity shares, 

the following items must be included in its annual report and accounts:  

• a statement of how the listed company has applied the Main Principles set out 

in the Code, in a manner that would enable shareholders to evaluate how the 

principles have been applied;  

• a statement as to whether the listed company has:  

 complied throughout the accounting period with all relevant provisions 

set out in the Code; or  

 not complied throughout the accounting period with all relevant 

provisions set out in the Code, and if so, setting out:  

(i) those provisions, if any, it has not complied with;  

(ii) in the case of provisions whose requirements are of a continuing nature, 

the period within which, if any, it did not comply with some or all of those 

provisions; and  

(iii) the company’s reasons for non-compliance.  

LR 9.8.6 R (3) requires statements by the directors on:  

(a) the appropriateness of adopting the going concern basis of accounting 

(containing the information set out in provision C.1.3 of the Code); and  

(b) their assessment of the prospects of the company (containing the information 

set out in provision C.2.2 of the Code);  
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prepared in accordance with the ‘Guidance on Risk Management, Internal Control and 

Related Financial and Business Reporting’ published by the Financial Reporting 

Council in September 2014;  

The UK Corporate Governance Code  

In addition to the “comply or explain” requirement in the LR, the Code includes specific 

requirements for disclosure which must be provided in order to comply. These are summarised 

below.  

The annual report should include:  

• a statement of how the board operates, including a high level statement of 

which types of decisions are to be taken by the board and which are to be delegated 

to management (A.1.1);  

• the names of the chairman, the deputy chairman (where there is one), the chief 

executive, the senior independent director and the chairmen and members of the 

board committees (A.1.2);  

• the number of meetings of the board and those committees and individual 

attendance by directors (A.1.2);  

• where a chief executive is appointed chairman, the reasons for their 

appointment  

(this only needs to be done in the annual report following the appointment) (A.3.1);  

• the names of the non-executive directors whom the board determines to be 

independent, with reasons where necessary (B.1.1);  

• a separate section describing the work of the nomination committee, including 

the process it has used in relation to board appointments; a description of the 

board’s policy on diversity, including gender; any measurable objectives that it has 

set for implementing the policy, and progress on achieving the objectives. An 

explanation should be given if neither external search consultancy nor open 

advertising has been used in the appointment of a chairman or a non-executive 

director. Where an external search consultancy has been used it should be 

identified and a statement made as to whether it has any other connection with the 

company (B.2.4);  

• the impact of any changes to the other significant commitments of the chairman 

during the year should explained (B.3.1);  

• a statement of how performance evaluation of the board, its committees and its 

directors has been conducted (B.6.1). Where an external facilitator has been used, 

they should be identified and a statement made as to whether they have any other 

connection to the company (B.6.2);  

• an explanation from the directors of their responsibility for preparing the 

accounts and a statement that they consider that the annual report and accounts, 

taken as a whole, is fair, balanced and understandable and provides the 

information necessary for shareholders to assess the company’s position and 

performance, business model and strategy. There should also be a statement by 

the auditor about their reporting responsibilities (C.1.1);  
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• an explanation from the directors of the basis on which the company generates 

or preserves value over the longer term (the business model) and the strategy for 

delivering the objectives of the company (C.1.2);  

• a statement from the directors whether they considered it appropriate to adopt 

the going concern basis of accounting in preparing them, and identify any material 

uncertainties to the company’s ability to continue to do so over a period of at least 

twelve months from the date of approval of the financial statements (C.1.3);  

• confirmation by the directors that they have carried out a robust assessment of 

the principal risks facing the company, including those that would threaten its 

business model, future performance, solvency or liquidity. The directors should 

describe the risks and explain how they are being managed or mitigated (C.2.1);  

• a statement from the directors explaining how they have assessed the 

prospects of the company (taking account of the company’s current position and 

principal risks), over what period they have done so and why they consider that 

period to be appropriate. The directors should state whether they have a 

reasonable expectation that the company will be able to continue in operation and 

meet its liabilities as they fall due over the period of their assessment, drawing 

attention to any qualifications or assumptions as necessary (C.2.2);  

• a report on the board’s review of the effectiveness of the company’s risk 

management and internal controls systems (C.2.3);  

• where there is no internal audit function, the reasons for the absence of such a 

function (C.3.6);  

• where the board does not accept the audit committee’s recommendation on the 

appointment, reappointment or removal of an external auditor, a statement from 

the audit committee explaining the recommendation and the reasons why the board 

has taken a different position (C.3.7);   

• a separate section describing the work of the audit committee in discharging its 

responsibilities, including: the significant issues that it considered in relation to the 

financial statements, and how these issues were addressed; an explanation of how 

it has assessed the effectiveness of the external audit process and the approach 

taken to the appointment or reappointment of the external auditor, including the 

length of tenure of the current audit firm, when a tender was last conducted and 

advance notice of any retendering plans; and, if the external auditor provides non-

audit services, an explanation of how auditor objectivity and independence is 

safeguarded (C.3.8);   

• a description of the work of the remuneration committee as required under the 

Large and Medium-Sized Companies and Groups (Accounts and Reports) 

Regulations 2013, including, where an executive director serves as a nonexecutive 

director elsewhere, whether or not the director will retain such earnings and, if so, 

what the remuneration is (D.1.2);   

• where remuneration consultants are appointed they should be identified and a 

statement made as to whether they have any other connection with the company 

(D.2.1); and  
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• the steps the board has taken to ensure that members of the board, and in 

particular the non-executive directors, develop an understanding of the views of 

major shareholders about their company (E.1.2).  

The following information should be made available (which may be met by placing the 

information on a website that is maintained by or on behalf of the company):  

• the terms of reference of the nomination, audit and remuneration committees, 

explaining their role and the authority delegated to them by the board (B.2.1, C.3.3 

and D.2.1); and  

• the terms and conditions of appointment of non-executive directors (B.3.2) (see 

footnote 9).  

The board should set out to shareholders in the papers accompanying a resolution to elect or 

re-elect directors:  

• sufficient biographical details to enable shareholders to take an informed 

decision on their election or re-election (B.7.1);  

• why they believe an individual should be elected to a non-executive role (B.7.2); 

and  

• on re-election of a non-executive director, confirmation from the chairman that, 

following formal performance evaluation, the individual’s performance continues to 

be effective and to demonstrate commitment to the role (B.7.2).  

The board should set out to shareholders in the papers recommending appointment or 

reappointment of an external auditor:  

• if the board does not accept the audit committee’s recommendation, a 

statement from the audit committee explaining the recommendation and from the 

board setting out reasons why they have taken a different position (C.3.7).  

 

Additional guidance  

The FRC publishes guidance on the strategic report, risk management, internal control, 

business and financial reporting and audit committees, which relate to Section C of the Code. 

These guidance notes are available on the FRC website.  
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   Appendix  
Overlap between the Disclosure and Transparency Rules and the UK Corporate 

Governance Code  

Disclosure and Transparency Rules  UK Corporate Governance Code  

DTR 7.1.1 R and 7.1.1A R  

Sets out minimum requirements on 
composition of the audit committee or 
equivalent body.  

Provision C.3.1: sets out the 
recommended composition of the audit 
committee.  

DTR 7.1.3 R  

Sets out minimum functions of the audit 
committee or equivalent body.  

Provision C.3.2: sets out the 
recommended minimum terms of 
reference for the audit committee.  

DTR 7.1.5 R  

The composition and function of the 
audit committee or equivalent body/ 
bodies must be disclosed in the annual 
report.  

DTR 7.1.7 G states that compliance with 
Code provisions A.1.2, C.3.1, C.3.2, 
C.3.3. and C.3.8 will result in compliance 
with DTR 7.1.1 R to DTR 7.1.5 R.  

This requirement overlaps with a number 
of different Code provisions:  

A.1.2: the annual report should identify 
members of the board and board 
committees.  

C.3.1:  sets  out  the 

 recommended composition of the 

audit committee.  

C.3.2: sets out the recommended 
minimum terms of reference for the audit 
committee.  

C.3.3: the terms of reference of the audit 
committee, including its role and the 
authority delegated to it by the board, 
should be made available.  

C.3.8: the annual report should describe 
the work of the audit committee.  

DTR 7.2.5 R  

The corporate governance statement 
must contain a description of the main 
features of the issuer’s internal control 
and risk management systems in 
relation to the financial reporting 
process.  

While this requirement differs from the 
requirement in the Code, it is envisaged 
that both could be met by a single 
internal control statement.  

Provision C.2.1: the directors should 
confirm that they have carried out a robust 
assessment of the principal risks facing 
the company – including those that would 
threaten its business model, future 
performance, solvency or liquidity. The 
directors should describe those risks and 
explain how they are being managed or 
mitigated.  

Provision C.2.3: the board should 
monitor the company’s risk management 
and internal control systems and, at least 
annually, carry out a review of their 
effectiveness, and report on that review in 
the annual report. The monitoring and 
review should cover all material controls, 
including financial, operational and 
compliance controls.  



386 
 

Disclosure and Transparency Rules  UK Corporate Governance Code  

DTR 7.2.7 R  

The corporate governance statement 
must contain a description of the 
composition and operation of the 
issuer’s administrative, management 
and supervisory bodies and their 
committees.  

DTR 7.2.8 R states that compliance with 
Code provisions A.1.1, A.1.2, B.2.4, 
C.3.3, C.3.8 and D.2.1 will result in 
compliance with DTR 7.2.7 R.  

This requirement overlaps with a number 
of different Code provisions:  

A.1.1: the annual report should include a 
statement of how the board operates.  

A. 1.2: the annual report should 
identify members of the board and board 
committees.  

B. 2.4: the annual report should 
describe the work of the nomination 
committee.  

C. 3.3: the terms of reference of the 
audit committee, including its role and the 
authority delegated to it by the board, 
should be made available.  

C. 3.8: the annual report should 
describe the work of the audit committee.  

D. 2.1: a description of the work of the 

remuneration committee should be made 

available. [Note: in order to comply with 

DTR 7.2.7 R this information will need to 

be included in the corporate governance 

statement]  

  

Financial Reporting Council 

8th Floor 

125 London Wall 
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EC2Y 5AS 

+44 (0)20 7492 2300 www.frc.org.uk
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                Appendix C- List of UK Companies 

 

No. Sector Name 

1  

Mining 

 

Centamin 

2 BHP Billiton 

3 Antofagasta 

4  

Electricity 

 

SSE PLC 

5 DRAX 

6  

         Food 

 

Tate and Lyle 

7 Dairy Crest Group 

8 Cranswick 

9 Carr’s Group 

 

10 ABF 

11  

        Energy 

 

Tullow 

12 Cairn Energy 

13 SOCO Intr. 

14 BP PLC 

15 Premier Oil 

16  

Industry 

Transportation 

 

BBA Aviation 

17 Wincanton 

18 Clarkson 

19 Fisher(James) 

20 Breamar Shipping 

21  

Financial Services 

 

Ashmore 

22 Aberdeen Ass. Man. 

23 Brewin Dolphin 

24  

Bank 

 

Barclays 

25 HSBC 

26 Standard Chart. 
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Appendix   D - List of KSA Companies 

 

 

 

 

 

 
 

No. Sector Name 

1  

 

 

 

 

Petrochemical Industries 

Advanced Petrochemical Co. 

2 Alujain Corp. 

3 Methanol Chemicals Co. 

4 Nama Chemicals Co. 

5 National Industrialization Co. 

6 National Petrochemical Co. 

7 Rabigh Refining and Petrochemical Co. 

8 Sahara Petrochemical Co. 

9 Saudi Arabia Fertilizers Co. 

10 Saudi Basic Industries Corp. 

11 Saudi Industrial Investment Group 

12 Saudi International Petrochemical Co. 

13  

 

Cement 

Al Jouf Cement Co. 

14 Arabian Cement Co. 

15 City Cement Co. 

16 Eastern Province Cement Co. 

17 Hail Cement Co. 

18  

 

Transport 

National Shipping Company of Saudi Arabia 

19 Saudi Public Transport Co. 

20 Saudi Transport and Investment Co. 

21 United International Transportation Co. 

22 Energy and Utilities National Gas and Industrialization Co. 

23 Saudi Electricity Co. 

24 Agriculture and Food 

Industries 

Almarai Co. 

25 Savola Group 

26  

Banks and Financial Services 

Arab National 

27 Albilad 

28 Banque Saudi Fransi 

29 Saudi British Bank 

 30 Samba Financial Group  


