CHAPTER 3 T

LITERATURE REVIEW AND HYPOTHESES DEVELomI;

3.1 Introduction z
The purpose of this chapter is to review the literature reIYMe impact of CG

effectiveness (BODE and ACE) and SCQ as moderator va flh performance.

Next, it discusses the development of hypotheses to estigate elﬁ“QElﬁhip

between the study’s variables. This chapter congi en majin or's .l‘@udlng

this introductory section. This section is fol by thcontalns

theoretical perceptions to explain related Won Cq an nancﬁ%erformance to
Q

investigate the relationship between va he tl@etical framework.

depends

Next, section 3.3 examines CG a erfo@\Sﬁr at
[
en CG

and discuses the relationship d fir p‘érf@nce Section 3.4 presents
R

the conceptual frame and a S thi irect relationship between BOD and AC with
e

Takaful companies pe%nce and

Section 3.5 dlscg@ flna'w rfor and measurements tools including
EP

ROA, ROE Se c ‘5 co@_s;\iers CG effectiveness and hypothesis

2 9

developm S resents @rewew of the previous literature on the

AN
(Qs.the previous literature

|
i |?c@ionship with SCQ as moderator.

relation Weer( QD’ ectiveness and firm performance. Section 3.8
dIS he previous Ilteratu@on the relationship between AC effectiveness and
fir rformance Next, Section 3.9 discusses SC quality, which is used as a
0 erating variable between BOD’s effectiveness and AC effectiveness and firm

performance. Finally, section 3.10 provides a chapter summary.
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3.2 Theoretical perception of Corporate Governance

Four popular theories are typically used when discussing corporate gov
issues: The Agency Theory, the Stewardship Theory, the Stakeholder Th@% the
Resource Dependency Theory. This study employed a multi-theoretic ective to
directly respond to the latest calls for multi-theoretical approaches to ying CG and
financial performance (Abdou et al., 2020). The four theories eer the different

functions of a board.

3.2.1 Agency Theory

delegate authority to a group of N i c%@company to manage a
o
‘% itrs and c@ the work of managers.

company. At the same time,\ m

0

Contracts between the Wrwﬂﬁd manage eﬂS.%gency relationships (Jensen &
‘ 3 [

Meckling, 1976; Bergen etial., 1992 edba:@roblems can arise because of the

separation betwew I andlowne hip (Fa% & Jensen, 1983).

N
The parc' Me mpanies are d@édéd into two groups: the principals who are
the owner@ compIr:y dithe édnd group who are the agents working in the
'
dmini w e mpa'ny. Qhe Agency Theory posits that disagreement and
N
5

co% tween the two gro@s can cost the company additional amounts to resolve
%isputes between the parties. Agency Theory has dominated the examination of

. It has become a starting point for study because modern companies have many
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owners. Thus, the interests differ between owners and managers and affect the
administrative decisions according to each party's interests.

The agency problem begins when the agent's actions do not matc@ners‘
interests, which affects the company's value. Johnson et al. (Zoﬂxoted that
managers take advantage of their positions, powers and information W/e their self-
interests, such as selling goods, services and assets to partieY\:vi\t:&hom they have

interests or obtaining unique benefits, such as obtaining cor,cessional terms

or acquiring preferential prices. Therefore, Agency illustr problems
oy

between the parties and the mechanisms to solve void them,_ i lfle _@re to

increase the value of a company in the market increase inV onfif@ge.

According to Obid and Naysary éﬁ% ndoY/Io med .é(;rMuhammed
(2017), the agency problem is even wa]plicated Fls@%’re the profit, the

loss and the risk are shared betwe%m IFls a\ﬁsTnv p@ unlike conventional
5. 0
business whereby the return ¢ d. T?lus, t 'sdssuer@%'\Fls is not limited to the

&

separation of control and owners bL[ ends to @paration of control and cash
law, whic

flow and the complia ith’Shariah I\Bakes the agency problem in IFIs

P b o &
gven more intense m)nvenfl \“bu inesgu mentioned in the studies of Shariah
Is

governance, in age be )—@%ccountable not only to the company or

¢
shareholder. also to Allah ( wﬁ?the ultimate goal of welfare and success for

society % panjeh

Islamic agency the@téaches us partnership members to practice respect,

%} patience, tolerance and also to believe not only in the economic
:e rd/outcome as in the conventional agency theory but also in spiritual rewards
lessings from Allah). The practice of lying, shirking, conceit and jealousy must be

avoided by each party. This acquires continuous Islamic teachings and training to the
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partnership member for them to be educated with spiritual knowledge. Islam
recognizes the knowledge process of each individual, seeking knowleddva
continuous process in Islam. Furthermore, the spreading of knowled@&been
encouraged by the Prophet Mohammed (p.b.u.h). “Allah illuminates aﬂ&vho hears
hadith from me preserves it carefully and passes it on to other” alid & Sarea,
2018). \)

In line with the concepts of agency theory, Shariah me'is a monitoring
mechanism in IFls to address the agency problem i aria mWherefore,
providing transparent and accurate information r i c Iiﬁn_c{—p IFI
functions with Shariah principles can red

asymmetry and

iny, s (Obid and

subsequently increase the trust and confidg@

Naysary 2014). \% é

The Agency Theory address%O dua |\Fm$w i T/\'ewpoint, the position

N,
of CEO should be separated i%e chﬂrma BO<§Cadbury, 1992; Kiel &
Nicholson, 2003; OECD, ONCT Le@., 2006). From the agency

viewpoint, independent, dikectdrs and non-e cdtiva'irectors are expected to increase
4 ’ &
the effectiveness o %is ther criti%mle in decision-making on the board

and concerning% ive

enhancing t ectiveness of the

'nt. TEE&%re assumed to be a tool controlling and
éOE}.CREDs have high skills and exercise that help
NN

improve/decisions and .Ft thei&aes independently without any pressure for their
Yv

pergﬂ&yterests (Abdullah, @7

\hsummary, Agency Theory clarifies the board's role in reducing the conflicts

& een principals and managers. The governance mechanisms represented by the

OD are considered the main factors in interpreting the effect of the Board's

effectiveness on the performance of firms from the viewpoint of Agency Theory.
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3.2.2 Stewardship Theory

This theory assumes that the principle of trust exists in people i m,
particularly in individuals to whom the owners delegate authority to (a@e their
companies' business. Therefore, to achieve the best results and?&vements of

companies’ owners, an organizational structure must be established to accelerate

s WO a company to
e mgi\t?f the role
of the chairman of the BOD and the company's exe§tive anager. T. eOr)onsits

decision-making and take advantage of the opportuniti

achieve the best returns in the future. This theory sup

that the trust and honesty of managers and inter otivation has amore §}gnificant
impact of external stimulus and have a great inative t

parties (Nicholson & Kiel, 2003; Albrecwoo Q\

H’raxj\ ze the @rest for all

Emphasis is placed on the concept ood.Jead

1]

&
ad&Q by the company's
ésand Davis introduced

o
Stewardship Theory (1989)\ ing an™alter, ativeAQg\—the Agency Theory by
: N :
suggesting a rapproche enWen ento aI d ers and owners and unselfish
objectives among an inslfltu’)n's emp .J‘thpwardship Theory, a good steward
NS @)

protects and ingkease ownlers' alth Q’-;}improving the company's overall

N
performance NOO' Davis z}ll 1@%—)./

Al nfidence in Age heory led to the acceptance of Stewardship
’

Theo: the main eata're isthe existence of trust between principals and agents
hie

owners in Stewardship Theory son, %9

%

&Y

tO\ the greatest benefit to all parties. (Donaldson & Davis, 1991). Stewardship

assumes that owners and managers work as supervisors to achieve the greatest

Ourn and increase all stakeholders' wealth (Davis et al., 1997).



Stewardship Theory assumes that administrative decisions are not based solely
on financial motives and that other aspects, such as work ethics, job satisv,
achievement are important. Supporters of Stewardship Theory ass@ the
outstanding performance of companies is the result of the outst work of
executive managers who work to increase the wealth of the shareholders (McClelland
1961; Argyris, 1964; Herzberg, 1966; Muth & Donaldson, 19 8.\,

More importantly, from Islam’s perspective, the co kT whid, Khilafah
and brotherhood form the basis of the Stewardship The Thus, Mied board
members of a Shariah-compliant organization, a ste ill carry o hi'/r&f%h‘g of

e

fulfil his/her obligations to God and the brfeader,Communi umma@%:)wever, the

ba@peration and the

integration of a profit-and-loss shar meaanism i
I@h (the objectives of

ethical conduct of business attach% the a\§rd$
N,
Islamic law) (Bhatti & Bhatl%) onhe I mic(;ft){a cial industry has been

perceived as being in the bﬁ 'Ent sts[ e group @than for individual financial
rewards. ( 0’
4 ’ &
\is\I sub

Magasid al Shaciah's eje;? gmially curb any endeavour to acquire
wealth by unlawgful ns, whi ds to al inequality and social waste (Bhatti &

!

¢

Bhatti, 200 .%)Jch, e go rnd’n bgajcture in IFIs should include establishing a
ernan

a Khalifah (leader) by recognizing CG disclos

acc%mbi lity to

C
NN
Shariahan mitt n internal Shariah performance review as an

assu.ﬁﬁof continuous Shari@dvr;pliance and the provision of relevant information
i to govern the relationship with users (Sulaiman et al., 2015). One of these
trong causes to push stewards forward to excellence in performance is faith as
tipulated in the Holy Quran: “Believe in Allah (SWT) and his messenger and spend

out of that in which he has made you successors” (57:7).
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Donaldson (1991) believes that internal directors who have the ability and
experience are better than external managers. They can manage a cw
successfully and achieve the best profits. Internal directors have full k@y}ge to
understand the business proficiently. Some previous studies such as A 010) and

Arosa et al., (2010) used Stewardship Theory to analyze the relationship between the

BOD and the performance of companies. They demonstrated athpany's internal

@s et al. . D@ﬁson and Davis’s

(1991) view is that the presence %e ing @mpany as CEO and

Chairman of the Board leads tm%
o

In conclusion, the St dshi
i e‘fui-lbnﬁdence to perform their duties

p T’
of directors are the ap iate’ officers to
’ &
freely to achieve the'est ret% hold he theory argues in favour of CEO
duality because{ uni i)wle g%and decision-making that support and
¢
enhance per %e. ’?" (j)
NN

3.2.3 d TF: 4 V;g\

2.3 Sta er Theory

N
\T irst appearance of Stakeholder Theory in the 1970s was due to criticisms of

N
n c?'g%?iny performance.

its that managers and boards

reholders’ model (Sternberg, 1997). Freeman developed this theory in 1984,

Ontifying a wide range of stakeholders individuals, and groups that either affect or

are influenced by a company’s activities. Freeman et al. (2004) argued that the
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Stakeholder Theory is concerned with protecting all stakeholders, whether individuals
or groups, such as shareholders, suppliers, creditors, or governments. Moreow
theory is interested in social and environmental considerations that affect @ny‘s
business. The World Business Council for Sustainable Development ( identified
shareholders as the representatives from academia, church, laboug” organizations,

and private

human rights groups, shareholders, indigenous people M
organizations, customers/consumers, communities, S 'ez, e[nployees, and
legislators.

Solomon (2010) explained that the impact of panies ‘\wa er‘e@ and

affected many sectors of society, not merely covg ha% his jgantrary to
S Were r i

T
Agency Theory, which assumes that manaw

le on stakeholders
(Chen & Roberts, 2010). The above @on means a c@any must protect
all related interests of different st@lders, |n\din

apq'}olders (Clarke, 1998;

N
Solomon, 2010). % f q é}c-')

The objectives of thei\ike IdeI ry cordg%o the interests of each. For
example, shareholders%a igh r“ rn for theﬁ&)’rvestments; however, employees

-9

s

expect income andj securit\;{:?&t rs dge/a strong financial position to secure

their rights and dnvestments; cym@{ wish to apply governance rules to gain

¢ I (7
marketstabi!!' nd provide st eh&ldEer otection.
0

NN
S r Thé a set&\assumptions: First, a company's sole goal is not
onl nerate financial pro@f owners but also to achieve the general interests of
soei Mitchell et al., 1997; Chen & Roberts, 2010). Second, the accountability of

& xecutive directors is not limited only to creditors and owners, but also to other
akeholders such as government, suppliers, employees, customers and the local
community (Clarke, 1998). Third, Stakeholder Theory focuses on social responsibility

93



and ethical ideas governing a company's business (Letza et al., 2004; Westphal &
Zajac, 2013). Yv

In line with the concepts of stakeholder theory which calls for a@&blhty
toward stakeholders, Shariah governance is considered as a significan or IFIs to
discharge this accountability particularly with regard to Shariath (Grais &
Pellegrini, 2006). According to Igbal and Mirakhor (2004) thﬁy the stakeholder

model can be found in the principles of property right an tme"lt to contractual

agreements. The concept of property right is recogniz especte otected in

L ]
Shariah principles as Prophet Muhammad (pbuh) ; “So give e\ler_)&éqe who
possess a right his right” (kull dhi haqin haquh T

s
the*verification of

elevant guidelines

The Islamic opinion on the theory f

stakeholders' capacities and their obllgat

and their various stakeholders. nd 20(;)3}K discussed the Islamic

concepts of ownership and ag s.Int nce@usmess is responsible for

l @g all concerned parties' rights,

protecting implied invi b| agree
including customers investars, s II S; &aj@d ocal communities. Shariah law

promotessomalo ra ec nl)mlc velo t.

Within Is re aregsev &Ia and investors. This raises the question of
whether a olde Bﬂre S Q126 be protected (Islam & Barghouthi, 2017).
na

—é—

rf)s hRVe focused on firm stakeholders on corporate

i porate s
g nance theorization (Isla?f* 2016). Islamic Stakeholder Theory says all parties

%ﬂuence a company's performance are essential for its success. Such parties

Oght be suppliers, business associations, consumers, among others (Islam &

Bhuiyan, 2019).
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Stakeholder Theory has been criticized in two aspects: First, it conflicts with
companies' main objective to maximize shareholders' wealth. Second, it confli
the relationship between the agent and the owners, which assumes that r@s are
accountable to all shareholders. From the preceding, it is clear t keholder
Theory is not compatible with the basic principles of governaMevertheless,
Stakeholder Theory remains a principal CG theory (Clarke, 1998%Solomon, 2010;
Chen & Roberts, 20101 (Heenetigala, 2011). The theo z:e olders from an
Islamic perspective offers a general verification of st older, cw and their
obligations to comply with the relevant guidelines (Is & Bhulya lp)_\‘—}

In conclusion, some studies use Stakeho Or% ine the_rélationship

between CG and company performance suéh,as illmz\n et'al., ZOOJ%S;yasankar et
al., 2005, and Otman, 2014). Per S Eolar Theory, BC@Qnas vital roles in

serving all interested stakeholders@ﬁw as cre\m, e
S
suppliers) and shareholders of asfi reeman et .,(2004:;&.

N

3.2.4 Resource Depen ncWry : §
Pfeffer and Salancik developed't SJ%KS/ Dependence Theory in 1978. This
theory assumes t@esig@tutio ructures such as the BOD is intended

NG

to ensure effﬁh&sont | sover r;g'm ement and function as a link to achieve
maximum%s with external r es to achieve the best financial performance
’
d R

(Pfeff . Chen obert§"(2010) explain that “Organizations are not self-

&’

coﬁ{ or self-sufficient, tr@ rely on their environment for existence, and the core

ks

resource dependence] theory focuses on how organizations gain access to vital

Oources for survival and growth” (p. 653).
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Access to these resources comes from several factors related to the BOD. First,
the BOD and non-executive directors can provide expert advice, indepew,
experience, and knowledge (Haniffa & Cooke, 2002; Bouwman, 2011; @011).
Second, they have relationships with the business and political d access
information and capital (Nicholson & Kiel, 2007). Third, they can o&?ﬁrm critical
business contacts and good reputation (Haniffa & Hudaib, 2006).*Finally, the BOD

Y;e firm’s external

can provide a critical link to significant stakeholder

environment, such as creditors, customers, suppliers, competitors. ) Therefore,
3

leads t0 incr askdfﬁ‘s; to
ce % & K'@QOO?).

echan@;?of the BOD

are vital resources that play a signifi rolan improv irm @ﬁ)rmance. Factors

related to governance mechanisms(%de boar,\ize?th Sep: ation of the role the
N,
Qhe

increasing good relations with the external environ

new resources and, thus, improved financial pe

Furthermore, this theory assumes th

Chairman of the Board and t

y and f uen(%? board meetings (Guest,
2009; Malik et al., 2014). T, %, thI @?S@ence Theory was adopted in

this study to illustrat verna}] ;ﬁ;&nb@ of the BOD (i.e., Board Size,

Independence, executive meni \h'rp. Mus&/directors, Meeting Frequency and
Gender Diversity) can¥provi any(Iﬁ(M resources to boost performance.
¢

With E%ular ocus nﬂslfﬁ? perspective, resource dependence theory
t

NN
Shafi 'ard is%excellent tool to offer better access to an IFls

v

ext nvironment to enhan@pportunities for securing vital resources (Elamer et

suggest

N
a \059) Musibah and Alfattani (2014) said that the resource dependence theory
ocuses on the crucial role that the Shariah Board can play in supplying resources to a
rm through their linkages to the external environment. Per the above view, a Shariah

Board is considered as a critical source for acquiring essential resources to ensure the
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survival of an IFI (Elamer et al., 2019). This contrasts with the control and monitoring

role emphasis arising from the principal-agent relationship (Aduda et al., X

Elamer et al., 2019). \

The study of previous theories illustrates the extent of the relati between
the BOD, AC, and financial performance effectiveness. Agency Theory examines the

relationship between BOD and executive management. BecaHleicts of conflict

between the two parts, company performance will be aff : oar'j members may

be seeking to increase the owners' wealth, and the m eme goking to

achieve the employees' interests. ' _\‘—}
Stewardship Theory assumes that both e i m% and.Qg~ BOD are

trustworthy and good stewards, which pow ffecni the~firm pe@Sl:ance. Thus,

the administration is working comple m develop orrr@‘e and increase the

value of the company. Cf) &>\y3 \/<\

On the other hand, Sta y assumes (tzg. he BOD and executive

management works to protiﬁ\fhs:a tak, ersh inter and achieve benefits for all
according to their inte ( 0’
4 ¢ &

Finally, Res&b Depe eor;@ssumes that a company should seek
input from all seurceSwbut

tudying these theori d examining them relative to Takaful companies'
Gl

p xgnce in Malaysia, the reality of companies, and the impacts of the
Q ementation of CG can be understood. The analysis in this section indicates that
rior literature on corporate governance uses several theories. This is because scholars

from different disciplines take different perspectives while dealing with the issues of
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corporate governance. This creates a lack of unifying theory to the study of corporate
governance. As Trickler (2009) noted, “corporate governance as yet, does nw
single theory widely accepted theoretical base or a commonly accepted p@\st that
the subject lacks a conceptual framework that adequately reflect?&veallty of
corporate governance.” Y'

As all the theories discussed suffer from several limitatiens, none of the

governance theories in isolation can provide a complete e and’\g of corporate

governance (Daily et al., 2003; Jackling & Johl, 2009)aHence jre s recently
have been asking to use multiple theoretical a hes t@ st rtg @orate
governance (Huse, 2007). Among various t iscusse ge\?; Theory

perspective has been the most popular a h recei xmu@i(ention from

researchers, academics, and practltlon@en & Meckling, J@g Fama & Jensen,

1983). ,<\

N,
Based on the objectives of thgse theeries, 4§%eanzes that they are all

relevant as they are geared%s s maximization. Hendry and
|

Kiel (2004) argued th ce of par; cuﬁa@oretlcal perspective depends on

situational and co &%Ifactclr boz&awer environmental uncertainty and
ven

information asy me t{;}&bmplexny of corporate governance, and

Isé?‘l %J Kiel, 2003; Haniffa & Hudaib, 2006) as well

in line with i udle (NIC
as rece% for ytlon t? multiple theoretical approaches to corporate
Yv
yg&e research (Fllat@ & Boyd, 2009), where Agency Theory is

ented with Stewardship, Resource Dependency and Stakeholder theories.

Therefore this study adopted a combined or multi-theoretical approach. It

rovides a more substantial basis for explaining the effects of corporate governance on



. See Table 3.1

of Malaysian Takaful performance

in the context

cial performance

finan

below
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Table 3.1: Corporate Governance theories comparigb_'n )

Manager Role

Approaches Corporate Description Theory of Human Nature Owner Role Islamic perspective
Governance
Managers act as agents of Managers are rational but Owners are Managers are agents partnership members practice
Agency Theory the corporation fulfilling self-interested beings who principals, that is, that is, responsible respect, gratitude, patience,
the goals established by the must be controlled from the they originate the for acting in the tolerance and also to believe
owners  /directors  as outside action and bear interest of  the not only in the economic
principal primary moral principals  Faithful reward/outcome as in the
responsibility agency implies conventional agency theory
avoiding conflicts of but also in spiritual rewards
interest and keep (blessings from Allah).
confidences.
Managers act as stewards Desire and self-interest are Owners set cardinal Managers are The concepts of Tawhid,
Stewardship Theory for  absentee  owners; balance out by social /prime essential stewards exercising Khilafah and brotherhood
oversee the operations of motives in group strategic objectives, but they care over the property form the basis of the
corporations and exercise decision freely as also are responsible of the owners in their  Stewardship Theory. “Believe
care over them. Emotion Rousseau’s  pity and for providing absence. Stewardship in Allah (SWT) and his
(care) plays an equal role Aristotle’s virtues managers with a is based on internally messenger and spend out of
with instrumental meaningful ~ work generated and self- that in which he has made you
rationality in Socio- environment imposed motives successors”
Emotional Wealth toward care.
Owners drop out of center Groups have special Owners drop to one Managers are meta The concept of property right

Stakeholder
Theory

Resource Dependence
Theory

focus. The corporation is
run for the sake of its
stakeholders

the management work as a
link to achieve maximum
relations with  external
resources to achieve the
best financial performance

interests but recognize the

need to integrate these.
Humans possess the
capacity for procedural
reasoning

The resource either internal
or external based in human
must be protected and
cooperate to  maximize
firm’s benefit

of a group of equal
stakeholders.  Still
advocate their
financial interests

Owners are one of
resource that may
assist in achieve the
firm’s goals.

role and become
referees stakeholders.
They treat
stakeholders and
stake equally

Managers are the
main resource with

the principals to
cooperate and
achieve the
objectives

is recognized, respected and

protected in Shariah
principles as Prophet
Muhammad (pbuh) stated:

“So give to everyone who
possess a right his right”

the Shariah Board is an
excellent tool to offer better

access to an IFIs external
environment to  enhance
opportunities  for securing

vital resources, and linkages
to the external environment
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3.3 Corporate Governance and Corporate Performance

CG is considered a performance driver of the firms. Substantive discus f

CG generally focus on the postulation that the governance mechani eract

corporate performance (Ali & Sound, 2008). However, there is‘&onclusive

empirical proof of how CG mechanisms affect corporate performMost studies
oD

scrutinize the effects of particular aspects of CG such as th , directors’

remuneration policy ownership structure and capit tricture, on corporate

,Wackson &
'Y

Moerke, 2005; Thomsen et al., 2006). % [ _\C}
As earlier stated, many researchers have ined thedelati hip,Q/&\?\/een CG

g arc@;.chez, 2010;

k a % time to identify
O

situation is different

performance (Agrawal & Knoeber,1996; Demsetz

and firm performance in developed countries (Galbreat

Millet-Reyes & Zhao, 2010; Nanka-l&%ll). The

the best practices of CG. However(gsevelom \:euWr
| ) SN
concerning the study of th iatiofl bet <<(ﬁ,and firm performance

precipitated by the Asian financialcrisis: the in@rtance of the best practice of
feir

Y

CG in encouraging inves invest on‘ey@a country, there is a terrible need

to examine this relatign in the mar oreover, many studies recommend

observing the a@n b
[
(Jackling & Jgf,))

a—y

an performance in developing countries

!

09; Adeyemi &'F@(dgni, 2010; AlMatari et al., 2012a; Al-Matari

NN
etal, 2% mustgta 2060 S
Improving CG has becom@‘f‘irimary target in recent years for both academics

N
a titioners. More precisely, the issue revolves around the boards of directors,
6 ially in their role as observers of the firm's senior management (Carter & Lorsch,
004). Furthermore, CG has become an essential issue among policymakers over the

last two decades because of the growing role of the capital markets, the significance of
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CG in maximizing the value and productivity of a firm, and the pressing need to create
effective CG systems for privatized firms, as witnessed by the global financial i
the last decade (Bridge & Dodds, 2018). \
Good CG is essential for all organizations. A comprehensiv@&w of the
existing literature concerning CG and corporate performance showed the following.
First, empirically literature on the relationship between CG_an m performance
exists for developed countries, but there is limited researc e Iop'rg countries.

However, the findings of these studies remain™iaconclusivesTi

literature
"X
revealed some found that CG was positively linked firm perfo nte @ec et

. br% ul Saifiad, 2011;

al., 2010; Leung & Honvitz, 2010; Azam et al.

Kang & Kim, 2011; Obiyo & Lenee, 2

Olusanmi, 2012). However, othe@
between CG and firm performance@seli % : anGD, 2009; Wang
N,
aéy Helly & Si acé.'&

& Oliver, 2009; Muravyev et 011; Rachdi & Ameur,

Iatio@ between CG and corporate

2011). Additionally, some % fo
o Kiel

performance (Gibson,% i &" chol on,l 29@' Wei, 2007; Chowdhury, 2010;

’ 2
Shao, 2010; Bhaga |.,2o11f.\§ %CQ
S

examine th
% NN
develop% try. & V)ﬂ' é\
<
3.4®ceptual Framewo?R*

‘%The framework presented in this section is built on Agency Theory previously

Oplained. The conceptual framework proposed in this study shows how BOD and AC

effectiveness are connected to Takaful financial performance and SCQ (Figure 3.1).
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BOD and AC effectiveness were selected as the independent variables (IV). Six
variables manifested the BODs: 1) Board Size, 2) Board Independence, 3) Ex
Membership, 4) Muslim Directors, 5) Meeting Frequency, and 6) Gend@rsity.
Four variables represented AC effectiveness: 1) Chairman Specializatiofn;*2) AC Size,
3) AC Independence, and 4) Meeting Frequency. Takaful Financial Rérformance was
the dependent variable, which was represented by DV ROA, ROE, and EPS, and
Shariah Committee Quality (SCQ); positive/negative) wa %:

as' the moderating

variable (MV) between BOD (negative) and Takaful cial rw (positive
oy

ee Figure 3.1) kni‘%kaful

3.2@ y aISQJYrsed three

ratio‘ é‘r

or negative) and between AC (negative) effectiven
Financial Performance (positive/negative) (Se

control variables: firm size, firm age, and l&@
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Independent Variables Dependent Variable

Board of Director
Board Size (H1)
Board Independence (H2)
Executive Membership (H3)
Muslim Directors (H4)
Board Meeting frequency (H5)
Board Gender Diversity (H6) Takaful Financial
BOD Effectiveness (H7) Performance
ROA
ROE

e EPS

Audit Committee
AC Chairman Specialization (H8)
AC Size (H9)
AC Independence (H10)
AC Meeting Frequency (H11)
AC Effectiveness (H12)

Control Variables
Firm Size, Firm Age, Leverage

> Y &

Figure 3.1: The Direct Relationship Between BOD and AC Characteristics on Takaful Financial
Perf‘ormance.
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Shariah Committee Quality

e SC Expertise
e  Multi Committee Membership
e Academic Qualification
e SCSize
e Meeting frequency
e  SC Gender Diversity
Board of Director
Effectiveness Composite
measure (H13) Takaful Financial
Performance
L e ROA
¢ ROE
Audit Committee e EPS
Effectiveness Composite

measure (H14)

Control Variables
Firm Size, Firm Age, Leverage

O NS

Figure 3.2: The Moderating Effect SC Quality on the Relationship between BOD and AC

Characteristics on Takaful Financial_Performance.

.-...._;
3.5 Financial Perfo%ez :w}"l Q’
' |vest@ in the accounting/management

Firm perfomﬂ% as \h\
literature base &enc oy as @djor dependent variable that would be
!

achieved and%nced as.a nﬁoréﬁjgoal (Klapper & Love, 2004; Haniffa &
Hudaib@uw{aﬁoo&{‘k\/o types of metrics are used to measure firm
perf ce. One is account@-based, and the other is market-based. The primary
%Ssof firm performance that stems from its concept is to consolidate a company's
effieiency and effectiveness and achieve its objectives being the main concern for the
rm, in the long run, to survive (Al-Hawary, 2011; Zehir et al., 2011; Alabdullah et

al., 2014)
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The use of different performance measures to assess firm performance and the

relationship with CG achieves many objectives. Accounting-based metrics ?ﬂs

w

ROA and ROE measure the performance of the company in the shor@Thi

reflects the impact of the balance sheet and income statement OAQ from an

accounting point of view. ?
Market-based-performance accounts for stock price Mhting a firm’s
c st

economic value. EPS is one of the most common method ork market-based

ratios or market performance indicators. EPS is a comp ratio u f’ London

Stock Exchange, which indicates how important @sis (Daud, )l T‘Iléggrket
w

ile’a ting\rEErics can

: Rho@vett al., 2000).
Therefore, much of the literature Mﬁ) compan rfor@%e has primarily

focused on measuring its market va% \T

However, a debate exis%the ﬂ:lat'
performance and governa N
difficulties understan%\z impa

measure for the firm performance is more reli

easily be influenced and manipulated (Cochran

Therefore, Core et 2006) s[a mea ent on an accounting basis such as
ROA and ROQ ette ' to (Sﬁ'dy the relationship between CG and
¢ ? ‘..)

performanc c‘, (
% NN
P% tudigs ',usedaounting-based or market-based metrics or a
L 9

@ﬂeasurements. Hamid (2008), pointed out that from

1 1978, studies typically used accounting-based metrics in the measurement of

combination of the two types

erformance. Hamid (2008) also noted that from 1978 to 1990, researchers used both

ccounting- and market-based metrics to assess company performance in their studies.
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Both types of metrics have their strengths in measuring the performance of
companies. Accounting measurements are based on the information in f?ﬁul
reports. They are based on a company's information and are often used to @e the
performance of companies or make a comparison between financial ﬂ% (Hamid,
2008). Accounting-based metrics help managers in evaluating the%performance of
companies and assisting them in planning while aiming at e Ive control and
achieving the objectives of the company (Erhardt et al., 3 Ne"ertheless these

metrics have a weakness because they are based on h ical data ay not be

directly related to the present and are blase@vnanlp late |n' a&é&ntmg
procedures (Hamid, 2008). \
Market-based measurement is more EQ@; i asure @Vegendence on

companies' future value and, theref favoura i \@rs. According to

,{\hat it is less likely to

5

McMullen (1996), an advantage 0 rket bas

N,
manipulate accounting proced an ’accou ing- (:ac;na measure and represents
the investors' ability to profit.i fut than @mg on historical information

only. However, this is not |th t \h sses, the reliance on investor’s

&

assessment is not w and 71 \a& reme performance on this basis is subject

to investors' expecta tbe |n the long term. In this instance, stock
¢ ' (v)

returns ma ver muc eIJte to“governance, even though performance and

N
governa% a sighifi corre&}bn (Pfeffer, 2003; Bhagat & Bolton, 2008).
X

ed, both measureme\r(]%tﬁf performance have their strengths in performance

a nt for firms. Thus, using both performance measurements in this study may
Q ore useful in providing a comprehensive understanding of the link between
ominated variables and firm performance (Bertay et al., 2013; Cao et al., 2018).
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3.5.1 Accounting-based performance measurements

3.5.1.1 Return on Assets (ROA) s )

Return on Assets (ROA) indicates a company's ability to ge profit from
the effective use of assets. It gives an indicator of a compaﬂwrofitability and

measures its efficiency in generating earning by using i ast. It is calculated by

dividing a company's annual income by its average t ts, aanresented

@

as a percentage. ROA is the ratio of annual net inGeme to average a} as of a
X

business during a financial year. Net income is aft inc9m , which caq-be found
Y
\ﬁy dividing the sum of

y 2.4Total assets at the

O

e eab\ending balance sheets

on the income statement. Average total as% calc

total assets at the beginning and the oci)

beginning and the end of the year Cf be obtai 0

+ Avera tal Assets

g

ount@-based to measure firm performance

2005, ,Bhagat & Bolton, 2009; lbrahim &
8¢ Bhag

Manaseer et al., 2012; Desoky & Mousa,

13; Vo & Phan, 2013; Adekunle & Aghedo,

3.?\eturn on Equity (ROE)

Q ROE defined as operating profit after tax divided by book value equity at the

end of each financial year. ROE measures the rate of return on shareholder equity of
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the common stock owners (Ma & Tian, 2009). ROE is commonly used to measure a
company’s performance and its management of equities. Much previous Iiteraww:
used ROE to measure firm performance (e.g., Adjaoud et al., 2007; Yue, @iang
2008; Mashayekhi & Bazazb, 2008; Ting, 2008; Bauer et al., 2009; al., 2009;
Ibrahim et al., 2010; Shao, 2010; Chamberlain, 2010; Larmou afeas 2010;

Uadiale, 2010; Liargovas & Skandalis, 2010; Obiyo & L ebﬁll; Rouf, 2011;

Ibrahim & Abdul Samad, 2011; Yasser et al., 2011; Dar b 011' Heenetigala &

N

ROE measures a firm’s efficiency for genera profits; fro it# C@ and

Armstrong, 2011; Azam et al., 2011; Al Manaseer et al.

shows how a firm uses its investment to gener ng (Bﬁ inger & @ﬁér, 1985;

Dehaene et al., 2001). The main objecti\W comﬂan is to p@&g gains that
benefit shareholders. Return on equ@ﬂetric th ow %estors the profit

generated from the capital that shar ers have\eggd p@\& Cereola, 2008).

N,
ROE is obtained through %}Wing‘form e,
ROE = Net I }

&

‘EE + a ha@ders’ Equirty

Average stockh % equity is! deri ni:il b}-}reraging the beginning and the

ending shareholders™equity t@xod urgubbservation. (Average Shareholders'
Equity = (Bew sha | eq *éLQWL Ending shareholders’ equity) / 2.
¢

Generally, '%r)inc asing Oéve‘ga be a favourable indicator for investors.
NN
11/ S

ket-based perform& measurement

% Xarnings Per Share (EPS)

According to Rashid (2008), a firm's value can be defined as the amount of
utility or benefits of a firm's shareholders. EPS is one of the most common methods

used in stock market-based ratios or market performance indicators. EPS is a
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compulsory ratio used at the London Stock Exchange, which indicates how important
the ratio is (Daud, 2012). Much research has used EPS to measure firm perfow
(e.g., Filatotchev, 2005; Mashayekhi & Bazazb, 2008; Ting, 2008; Lan @008,
Mokhtar et al., 2009; Junarsin, 2011; Al Manaseer et al., 2012; Y&& Alhaji,
2012; Daud, 2012; Marn & Romuald,2012; Abdul Samad et al., 201&'

According to Brigham and Houston (2010), EPS is the most mportant metric to
stockholders. Typical stockholders focus on the reporte htiwever security
analysts and managers typically differentiate between rating a -operatlng
income (Brigham & Houston, 2010). EPS measure verallfret der&@d for
each share purchased. EPS is calculated by d 0 a et income by its
total outstanding common shares (Bngham&p%m é‘?

EPS = Net Income + Num mon s oué‘nding

This study used three m j ndi togs tI p mance measurements:
ROA and ROE for accountin perfor eqas@nd EPS for market-based
performance measures. The atorf are lng t ost widely used indicators by
accountants, market z%, a d oo’s |s usage is consistent with the

&

recommendatlon rece'wt research cted on the Malaysian Public Listed

%

d, 2008) that a combination of both

Companies r at.,
accountin arkey rf nce measurements would add robustness to
fe

s

the s tS he two t‘gnt \p/?formance measurements have their distinct and
es ngths (Daud, 2012).\‘:'3

Aé-(anlffa and Huduiab (2006) noted that no agreement exists in previous research

Qout which is the best indicator to measure financial performance. Additionally, they
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argued each measure has strengths and weaknesses based on the information it uses
and its purpose. Y~

Using a combination of market-based measurements and accountin@des a
holistic view of a company's performance and the relation between va used in a
study and analysis based on robust and clear results (Daily & Daltom& Baliga et
al., 1996, Bhagat & Black, 2002; Jong et al., 2002; Jong et % Sunday, 2008;

Mokhtar et al., 2009). The most widely used ROA me nts,'ROE and EPS,

were chosen for this study. Accountants, financial et anal ofessional
3
| | | g
bodies and the Bank Negara Malaysia (BNM) use th trics. I _\‘-')
This study chose these two performa as% rt eYFoIIowing

reasons. First, ROA is an accounting sur, enb\tha onsid e historical

perspective, while EPS is a marketing%:;}ment tha sideéﬁe future outlook.
[ @d on predicted future

Second, ROA is related to accounti actices
N,

cash flow (Alwshah, 2009). In rds,qEPS i wates:gﬂat a firm will achieve in

ach@(Huei, 2012). Third, ROA is

the future, while ROA indi mat T'
S

not directly affected s in the sto Maﬂ@' but by the accounting methods
4 ¢ &
adopted for valui;ggs andlr ecog ﬁon. On the other hand, EPS “reflects
rs

the value inve igne lm's &éﬁgible assets based on predicted future
revenue flo ’%rsha Zg?FJur@(?OA, as an accounting-based measure, tries
to capt% ealth” ',of C Eechanisms from the management perspective,
Whik& as a market-based @ure provides a financial valuation of CG structures
f \m standpoint of outside investors (Ntim, 2009). Finally, the use of accounting

ndvmarket metrics permits more robust findings and checking market-based and

ccounting-based measurements of performance against each other (Ntim, 2009;

Mustapa, 2013). Both measures are discussed in more detail below in Table 3.2.
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Table 3.2: Summary of Previous Research on Corporate Governanc%% Firm Performance

S

Author Corporate Performance Measurement - Findings
Governance Variables [ Accounting | Market-Based Y.
Based E )
Filatotchev et al. (2016) e Ownership e ROA e EPS . idwN0t find a direct association between family ownership and
concentration. e ROCE e STIC nagfrial entrenchment and extraction.
e Board effectiveness e jpresence of an independent Chairman does not seem to affect
pe[fow.
Ahmad et al. (2015) e Boardsize e ROA e EPS Q\. Board ef@? showed weak and negative influences on firm
e Board performanices,
Independence o ZIndependent directors had weak and positive influences only on ROA.
e CEO duality Board Y. e Mataysian Code on Corporate Governance (MCCG) and Bursa
meeting \, "\ ala requirements, might not be as effective as expected in
Cﬁ . 7 enhancing future firm performance.
Malik et al.. (2014) e Boardsize e ROE . N’ A(si»bnificant and positive relationship between board size and bank
e ROA Cj >\ formance.
a o (A large board size can enhance bank performance in Pakistani scenario
Detthamronga et al. (2017) e Board size e ROE ‘% B %Q"Leverage has a positive effect on firm performance.
e Board e ROA N Qé CG is not associated with financial leverage
|

independence Y"’ <
e ACsize % bj :l O‘
e Female s

l
Alabdullah et al. (2017) e BOD '\ Q A negative effect of board size on firm performance.

] &
directorship [\ % ‘E(J
4 ot
e

e INED q P ),l e No CEO duality and no impact on financial performance.
e CEO duality | / S O e Insignificant relationship between the independent board (outside
2 Q’ Py : ﬁ directors) and firm performance
Daud (2012) e Board Size \Q ROEV™ & [w EPS e The result indicates that the level of the corporate governance practices
e CEO-Chairma ,{:)\’ was low for the Board of Directors’ Structure, very low for Directors’
e Disclosure of. \ Remuneration and moderate for Accountability and Audit, and
Senior % Communication with Shareholders.
e Indepen
Director,
Caspar Rose (2016) e Board cMsition e ROE e A positive link between ROE /ROA and Danish firm total CG comply
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risk management e ROA or explain d@e scores
internal controls [y

8 Al Manaseer et al. (2012) Board Size ROE e EPS. e Positive %elatfonship between corporate governance dimensions: the
Board Composition ROA PM number of Butside board members and foreign ownership and Jordanian
Chief Executive g@ffomance.
Officer (CEO) o rd Size and the separation of the role of CEO and chairman had a
Status ative relationship with performance.
Foreign Ownership %’study revealed that banks benefit from large size in offering

vicds more than granting loans

9 Yussof & Alhaji (2012) Proportion of non- | e« ROE EPS Ingonsistefice relationship between independent directors and firm
executive directors performance’ \‘2‘
Board leadership Q\ CEO aﬁm@bes not influence firm performance of Malaysian
structure scom nies.\T
Board size. Y' .\ inated by non-executive director’s result in high

4 ) q\p rfo ce.

10 | Mokhtar et al. (2009) Using the corporate | ¢  ROA EP Cp)\, Je 0 laionship between good corporate governance and firm’s
governance e ROE K pefformance
disclosure in e Profit \? AL
Malaysia reportby |«  Margin % >? S
Standard & Poor ‘% o P4 Qc:’

11 | Khanetal. (2011) Ownership ROE AN BPS ‘_y S-V Ownership structure has a positive relationship with PE ratio.
structure e PEratio 7 <Jve Internal audit, Risk management, Sustainability, Accountability has a
Dividend policy Y— Iv} ( S- positive relationship with ROE
Risk management ' , 4 '3
Internal audit \ |‘ \ %CQ
Sustainability & 3 } 40

12 | Sabri et al. (2020) Gender diversity o, a il P @) e Gender diversity is positively related to corporate performance

13 | Mgbame et al. (2020) Gender diversity ° A I © xf Tobins Q e Results show that female board representation exerts a positive and

J Q.— ) S NS significant influence on firm financial performance.

14 | Puni & Anlesinya (2020) Board size Q‘ RO'AV f 4 S e The study found that the presence of both insiders and outsiders on the
Frequency of ban ROE Al obin’s Q corporate board improved financial performance.
meetings 3 e However, the presence of board committees generally had a negative
Shareholder \ impact on financial performance while CEO duality had no impact on
concentr, t@\e financial performance.
rship

15 | Wijaya et al. (2020) Foreign rship. Tobin's' Q e The research findings were foreign ownership, government ownership;
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Institutional
ownership.
Government
ownership.

Size of the board

performanCe e institutional ownership and firm size had a
significaﬁ negative effect on firm performance.

v~

board com:‘ss ner size had a significant positive effect on firm
t al

16

Issa & Abu Siam (2020) e ACindependence. | e ROA . Th@)a significant positive association between the audit committee
e ACsize. racteristics and firm performance.
e AC meetings. e audit committee effectiveness and firm performance become strong
e AC financial en there is an interaction with family ownership.
expertise )
17 | Ahmed et al. (2020) e Board size. e ROA ° T}e result of tb\fé'research indicates that a positive link between all the
e  Ownership. e ROE Q\ predigtors waSfound: board size, ownership, gender, and audit
e Gender and audit scommitteesand firm profitability (financial performance).
committee v~ Sy Al -’
18 | Dao & Ngo (2020) e Board Size e ROA. Tobin’§0\,‘ <>\. G ‘negative and significant influence on firm performance, but
e  Supervisory Size e ROE Co) N earnings management was also found to influence firm performance
e Auditor Quality \ . pdsitively.
19 | Ying et al. (2020) e Board e ROA % \?-) @dependent variables are not significant to the dependent variable.
independence. e ROE Py . c\’Board diversity is significant to ROE, while others are not significant to
e Board size “ é’ ROE.
e Board diversity. \\ - Q\L There is no relationship between these independent variables and firm
e Board " r performance.
remunerations (X I )?_l 5
20 | Alzeban (2019) e Audit Committee e QFR b J | \"'U" éj/ e The findings reveal that each of these three components has a positive
e CEO. | } < impact on the QFR
e  External auditor & % &
quality PR YIS
21 | Dakhlallh et al. (2019) e Ownership > J [ '& To@" Q e The findings show that the ownership structure mechanisms have a
structure y Q’ P _Xb significant influence on firm performance measure by (TQ).
22 | Latif etal. (2019) e Board Size. \@ ROAD™ & y} e The results revealed that there is a significant impact of corporate
e Board Com. .{:,\’ governance on firm performance. Results further reveal the significant
e CEO. \ impact of board size, CEO/Chairman Duality on ROA, and the
Q}/ insignificant impact of Board Composition on ROA.
23 | Ciftci et al. (2019) e Gender i e ROA Tobin’s Q e A higher proportion of family members on boards had no discernible
e  Executive board effect on performance. the findings provide further insights into the
memb:r;@' relationship between the type of institutions encountered in many
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Independent board

emerging markets, internal corporate governance configurations and

membership firm perf
e CEO duality A
24 | Berardinoa (2016) e Managerial board e ROS e Statistics show relevant relations between firm performance and CG
e  Ownership e ROA attrib nd confirmed. After the start-up, the BOD's inefficiency in
structure e ROE ich there is an overlap between academic-founder and manager
ts greater openness to outside expertise.
25 | Makhlouf et al. (2018) e Effectiveness of e ROA e Tobin‘sQ ily control has a significant negative moderating impact on the
BOD atiohship between the effectiveness of BOD and firm performance.
An insignificant positive relation with ROA
26 | Marashdeh (2014) e Board size. ¢ ROA e  Baard siz hﬁs\m significant impact on firm performance.
e NEDs. e ROE Q\ CEO @ualit reign ownership & managerial ownership have a
e CEO duality. zpositive effect on the firm performance
e  Foreign ownership. Y' o\ ne;éﬁﬂconcentration and NEDs have a negative impact on firm
e Managerial 4 erfo ce.
ownership. C}, \W &
e  Ownership \ O
concentration. -t )A~A
Zedan & Abu Nassar (2014) e Largest e ROA % o f"y Te (_éblixed results because of the use of four firm performance
27 shareholders. e ROE 4 43- measurements.
e Foreign ownership, | ¢ TAT \\ ¥ \.A
e CEO duality. e ITR I I .%?
e Board size )? S
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3.6 Corporate Governance Effectiveness and Hypotheses Development Y'
This section discusses the relationship between Takaful Financial @hance

through ROA, ROA, and EPS as the dependent variable (DV). A?Mvn in the
previous section, this study's purpose was to examine the influenceYB~OD and AC
effectiveness on Takaful Financial Performance and SCQ asNrating variable.
Therefore, the research hypotheses for this study were de Y;;\s d on four main
hypotheses: 1) the relationship between BOD effecti SS al WFinancial

ess and aﬂ:lf}?r:cial
relationshi twi rREOD and
g Y

ects &:Q on the

rm Q Similarly, this
& Y

Performance, 2) the relationship between AC effe

Performance, 3) the moderating effect of SC

Takaful Financial Performance, and 4) 4the

relationship between AC and Tal\iF)nancial

investigation used the following c variab \ﬁr$ I e,dh*m age, and leverage

N
ratio. % o <£?
S@

3.7 Board of Directors E ene# an lka u&l‘manual Performance
The relationshlp% orp\ dh‘@/ce and performance depends on the

nature of the co anrlnme and e@mes (Alsartawi, 2016). A company’s

N
BOD has a roI in |br|qg§tHe executive management and reducing
confllcts t bet ’;e)) ers managers. It is widely accepted that BOD is
the m ntlal ee é nlsms (Koufopoulos, 2018). Therefore, agency

pr% re reduced. Severargxgwous studies have examined the effectiveness of the

§nd their relationship with the firm’s performance.

The BOD is the top level of the management pyramid. It includes several

missions, like organizing and overseeing senior management to improve financial
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reporting quality and constrain accounting information manipulation (Almaw
2015). Primary responsibilities are to oversee self-interest conduct of ex@% and
fulfil the expectations of stakeholders (Hillman & Dalziel, 2003; Daﬂ9\~al ., 2003;
Brandes et al., 2016, Boivie, et al., 2016). The board fundame ally exists for
monitoring, hiring and firing top management, compensatin ment, votlng on
strategic and vital decisions, increasing stockholder ealth, and protectlng
stockholders' interests (Baldenius et al., 2014; Bhojraj & upta,

CG controls the relationships among the BO rﬁ @nent

sclosure

transparency, and ownership structure (Ajlouni

focuses on the influence of the BOD’ w& sia Q‘kaful companies’

performance.
Fewer studies have be ctedoln t ill'ak sector than the Islamic
banking sector, especiall e 1onship en CG and the financial

performance of Takaw anles his ga I| e to several reasons. First, the

Islamic banking se as estlb§ nd re ed long before the Takaful industry.

Second, the ca I u 'IC b:{T_@l‘r{g industry is very large compared with
the Takaful i m T rd r esg'orej odies controlling the banking industry have

more expesience and’ ?e thaﬂ‘l?]e professional bodies governing the Takaful

md@ll these reasons mc@téd this current study.

ard Size and Takaful Financial Performance
Q Corporate board size is seen as a key board characteristic variable and play a
ital role in promoting corporate transparency (Khlif et al., 2015). Board size refers to
the number of board members (Othman et al., 2009). No theoretical consensus exists
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on the relationship between board size and a company's performance beca e
results have been inconclusive (Upadhyay et al., 2014). However, differ ions
exist on the influence of board size on firm performance. Some ha\l!'%osed that
smaller boards improve firm performance, while others have infm that larger

boards are better for enhancing firm performance (Shathawi ei:.: 9).

From the Agency Theory perspective, a larger b C ates' issues. First, a
large-sized board will lead to additional costs for a company YW‘O%) like

travel allowances, annual bonuses and other allowa

(\Vafeas, 9)’ i@nd, a
m nieﬁt' robleﬁ-' between

easl@;i, 1996; Yerz@f{w%).
On the other hand, Resource Dwace Theory“sugges %.\t a larger board

has a positive relationship with f@njal perfo\nc? b caus it allows for more
-:r"" y N,
diversity and specialists frorrlés fie’I\dS and aci i@s high-quality decision

making. Also, a large bo@s cr en ne& s to benefit from external
resources (Salim et % : Pre‘\‘/ us uoly sm‘gests that large BOD improve

large-sized board will lead to coordination

board members, which harms firm performance

‘&
financial perform'awcau@nd btgaSs contracts can be generated more
easily (Pearce % , 1992; 'stei ‘e%él., 1994; Jiraporn et al., 2009; Pfeffer,
¢

1973; Nti@baro en, 3)."Sinci'IZrly, a large board can lead to establishing
effectiv. ficieft ?mm' \es to improve financial performance. Finally,
stak&rs are better repres Y; this type of board.
‘%\everal scholars have examined board size and found positive associations with
@1 cial performance. In Malaysia, Haniffa and Hudaib (2006) used 374 listed
ompanies on the KLSE from 1996 to 2000. They found a positive relationship

between BOD size and ROA and argued that a large board has good experience and

4
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decision-making knowledge. According to Roffia et al., (2021) revealed t?'ﬂe
importance of the BS and its attributes in influencing the financial perﬁ%\e of
SMEs in Italia. Djebali and Zaghdoudi (2020) examined the relationsmoard size
and bank performance using ten Tunisian commercial banks listed"@n the Tunisian

Stock Exchange from 1998-2015. They found a positive and%\l.&mt relationship.
Arora and Sharma (2016) empirical study focused on a mb'r of companies
covering 20 important industries of the Indian manu ing ecWEe period
N 9 Y
2001-2010. The findings indicated that larger boar e associat '{h ‘{'g eater
depth of intellectual knowledge, which, in turr?b in% : ded@ﬁ-making
and enhancing the performance. Howevew esults, indieated L@Yﬁ: return on

nan@hdicators. Bansal

equity and profitability were not rel to gorporate ¢

and Sharma (2016) examined the %f CG in\pKM'

N
com @s listed on the NSE 500

J@T’a‘s firm performance

using a sample of 235 non-finanei blic'fi i
from 2004 to 2013. They %} polt e as cia@etween board size and firm
performance. Najjar (% und} osi 'glan&ignificant relationship between
board size and R(& en and jjar (Zog-ibund a positive relationship between
big-sized boards,and cempa

\ :

were able onitor compa

Emantéj\‘r' he authors argued that big-sized boards
s&vi@weak operational performance due to their
NN

variety illsand ba ds. B&d on a sample of Nigerian companies, Sanda et

I.,@) also found a ﬁaﬁve relationship between board size and firm

performance. The authors said that large boards were better able to contact the

[ob)

xtérnal environment and provide a firm with critical resources. (see also, Nicholson
Kiel, 2004; Abor & Biekpe, 2007; Buniamin et al., 2008; Kajola, 2008; Jaafar & El-

Shawa, 2009; Adams & Mehran, 2012; Kim et al., 2012; Tornyeva & Wereko, 2012)
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On the other hand, several studies have found a negative relationship b
board size and financial performance. Ahmad et al. (2020) studied 50 @ncial
companies in the Oman market in 2018 and found a negative relat ip between
board size and financial performance. Palaniappan (2017) used damn 275 firms
listed in NSE from 2011 to 2015, using a multiple regressi Nel and found a
significant and negative relationship between board siz s%lir's Q, ROA and
ROE. Mollah and Zaman (2015) used a sample study 6 Is nws‘ from 25
countries from 2005-2011 and found a negative rel hip betwe cﬂir&%i}‘sand

firm performance. Pillai and Al-malkawi (20 fo,% ative\r?;\tionship
. N

between board size and firm performance

e
Mak & Kusnadi, 2005; Mashayekhi % 008; Rashid et a@lo; Adnan et al.,

2011; Kumar & Singh, 2013). (,) \Y

N,
In Malaysia, Zain et %19 ostud e«xang five Malaysian listed
companies from 2013 to \he r ts found @Tﬂégative relationship between
y a

board size and firm ;% ce. 'I}] rguet @ larger boards could not ensure

effectiveness in itoring
performance.NQQ 010)+fi

¢
regards to firm performanc

a&it @ olton (2009) and Kajola (2008) found no
NN
significant selationship n boa&size and firm performance.

e

the aim of examin@ﬁe relationship between the BOD size and financial

pg\rmﬁnce, the following hypothesis was posited:
H1: Board size is positively related to the financial performance of Malaysian

Qakaful firms.
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3.7.2 BOD’ Independence and Takaful Financial performance Y'

The board's independence is a key factor in CG (e.g., Dahya et al. ,@}Iack
& Kim, 2012; Tulung & Ramdani, 2018). Independent directors arﬁ%&executlve
directors, who have no employment relationship with a company,?ot affiliated

associated with any subsidiary of a company, consultants,

with any key company employee, are independent of senior % ent, and are not
mrjor suppliers of

the company (Leung et al., 2014). Independent directo ve :\w‘m“p with a

firm except for serving as a board member (Aebi et 12). Boar d‘pe@e ce is

measured as the percentage of independent bvm % oa@r members
T

(Abdelsalam et al., 2016). \) 0\ %\
An independent director contl\)xpertise obj@ity in decision-

making or advice, superwses ad ative an % ,(f%lsions, and oversees
company performance (Yeh e 1) xtan mplr@- vidence has shown that
firm transparency improv |nc eases | dependence thus reducing

information costs with (Da llall tAI iy 9)
4 ’ &

A conflict e B\mongl \fars and cymakers on the impacts of board

independence | pe T pact may be explained using either

(.)

¢
Agency T?ﬁ% Stewards ‘Fh@ in the analysis (Singh & Delios 2017).
Suppor% e

the reduce conflicts of i st and increase decision-making efficiency because

-('D

NN
ward 'heor ‘&meve that non-independent members serving on
of“ther® knowledge of the company's strengths and weaknesses, which helps in the
Q gic planning of the company. The Stewardship Theory argues that many
dependent members on the BOD negatively impact firm performance by increasing
costs and imposing new controls (Adams et al., 2010; Cicero et al., 2013). On the
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other hand, Agency Theory posits that increasing the number of non-indewmt
executive members leads to increased central decisions. (0\
Mobbs (2013) proposed that increasing independent membe@* mitigate
agency costs and reduce conflicts of interest between managers and shareholders.
Through independent members, equal information can b Md to all users,
increasing the reliability and relevance of sound decisions ?:nrftny (Rutherford
& Buchholtz, 2007). Defenders of the Agency Theorysadvoc te\!wdd‘ependent

board members leads to more effective control

increase administrative efficiency because an i n\ S se@vted from

executive management (Bertoni et al. 2014

The MCCG requires listed firm ave'a majorit

members to be independent directo(ﬁahrier ef\zo_‘a_l..WS) ,Q_Q\Guidelines on CG for

N
Licensed Institutions in Malaysia=re€inforces thein ro@ accountability in the

decision-making process. T S nsir ind@ent directors should include

the following: l 0’
4 ¢ &
e To provide an;@then r'qe\uired in%ehdence and fairness to the board;
ffectiv [

and@ ilities on the board:;

nﬁigg_pf interest between decision-makers and the

mar%;i of 't ‘atitufk_ for the day-to-day operations of licensed
ises; \Q/

o \)ositively challenge and participate in the development of corporate strategy

Q ind attitudes of the Licensed Institution; and

e To guarantee that satisfactory systems and controls to protect the interests of the

Licensed Institution are in place (BNM, 2013)
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In its “codes of best practices,” MCCG suggestions aimed to enhancw
transparency, independence and accountability to the company’s stak@ and
other shareholders, and its effectiveness in satisfying both its p nce and
conformance functions (Wahab et al., 2007). Y'

Per Bursa Malaysia amendments released in January 2 Nast one-third of
the BOD members must be independent directors. The ter &;d(int as prescribed
by the listing requirement and the Malaysian Governanc der eMPendence
from management and independence from significan holders (P nll, E@'

The independence of BOD, Shariah commi , S ,ﬁn it co@i'ttees are

X

ccord@to Jiang et al.

(2015), independent directors can he‘m ittees an rds@(‘h experience and

knowledge to handle corporate @js effec\etyXT eg:\orporate structures'
;\n" y N,

independence is critical to an i practice Shar@vernance in the Takaful
industry. Public confiden@akar S stake with respect to this
independence. % I 0’
Previous s@ve @1 the @onship between board independence
N
and corporat@na e,%ﬁpbm ve been mixed (Brown & Caylor, 2009).

Amedi aerafa (2020)' u ingé‘\&‘t’a from all Jordanian companies from the
’
manufsw sector from 261%?3"2018 found the independence board of directors
ma

an& directors' presence}'ositively influenced firm performance. Terjesen et al.,

among the challenging issues in Malaysia's“haka

‘%using data from 3,876 public firms in 47 countries and controlling for a broad

0 of corporate governance mechanisms found that external independent directors did

not contribute to firm performance unless the board was gender diversified. Khan and
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Awan (2012) examined the influence of board composition on corporate perfoWe
based on a sample of 91 listed firms on Pakistan’s Karachi Stock Ex@This
study revealed that independent directors positively affected firm pmnce, and
the authors argued that a high proportion of independent directors led to higher firm
performance. \)

Furthermore, based on a sample of 950 Italian co X;)T 2007 to 2009,
Gordini (2012) suggested that the relationship betweenfitm pe foWa‘nd board
5) study eluﬁsh\‘g;ved
that the addition of independent members to t d im{ e pe@%ance of

T
the company and response to the guidelinm report, had |%éT0 a significant

improvement in the performance of aes due to inc@ﬁ% of independent

members Similarly, Choi et al. (% found \%ar ,@Ependence positively
spe

independence was positive. Dahya and McConnell’s

(2

impacted the performance of irmsne i@n@ aftermath of the Asian
financial crisis. \ l \A
In summary, 0 believe a} "havi g independent board members

s &
believe that havm*%pender Mers (&b@ Board with good experience and
ves firm

knowledge im nce a(l:d?évercomes the problem of bias, boosts

¢
disclosure a;%incre ses, t tr{nsae;r'e%cy of accounting information and reduces

NN
formati ?vided$ investors (Al-Sartawi et al., 2017).

&

rs have found a @ive association. For example, Alsartawi (2019)
eE\kd the relationship between board independence and performance among listed
slami

¢ Banks in Gulf Cooperation Council countries between 2013 and 2016. He

the conflic

ound a negative relationship between board structure and the performance of Islamic

banks. Marashdeh (2014) found a negative and significant relationship between board
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independence and firm performance. He explained that the negative reIationsWs
because independent members work part-time and, therefore, do not ha@cient
knowledge and experience about the company's daily activities. T ficiencies
negatively affected their role in improving the performance of the company.

Bhagat and Black (2000), using a sample of 934 large li N firms, found a
negative relationship between board independence and fir tal'ce. The authors
argued that some deemed independent members were notdindepe dwpag‘egent

because they had a relationship with the firm %some W. nﬁa@Q%)

examined the relationship between board ind ce.and fi erfo@%ce. The

asure@v;obin's Q.
ran @&1) examined the

author found a negative relationship on firnﬁ@ a

Others have found no relationNaexample,
effect of CG on corporate perforn‘%by anal\'g?%
Kfim.

N,
Bursa Malaysia from 2003 to e result faund n@%ﬁtionship between board

'hysian firms listed on

independence and corporat@mal . Buallay e ié (2017) measured the impact
t

of CG on firm perforr% he S:i' i st 'lgle@hge (TADAUWL) from 2012 to
2014. The study,wm[@sted cg;a%ies, revealed no significant impact
between BOD b@ enc arket@}&f'ormance. Arosa et al. (2010) found an
insignifica@onsh | e eéﬁ oard members independent and company

NN
Spaih kiY_aI. (2010) found an insignificant relationship

perfor
bet oard independence a{d}fompany performance in a study of European banks.
\veral of those who have studied Malaysia have also found no relationship.
oth Johari et al. (2008) and Wan Yusoff and Alhaji (2012) argued that board

dependence did not affect firm performance. Hashim and Devi (2005) also failed to

find any significant evidence on the relationship between the proportion of
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independent directors and firm performance in a sample of 280 Malaysian C
listed companies. Lastly, Tham and Romuald (2012), using 20 listed com@n the

Bursa Malaysia from 2006 to 2010, also found no relationship ﬁ&en board

independence with firm performance. q

According to Agency Theory, independent managers. monitor the company's
uZhy,

performance better than internal managers (Kor & Sund f009; Adams et
al., 2010; Balsmeier et al., 2014). Also, companies wit rei ewlnanagers
have better operational performance (Mobbs, 2013). me of the li aﬁr&%ency

Theory has stipulated that firm performance e % n th&ODs are

more independent in managerial decisions (€hen al.*%\OO hoi e&m?).

To explore the relationship een board penc@%e and financial
performance, the following hypoth@jpositeg.\_\_Y

N,
H2: BOD Independence 4 ivel nrelat to t e:@wformance of Malaysian

Takaful companies. \ I §
X | s

3.7.3 Executive Membershi andﬁ Ffr@ylal Performance

Executive l@mb

serve on the BODNDirectors

ip istthe p age of executive board members who
(}!we(;%pfonsible for an administrative task in the

firm’s dai@nes, while being a (T}d member, can be defined as executive board
’
embes. ave

m vious studies \/Wnphasized the relative importance of executive
5

dimrs, suggesting that they\ontribute to available expertise and facilitate more

iscussion within management (Muth & Donaldson, 1998; Donaldson, 1990).

0 executive director serving on the board is an extreme version of excessive

concentration of power found at firms' upper echelons.
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In Turkey, such director duality may also exist when duly empowered m
are present on the board. Hence, this situation must be accounted for. T@ es of
directors in terms of their roles and functions are categorized as mmde@*m another
perspective, board members who do not have managerial position&w'are not duly
empowered members are defined as outsiders (Kaymak & Be 8).

Unlike Agency Theory, Stewardship Theory posits t %vrs who are good
stewards are willing to do their duty to grow a firm. Wh en wgks at the
ial intere f"t@g‘ze'nt.”
ag s’ Contri tion\cynes from
return M{ thé~comp Vgoa & Ngo,

2020). Hernandez’s (2012) definition N@dshlp ent he s@ ice of one’s self-

interest to protect the long- term W of othe h&{\bre if a firm can go

self-interest, most of the time, it is in terms of the
Conversely, Stewardship Theory argues that

their desire to work and create an excell

from agency to stewardshlp, ow becaus b r@aers are willing to work

their best to contribute to it I
banks

X
\
In their study o% UKJ I’( Bektas (2008) found a positive

relationship betw Qecutlvel emb d firm performance. Doa and Ngo
(2020) found t ther nu

mem holdlng both executive and board of

directors | n as np si lationship with firm performance. However, in
Roman orlea et Al ) foa@that higher presence of outside directors and
u between inside a G%ﬁ(tside directors did not impact firm performance. In

I| 0 he above discussion, the following hypothesis is posited.

: H3: Executive Membership is positively related to the performance of
alaysian Takaful companies.
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3.7.4 Muslim Directors and Takaful Financial Performance

Muslim directors can function effectively on boards of firms when @With
the majority group of other religious groups. The belief is that Mu irectors in
Muslim countries such as Jordan, Yemen, Irag, and Saudi can simntly impact
firm performance due to their religious beliefs that regulate Ncs, morals, and
dealings (Ibrahim & Alam, 2018). This variable was used Yurre'lt study because

Malaysia is a multi-ethnic country and more than 4 f th Mn is non-

X
Muslim. It is good to investigate diverse boards@ig racel an Iidio_&‘-tm\ firm
4
<

performance (Hassan & Marimuthu 2018).
o N~ N
Earlier. Having Muslims on the boarw ectoﬁ, who,carry esponsibility
&

ect @ environment by

of being Allah’s (SWT) representaN earth to

upholding the principle of vicegere% seen to\rhe$a I)Qt f the commitment to
-:t" y N,
% % @ of the company assures

CSR. Moreover, having a Mush hairfan or

that the Islamic concept o@ res, ibility andsjustice will be cared for (Abd
Mutaleb et al., 2017). I 0’
4 ’ &

Haron (201;3gﬂhglolon'e reveiéi/that many studies generally witness

that religion w{ﬂ tly ™ cor <<(e governance decisions. Hassan and
¢

Marimuthu ﬁwoun a 'vé' re@%?nship between Muslim members board and

NN
ein M s.n Iist‘i(_eé?ompanies. Kim and Daniel (2016) asserted that

hical values com ﬁ@{/ shared among Muslim directors significantly

i \d the corporate governance structures a firm adopts.

Q Islam is very sensitive to ethical values and is guided by Shariah principles
Ahmad, 2000). Thus, Islam is expected to encourage good corporate governance
mechanism and may reduce monitoring costs (Alhabshi, 1994) and focus on
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improving firm performance rather than accumulating wealth at other sharewm
expense. This creates a positive relationship between Muslim dlrect@flrm
performance. Guiso et al. (2003) argued that the concept of brotm one of

Islam’s ethical principles, encourages social responsibility and avoids competition

among his brothers in the market. Hence, Muslim directors might exhibit more
conservative behaviour in running a business and m er good firm
performance (Guiso et al., 2003), and a positive relatio pe nethelss
Alam et al. (2020) argued that sometimes firms use t B and Sh é«e_ckﬁwves as

a showcase and rubber stamp to accomplish thei pro.@zrl' hus, the

following hypothesis is posited: 0\ g

posm ely related @'Te performance of

Malaysian Takaful companies. \ /<\
c;

H4: The presence of Muslim di

ff

? @
3.7.5 Meeting Frequency anN'{ ful Financi perf ance
The BOD shou reRaﬂy |’cuss 0 p |ssues, discuss problems, or
propose new busmess deve men.Kd'e h!E 4is a requirement for good governance

practices (Makh et I, Cll4) eque erlodlc meetings of the BOD are an
BOD controlling executive management

indicator oft |I| of me t';d's
and prote rehol ers' )lg s@'ﬁ et al., 2017). Regular meetings of the BOD
enhan ectlven S ofr th,e\/ eompany's business's control, which contributes to
5
9 g

m od decisions that h Ep improve performance (Vafeas 2003; Mangena &

gana, 2008; Ntim et al., 2017). Moreover, more frequent meetings enhance

O/alty among board members, shareholders and employees, contributing positively to

performance (Vafeas 2003).
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MCCG recommended that the BOD meet regularly, and the total mWs
during a year should be disclosed. Though there is no condition for th@er of
meetings. The suggested recommendation is aimed to give a positive \mnt for the

companies’ controlling which presently has less than four yearly meefings (Alnasser,

2012) \/

Mixed results exist in examinations of the relation b(weer the frequency
n

meetings of the BOD and its impact on financial per ancel LI ‘d Lorsch
T
(1992) and Schwartz-Ziv and Weisbach (2013) beli that mor. rehu ﬁt}board

meetings positively affect financial perform auK{h ow @ BOD to
T

discuss a company's performance. Monit company ctivir.é\s considered

among the most critical responsibiliti‘wa BOD (So roy@ Mahadeo, 2012;

iddiqui et al., 2013). N ”
Siddiqui et al., 2013) cﬁ AT \&

Some previous literatur nd th‘é rela mhi@een meeting frequency
and firm performance to ¢ os'i Impact. @ on a sample of Australian
banks from 1999-201 im et al. (201 shovh board meetings have robustly

g F &

significant and posittwe effects ‘) \nse ficie Chen and Al-Najjar (2012) examine

a large US sample of 22,366fi 'r ob ﬁ&&ftions. They found that capital allocation
¢
was highly lent in fir 'tlf'frw nt BOD’ meetings. Also, Upadhyay et al.
NN

(2014) ree a pasi 'ssociaﬁs\n between the frequency of meetings and firm
perfn&ce using a sample{f}z}g firms. Ntim and Osei (2011) indicated that a
p Nrelationship existed between the frequency of board meetings and corporate
erformance, based on data from a sample of 169 South Africa listed firms from 2002
0 2007. The authors suggested that board meeting frequency should be considered a

metric for measuring the power and effectiveness of boards of directors. Moreover,

130



they argued that boards of directors with a higher number of meetings througtw
year would have higher performance.

Stewardship Theory posits that executive managers are trustwom%onaldson
& Davis, 1991; Letza et al., 2004; Siebels & Knyphausen- Aufseb, 2042). This means
that more Board meetings do not improve a company's perf Whlch supports
reducing the board's involvement in its daily activities (M Q%n W, 2011).

Some studies argue that frequent meetings of th D may er affect

firm performance because protocols and routines dominate these m ds _&&mmally

if several independent members require an ext L@ tou stand the

details of the issues. This wastes t|m r scu%\lng atter interest and

importance of the company (Vafeas oponents is @%nent believe that
the frequent meetings of the B eate a t(\'] the preparing and
processing information and nt ﬂfor eetin @(‘?Vafeas 1999). Some
theoreticians propose repl |od c“meetings v@mergency meetings only in
cases where meetings sary, sl?} e‘pl g the CEO, periods of financial
crisis or any situati here ov'n ts are sk (Ntim et al. 2017).

Vafeas ( 99) a(jﬁ’ge number of meetings harm firm
performanc m arly, a 169%‘.?0und that an increase in the frequency of
meetin boar® increa: 'sncy a,? ts, such as allowances and travel expenses and

penses which neg{;@'iy impact financial performance. Christensen et al.
( Iso found a negative impact of board meetings' frequency on the Q-ratio in
Australian firms. Finally, EI Mehdi (2007) use a small sample of 24 listed firms

Tun|3|a from 2000 to 2005 and found that the board frequency meetings did not
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affect firm performance. He argued that that firm performance was related e
efficiency of management and not to board meetings EI Mehdi (2007). (0\
Several have examined this issue in Malaysia. For example, Atﬂ&nad et al.
(2018) examined a sample of 341 Malaysian Public Listed Compamom 2003 to
2013. Board meetings showed weak and negative influences_on firm performance.
Noor and Fadzli (2013) investigated 162 public listed co EX-at Fursa Malaysia,
using stratified sampling from 2006 to 2008 foun ard Megatively
influenced firm performance. Taghizadeh and Sarem 3) examin 1#) w}‘;ian
listed companies in 2008 and found that bo ting@ gh pq&.ntage of
é\‘?
Hence, to study the relationsh mn board tin@gquency and firm

performance, the related hypothese%rawn as\nb&: ,<\
-:1" y N,

H5: Meeting Frequency 4 vely related to th@formance of Malaysian

Takaful companies. \

\ S
3.7.6 Gender Diversity a akaful Fi ciﬁ{g@rformance
In recent y@rd '\,ersit ashb e a significant element of governance

N
arrangements@& etlal.g 2 )‘,beqa%r’diversity in the BOD is one of the key
mechanier-’vmprov g d é ical issue for policymakers in many countries
’
(Ferrere- 201"5

ro et al., ).\/ male board members have been found to be

5
coN@e with financial outch’nes, and their presence has been found to be highly

independent directors negatively influence 0\

e

e in countries that strongly protect shareholders. According to Post and Byron

0)15), female board members are highly interconnected with the boards'

responsibility, including strategy development and supervising.
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In the corporate world, female participation on boards is meagre. Accord?ﬂ'a
Catalyst census, women's participation in boards is only 12.4% in the US@% in
the UK. However, Norway has required at least a 40% participatio omen on
boards since 2008. Currently, Malaysia has laws and regulatiorm encourage
women’s participation requiring companies the board to have§le~ 30% of females

(Hassan & Marimuthu, 2018).

Agency Theory suggests that more diversifie orate W&re more
ing functio V\'arl@%;O).
S t% problg%;, adding

. _ \&
n-maxing piééss (Francoeur
pr(@% of persuasion in

independent and better able to perform their moni

Agency Theory suggests that women bring go

truthful information to solving problems aﬁ*@

et al., 2008). Also, women improve deei 'onand help I

decisions (Fondas, & Sassalos, 200%iden%¥
N,
management reporting that inc%he opganis ion's @ngs value (Huse, 2010;
\ N\’w
Srinidhi et al., 2011). %\

Resource Depen i;eory a(Lues orheh} directors add quality resources,
4 F &
unique relations Wmitnle \RN e b(ﬁ/lt has been shown that women can
diversify com ication th ir ur@;}é‘fanding of customers and markets more
m\ ¢ C?n
than men (I , 1993)! Thi @u es that having many women on the BOD
NN
helps strategic/Uecisi ?s in‘_(_ase understanding and knowledge, and improve

decﬁ&nd formulate polic@ﬂ strategies (Westphal & Milton, 2000). Luckerath-

t t,@nen help monitor the

‘% 2013) indicated that firms with female directors perform better than firms
@ out female members on their boards. Brown et al. (2002) also assumed that, if the
erformance was poor under current corporate governance, the reasons should be

sought for this poor performance should be sought and who should be on the BOD.
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Nonetheless, mixed results have been found on the impact of Gender D
on financial performance. Darko et al. (2016) using a sample of 20 Ghanaian*firms
and based on cross-sectional data over five years, found the represerﬂkof female
on BOD had a positive impact on firm performance. Terjesen et al. (2016), using data
from 3,876 public firms in 47 countries and controlling for a _broad set of corporate
governance mechanisms, revealed that firms with more %/elsity had higher
firm performance using market- and accounting-bas etr swﬁma, and
Muhamad Sori (2012) in Malaysian listed compan und a posi vd a@‘:ﬂon

between gender diversity and firm performanc g % i (2@ found a
. N
arg'div

significant and positive association betwee fina@? performance

in Kenya firms listed in the Nairobi S anange. Carter'et al@%) looked at the
relationship between Tobin’s Q ar%men's pr\nc_‘g_segin béboards of the Fortune

N,
1,000 companies and found a si%\t an(?posit ecrelzgy hip.
Based on all public ?';[\w 1
Exchange (OSE) fron% 200

ﬁ';af traded on the Oslo Stock
&
and negative rele:@) bet\,re\the quot%gflwomen and accounting return and

decline in Tobi% ea 2 terprtféq%n was the quota led to younger and less

o !
tién"‘)

experience rds and /deteri ejoperating performance. Finally, Chandani et
NN
al. (20 udied badk-fi ?'al p‘_c rmance in Pakistan measured through ROA and

X

O%d on secondary da@lected 2005 to 2016. They found an insignificant
a%xmn between board gender diversity and banks performance. Last, Rose
2007), who studied Danish listed companies, did not find a relationship between

Qard diversity and Tobin’s Q.
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This relationship has also been studied in Malaysia. Lee-Kuen et al.
examined 100 nonfinancial listed Malaysian companies from 2009 to Q%\r hey
found a positive relationship between gender diversity and firm perfon’*, Sabri et
al. (2020) studied the impact of gender diversity on the performang€ of the top 50
listed corporations in Malaysia from 2014 to 2018. They f N higher gender
diversity improved the performance. In contrast, Abdulla h ined 100 non-
financial listed Malaysian companies during 2007 an nd a nws‘sociation

Y

between gender diversity and firm performance. I _f)

Some nations have passed regulations vu; inga\"g sharqy;/stem by

alaysia, the@;ng said that

icie@<< gender diversity,

introducing seats designated for women imBO

“The board discloses in its annual reMaompany’
its targets and measures to meet th%rgets. \Dsrwe om_f}anies, the board must
E y N,
% it @n Malaysia, 2017).

have at least 30% of women di (Securitiess€omm

In light of this discu?\#is T ye ed the relationship between
r

Gender Diversity and% man‘g :
H6: Gende;@ity@ive
Takaful companigs.
S P s
3.7.7 Boa@recto > Effe ive“escﬁj
&N 2 S8

tal. (201 ha(e ar\d/%d that the main component of CG is BOD, which

& 5
IS wns ble for the monitor}rg role. According to Agency Theory perspective, the

s an essential mechanism to monitor managers so that they act to maximize

Qckholders' interests and wealth. Indeed, the BOD plays a crucial role in reducing

the information asymmetry that increases agency problems. Another primary role of
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the BOD is to provide the company with various resources that are benefw
decision making to improve company performance (Guerrero Villegas ®018).
In addition, the effectiveness of the BOD plays a significant role i cting the
interests of stakeholders against management’s self-interests (Siam eWOM).

Several prior studies have addressed the BOD effect*’ sMsing aggregate

measurement to measure BOD effectiveness (see, Gilla 1%; Siim et al., 2014;
Amrah et al., 2015; Makhlouf et al., 2018, Shatnawi, 2 Thege Ms agreed
on the importance of using a composite measure for reasons. First, t @ter to

use a comprehensive measure to avoid the limitati okfn rics.j\rﬁ-i'vidually.

radlct@‘results, while

{<

i aIIyO complementary

Second, individual mechanisms might pro ed

the aggregate measure provides wa results.
relationship is present between t%ech nis_ﬁE\ng
€

N,
composite measure to evalua effectiveness b%jét?e they are intervention

variables. \ N
-

Several have studi rd effej\ive ssla&bomposite score. Dhaliwal et al.
4 F &

(2007) found that gb ance gults in better accruals quality. Their

,q:\s better to create a

o}]

’S %’ employing four commonly used board

I
2 o)

cerji independence, director shareholding, and

study measuredathe stfength

¢
effectivene i i|etbcs: ar

CEO-Chairduality. M Sentlyﬂ?ﬁlk and Al-Ebel (2013) indicated that when the
BOQ)re increased, this @%(E the level of disclosure of intellectual capital in

a \:ank reports. In their study, the score of the BOD's effectiveness consisted of
& ollowing measures: the size of the board, board independence, board number of
eetings, committees of the board (audit, nomination and remuneration committees)

and CEO duality. Furthermore, Amrah et al. (2015) used a composite measure of the
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effectiveness of BOD to detect the influence of the combined effect on the?‘!f
debt. They argued that using a composite measurement permltt
comprehensive measurement of the effectiveness of the board. *

The “board of directors’ attributes are essential in mamtaR'the Tafakul
firm’s financial performance efficiency and effectiveness. pec1ﬁcally, the
previous studies examined the effects of the board of dir tﬂ utes on takaful
firm’s financial performance in Islamic countries. Base the rewmes past

researchers chose to examine some elements in the of direct aﬁr&ﬁ& that

would affect a takaful firm’s financial perfo he% re t ard size,
the proportion of non-executive director s @) halmian aratio@:qjuality, and

rea Lﬁms to provide a

Muslim directors in the takaful firm II this pa

comprehend systematic reV|eW re charac I $ Ia\K to board committee
members that can enhance t gerfor ance 4?;3 afakul firms. board of
directors characteristics a e ve elan | tant aspect to ensure the
effectiveness of takaf eC|f| jlyt r'd C|al performance. The board of

directors characteri play w in g the effectiveness of takaful firms
in term of flnaan orm nudi ’thfél 2021).
Base %argu en \é @j’e)xpectatlon is Malaysian Takaful companies

With hi oard effeCti , meaared by composite score, can enhance financial
ce by mmmmn@ency problems and improving monitoring of

ial actions. Therefore, the following hypothesis is posited:
H7: There is a positive relationship between BOD effectiveness and the

erformance of Malaysian Takaful companies.
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3.8 Audit Committee Effectiveness and Financial performance Y'
In the 20th century, after the financial scandals at major US compa@%&h as

Enron and WorldCom, the Sarbanes-Oxley Act became one of the itical laws
for controlling disclosure and internal control, particularly in definingithe duties of the
AC. The Blue Ribbon Committee (BRC) suggested thr eNmendations to
enhance AC governance's effectiveness: strengthened ind x fectiveness and
accountability (Al-Matari et al., 2014). .\d‘

The AC is one of the most important commi in the com y'tci\ﬁ%tntain
transparency and accountability (Algatamin, The 8 i res@ﬁible for

rs of L@SE are part of
res@ﬁd correctly to the

formulating the company's financial strategw th
| Dosi

the BOD. Therefore, if the company's¥inan

BOD, such representation will im;@sits finanﬁ\mgfo

2015). According to Subrata %Natislnal ?oek E nge Quarterly Briefing,

&
2013), “The AC is an importan ovlr C ec@ designed to ensure that a
ge

nd edibl@rformation that investors as well

positio

Tﬁ:e. (Bhardwaj & Rao,

company produces rel quate

4 ’ &
as independent obsefvers can u \ass SS €O y performance” (Bansal & Sharma,

2016). The ACyacts™as a li

discrepanciei%en them _in fe'rméi.& or understanding (Azman & Kamaluddin,
D)o'

2012).
Am functi f@KC'tm't firm’s fi ial perform d
primary function o is to monitor a firm’s financial performance an
\

i%&cial reporting. In this sense, it is expected that ACs should strongly affect the
elect

ion, removal and remuneration of auditors; the content and extent of audit work;

en t{r-ejfBOD and the external auditor to avoid

.

e auditor independence; and the resolution of disputes between auditors and

executive management. Also, ACs should review and agree upon chosen accounting
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policies; and they should also influence a firm’s approach to financial reporting; S
of disclosure, and adherence to standard practice. Furthermore, besides m@s g the
reliability of the firm’s accounting processes, ACs should ensure the jance with
corporate legal and ethical standards, including the maintenance of preventive fraud
controls (Turley & Zaman, 2004). V

The aims of revised MCCG in 2007 were to reinfor Yr:ti ns of BOD and
ACs and guaranteeing BOD and AC fulfil their duties an@yespo sinjectively.
The emphasized amendments on AC were on the cr of memb A¢,@ency
of meetings, the structure of ACs, and the necessi r c&lfn rainiQazZFairus et

al., 2015). \/ {\T

The MCCG suggested that th Oacreate an th@%d at least three

members, most of them were intégsdent, an\INﬁ%we

bez‘s\ were non-executive

N,

directors. The AC's responsibil auth%ritie re 2(? written and approved as

a reference for the work. %ﬁmb’ e C@ttee were to have financial
expertise. At least on%o e a membe g'f‘a'gfessional accounting association

s &
(Fairus et al., 201 n Aj? the ggnty problems in Takaful companies
because it canahelp ‘impro i 'cial @ﬂing quality (Hardwick et al., 2011).
¢
Therefore, rd's ACishoul oﬁti\el)/mfluence the size and technical competence

NN
of Tak perators { a;i et @018).
AAC is one of the @ﬁal governance mechanisms aimed to enhance its

fi XI management and improve firm performance. In this regard, the Oversight

@ mittee has four qualities that must be considered: Chairman Specialization, AC

ize, Independency, and Meeting Frequency.
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3.8.1 Audit Committee Chairman Specialization and Takaful Financial Y'
Performance (0\
The AC chairman should be independent of the administration b@% he needs

a different mentality and perspectives relating to specific financial reporting and

Nlisted company

Iays"an Institute of

\d

X
MCCG (2017) pointed out “The Chairman of t i th hzir@f the

the\cgrnmittee's

posi@ of Chairman
obj@(ﬁty of the board’s

N

of A mmittee members. AC

auditing issues in a company (Ng, 2013). The chairman of th

must be an independent director and a member of

Accountants (KLSE, 2000).

overall effectiveness and independence. If p

of the Board and Chairman of the AC\%M impair
review of the AC’s findings and reo%&ndation\?

MCCG also focused omé ifi

committee members shoul e :1[ skills«t0 perform their duties. All AC
members should be I% knowle ab understand what is within the

'3
|

purview of AC's etence,ll \d-mg finaneial reporting procedures (Securities
Commission Md@ﬂ \

DeZo %Salt io‘ 2 1farQ;3 that AC financial expertise increases the
Iikelihoq;%t'ectifg ‘a'al n‘_;_r%?.\atements, which is reflected in better financial

per ce. Further, DeZo@ét al. (2003) found that more experienced AC
m\ and those AC members who were CPAs were more supportive of the
xternal auditor. Concerning Malaysia, Rashidah and Fairuzana (2006) argued that an

C must include competent and experienced directors in financial aspects. This is
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because an AC is first and foremost formed to monitor a firm's financial rew
process. (0\

To date, no study examined the chairman of AC specializame has an
accounting degree or other specialization. While the MCCG doesWnention this
izat

issue, this study examined the impact of chairman speci on Malaysian

Takaful companies' financial performance to fill this kn
the relationship between chairman specialization an
following hypothesis is posited. I _\"}

H7: AC Chairman Specialization is positi related performance of

T
Malaysian Takaful companies. \/ 0\ %
3.8.2 Audit Committee Size and T%JI Finan\H?grf @ce

The size of AC is an es aracteristi

MCCG 2017 states that an Mnl ember S%have at least three members,
d

F &
directors. \ Q é./
Several Qd\%exa i Ac§fze and its relationship with financial

ér aIG 14; Siam et al., 2015). Several studies have
NN

ip bet@en board size and firm performance. Zraiq and

Fadimw) found a positiv@t’ insignificant relationship between audit committee

m?\\ ROA. Whereas the relationship between audit committee size and EPS was
oSiti

Q ve and significant. (1999) found a positive association between the board's size
nd monitoring process that resulted in higher performance. Mohd Saleh et al. (2007)

asserted that an audit committee with more members likely to possess diverse skills
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and knowledge, which was likely to enhance monitoring. This findin S

subsequently supported by EI Mir and Souad (2008). Further, Psaros E@gued

that an AC needs to have sufficient members such that different and ed views
can be canvassed, and one individual does not dominate it. This msistent with
Resource Dependence Theory (Mohd Saleh et al., 2007). V

Conversely, several researchers argued that a larg Y; as detrimental.
Saleh et al. (2007) raised questioned whether a larger audit.com iwd result in

X
effective monitoring. Raghunandan and Rama (200 ued that g‘-s'@audit

committee increases the number of meetings, as % eved@i a larger

of t@z;d for more
e, I@audit committee

audit committee could lead to inefficientw

frequent meetings, which leads to in ed)<penses.

could negatively affect firm perforr% Lastly,\rkkw (
o >
unlikely to have any effect on fi ormance. “« Q-

&
Although the literatu S xte]s ely discus e?éhe relationship between the

audit committee size irm perfarmance ltl‘fbeported results are mixed. To
’ b &
examine the relati ip bet‘lv \rh.e AC «Size and corporate performance, the

following hypow posited:;
¢
H8: é} is positiv
compar% ’

b 4
C}/‘?’

S.w t Committee Indep}ndence and Takaful Financial Performance

Aéc independence refers to the proportion of non-executive committee members

OSUS executive members (Abdullah et al., 2008; Kang & Kim, 2011). Governance

codes around the world require the existence of ACs and assurance that ACs are

142



independent. An increase of non-executive members leads to increased co e
independence (Mohd et al., 2009). Moreover, according to Abdullah e@OOS),
companies have ACs composed of internal members who have . Such a
company is more exposed to fraud than similar companies in the sameymarket and size
with an independent AC. Cohen (2011) argued that an i Nnt AC ensures

reliable financial reports by verifying and checking mana ti,as. The MCCG

is consistent with the Listing Requirement of Bursa sia that i o‘mmittees
| | | NJ
shall comprise of at least three directors (Jamil & Ne 2011). I _f)
Bouaziz and Triki (2012) and Arslan et 4) ar@ t th sence of

N WX

ACs enhances the quality of audit repw improvesy the p@rmance of a
company, as well as trying to redu aua that may occ@ﬁg (Yunos et al.,

2014). Independent members of a Gpjittee can}e ify fi aﬂ@%ﬂ statements to some

P N

extent and recognize componel%net incomey equit al assets, and sales that
andyperf

represent the company's fi ia osJi @ce (Sarkar, 2013). Vicknair

et al. (1993) argued t%f the ,} ﬁ}e’a@dependence, its performance is
ek ¥

al aé-’»ﬁternal auditors are less likely to
&
’ J (.,2('}
Accor. '&@Avi n d""t@,( 012), an independent opinion is due to the

NN
separatigh 4of%ownershi }/hich‘%duces agency problems. The existence of

(3

ind nce members is go@h’ere there is no conflict of interests. An independent
@rs unbiased views based on the available information collected from reliable

6 es that are viewable by shareholders.
The Agency Theory, the Resource Dependence Theory and Stakeholders Theory

propose that self-governance aids in making the correct decision without barriers and
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easily finding errors because of the independence of auditors. The R?’F!

Dependence Theory posits that independent directors play a signifi@

providing particular resources that are otherwise unavailable to tﬂ;@'wagement

e
e in

(Hasan et al., 2020). Therefore, a significant and positive relationQip is expected

between AC independence and company performance. Nonetheless¥of all the studies

that have examined this relationship in developed coun hanfhel, 2007) and
developing ones (Nuryanah & Islam, 2011; Swamy, 20 ass ew‘l), only a
few have found a positive result (Amer, 2016). I _\‘-}

Bouaziz and Triki (2012) examined the i % ence\oy-'financial
performance measured by ROA and ROE w unisi@:zr;s listed on

a si@ate and positive

fjc@rcial performance in

the Tunis Stock Exchange from 200 Oa. They fo

relationship between the indepen&ﬁ 0
Tunisia. Hamdan et al., (2013%1

and firm performance of }hci i e Amman Stock Exchange
Market from 2008 to% nding Iat (}{ndﬁndence significantly influenced
firm performance ~%ilarlyl

N,
('t)ween AC independence

%

eva QQJWereko (2012) investigated the

nce ﬁ%fhe financial performance of insurance

companies Sh%t 2009 G'ha@) he findings showed that AC independence

NN
was positively‘associdt ‘bfinanézl performance. Al-Matari et al., (2012a) studied

Omag&mpanies‘ performa@’and found a positive relationship between AC

‘@dence and firm performance using Tobin’s Q.
0 Other have found no relationship. For example, using a sample of 20 non-
Inancial listed companies in Nigeria, Kajola (2008) did not find a significant
association between AC composition and firm performance. He also found that having

144



a majority of independent non-executive directors in the AC did not mng
influence firm performance. Ghabayen (2012) investigated the relatlons@l/v
AC composition and firm performance using the annual reports of‘F&sted non-
financial firms in the Saudi market in 2011. The results revealed that?"AC composition
did not affect firm performance in the selected sample. Ba MSharma (2016)
examined the role of AC in improving India's firm perfor |ng'a sample of 235
non-financial public limited companies listed in the N WOnsmered
was from 2004 to 2013), and they revealed no f AC iind nder&é%n the
financial performance of Indian firms. \Y

To examine the relationship bem&; Wnde denc Y; company

performance, the following hypothemwaited. é
H9: AC Independence is po@jly relate %e etérmance of Malaysian

Takaful companies. ‘% Q—
N \ \
3.8.4 Audit Committeg,Meéting Fre encya ds%ful Financial Performance
exists t

A?

A common belief hat that meets often is effective and a
committee that r&n ts sllneff t|ve |s context the AC's effectiveness can
be assessed |n e u e yearly meetings as a metric (Menon &
W|II|ams |e’e Eyo 1) erson et al. (2004) reported AC observers’

mtern:c | to provide re‘rlabl\ej'q'ﬁformatlon to shareholders. The feeling is that an

ﬂ\ C strengthens the h!ernal audit function and evaluates business risk (Hsu

chsakulwong, 2010). Indeed, Abbott et al. (2004) found that ACs of firms

Otatlng their financial statements were not likely to meet at least four times a year

(Darko et al., 2016).

145



According to Corporate Governance Guide Pull-out II, Guidance on e e
audit and risk management, there should be as the audit committee(ﬁx and
responsibilities require. It is recommended there should be no I"@than four
meetings during the year (Bursa Malaysia. 2009). Y'

Several have studied meeting frequency. For example, Mn et al., (2014)
believed that periodic meetings of the AC could re k:

C)' problems and

asymmetry of information by providing unbiased timely ‘ation to

shareholders. DeZoort et al., (2002) suggested th

panies t hivgiﬁ}quent
an, é cons\i&'red the
\ =

9) @since ing im@ement in the
corporate ACs efficiency. He agreed™that )Cs woul an@hancial reporting

practices, once there were more i@sndent am_‘el.'%ci

loyal adequate time to the b met frequently. <;}I\A{Evan and Williams (1994)

considered meeting frequer?\o.&eterr if the bo irectly depend on AC as an
instrument to contr ive manag eht.@ey found meeting frequency
4 ¢ &

improved the mw of @m and é&d thereby improve its performance
(Bansal & Sharma, 2026). %
K ¢ ! ('3

u

ies obseryi tﬁg r@mnship between AC meeting frequency and

meetings protect investors' rights bette

recommendations of Blue-Ribbon Commi (

Il;élterate members who
N

Sev&
\
firm pe% e have gi 'Jnixe‘%_&ults. Hsu (2007) found that the number of AC

me nd company perfor@e was positively and significantly associated. Zraiq

a% il (2018) found that audit committee meeting frequency was significantly and
oSiti

q vely related to ROA and audit committee meetings frequency was positively but
significantly related to EPS. Kyereboah (2008) examined the effect of AC frequency

meeting on firm performance in Africa by using unique data from 103 firms drawn
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from Ghana, South Africa, Nigeria and Kenya covering 1997 to 2001. Using a
dynamic panel data framework, he revealed that their meetings' frequenc cﬂ'\ly
influenced market-based performance. ‘i
On the other hand, Darko et al. (2016) conducted a study focmn 20 of the
34 listed companies on the Ghana Stock Exchange from 20 MZ. Their results
i

revealed that the frequency of AC meetings negatively |rr]15 performance.

Bansal and Sharma (2016) examine the role of ACWin impro dlas firm
performance using a sample of 235 non-financial limited c aﬂleﬁfed in
NSE 500. The period considered was from 200 e);r d o&ct of AC
meeting frequency on the financial perf of d irms. @ovc;psamut and
Jaikengkit (2009) examined the relat |p etween ec Q\ess and financial

performance of firms listed in t ck Exc %f bti\hind The number of
meetings of ACs was not S|gn| elate'd to fi mlal ormance.
A few studies have ¢ e d M du and Haneem (2006) and
N ol

Mohd Saleh et al. (2% |ded"

financial performa &Qlt redtj

Al-mamun et alg(20 Ple

th er AC meetings improved the
addit gal costs incurred with every meeting.

oC}%’i\/lalaysian listed firms from 2008-2010,

)

¢
found that hreq%nc; rét |Q1:I}uence firm performance.

e thé' shlp‘sRNeen the number of AC meeting and the firm

Tae
rf&ce the following hy@ésm is posited:

10 Meeting frequency is positively related to Malaysian Takaful

6 rmance
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3.8.5 Audit Committee Effectiveness

The effectiveness of AC in firms is considered the backbone of th@ring
of financial reports. Indeed, the importance of the effectiveness of th rew after
recent major accounting scandals and corporate frauds. The indépendence and

Ne quality of AC

ittee of the board. It

ha sw‘on {ljdit

and inern orf[rQLc('A bott

ec%' y resg?ﬁsibilities
T

con‘rol; WeveQMCh tasks are
usually assigned to the audit comnNa such an i ancé%e organization’s

internal auditor, along with an ex% auditor,\smg [ e{@t controls, with their
N

findings subsequently reported%.ldit c%mmi :
Several factors contr%’ \wff enl e ez\@veness of AC, such as the
unting X

financial expertise of AC members are the required keys to i

concentrate (Lisic et al., 2016). The audit committee isa s

comprises non-executive independent directors, and th

quality, financial reporting considerations, internal a
& Parker, 2000; Byard et al., 2007). The boa

are concerned with external auditors and

existence of financial

al., 2002; Shawtari

%201?.
promulgated &Ma

the I
’ z (,2
importance eadoption_ofian“audit, Committee. Such suggestions center on the

NN
compos% operat the {?‘l&t committee and reporting and reviewing.

%y prior studies h%\’examined the components of AC effectiveness
inENi ally to investigate their relationship with CG and firm performance. However,
studies have mixed results and thereby, examining AC effectiveness in isolation

as led to unclear results in previous studies. According to DeZoort et al. (2002), it is

better to study the effectiveness of AC by combining their characteristics in a bundle
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to measure AC effectiveness. Ward et al. (2009) argued that invesﬂgat?ﬂe
mechanisms of CG as a group rather than individually would be bet@}uture
studies. *
Accordingly, Hassan et al. (2017) conducted their study in the United Arab
Emirates as an example of emerging economies. Their st ectives were to
investigate the association between effective AC and OS u%:o -financial listed
firms. To fulfil the study’s objectives, they constructe omp sr:ht),@re of four

included fi m‘l&%rtlse

independence and meetings. They found eiﬁt' p bcjeen AC

To a significant extent, audit CN

does not provide proof regarding t tual deg rgﬁl‘Deli & Gillan, 2000)
N,

unless the characteristics of %ctlveness eaes@?ned, such as chairman

specialization, Shariah bac% T e ndeg\and AC meeting frequency.
When each of these s is comb "ll a composite score mean, this

4
effectiveness score be reI@ audit m|ttee's duties in several areas, such

proxies to measure the effectiveness of AC, whi

as compliance sue, dea ext audltors financial reporting, internal

!
¢
auditing, an r ana ment: 4 (j’)
NN
ussm‘lé\above investigating AC effectiveness via a
score in Malaysian I%‘éful companies and examining its role in improving
f| c performance is worthy of study. Hence, the following hypothesis is posited:

H11 There is a positive relationship between AC effectiveness and the

erformance of Malaysian Takaful companies.
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3.9 The Moderating effects of Shariah Committee Quality (SCQ)

Shariah Committee (SC) or also known as Shariah Supervisory Boar ) is
an independent committee, which acts as an oversight body to monitd'Nperations
and business affairs of the IFIs (Masruki et al., 2018). The governaanture of the
IFls is distinct from the conventional organizations because oMxistence of the
SSBs in addition to the usual boards such as the board mr . The SSB is a
mechanism of internal governance, which aims at transparency, inwlosure of

information (Broquet, 2012). Malaysia has a com

ey
nsive [legal jand @atory

nance’ i st aR"indicates

N\

Malaysia's commitment towards promoti ood”corporaté~and S governance

practices in the Islamic banking and fi&eiﬁhstry. ( 8@%rul, 2018).
The effort to strengthen the c%l contro\en?h g@ompliance matters in
ﬁ& N
the Islamic finance industry waéas egfly a 5 the BNM prepared the

&
Guidelines on the Gover hf T ommi@ for the Islamic Financial
he gliidé

framework regulating corporate and Sharia

3

-

Institutions (Shamsher%l, 2016). : li ts the roles, scope of duties and
4

responsibilities of Q\Shariaw \rnmtteeéﬁd/its members and the relationship

between the Sh&“mm' e reséﬂve Islamic financial institutions and the
¢

Shariah Adv'sggoun Iof‘%mﬁl\/tj)

T% w studies invsésﬂgated the role of the Shariah Committee Quality
Y-

(SCQ&a moderating vari@e’ on the relationship between the CG and firm
N

Xhance in the Takaful sector. The current study has two main justifications for

d—

hiSsnew area of examination. The first is related to why the current study has chosen a
oderating variable. The second justification shows why the SCQ is suitable for

moderating the relationship between CG and firm performance in Takaful companies.
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Studies have examined SSB quality using various variables sw!s
independence, size, reputation, education, experience, directorshi‘ﬂx the
information disclosed (Abudul Rahman & Bukair, 2013). However, t dies have
produced mixed results. Thus, the need arises to use a moderating VM

The first reason for selecting a moderating variable is t Mron and Kenny
(1986), Holmbeck (1997) and Frazier et al., (2004) ar k. 'the relationship

between an independent variable and a dependent variable,is po rwmstent In

this case, a moderating variable can be established rength n k;&ﬁ';uch a
relationship and explain when or for who nd aria ‘foects a
dependent one. \, 0\ éxr

Second, another rationale fo@mmg the Q |table to be a
moderating variable is that the S among st c S quentlal governance
mechanisms of IFIs to ensure ce Wlth Sharrah Qge ples. Therefore, the role

of the SCQ as a moderator th reIT Ipjbetween G and firm performance in

2 s

. N, & .
firm’s performanc Wherm ral s é&@& have determined that SCQ, as a

moderating variable 'stud ‘ﬁgs a positive impact. For example, Ajili

Takaful companies co% ed to ehhange the ﬁ‘h of the SC towards increasing a

and Bouri wmo tr afsg(_g:?s a crucial variable that significantly affects
NN

CG andfir forma 4\
‘'YX

ummary, this study, Gat(cted SCQ as a moderator for two reasons. First,
?Pn the literature, SCQ has a strong influence on firm performance, and second,
studies have examined the relationship between SCQ and firm performance.
us the current study chose the SCQ as a moderating variable on the relationship

between the CG and firm performance in Takaful companies.
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3.9.1 Shariah Committee Expertise \Y’

SC board members are scholars in Islamic finance Jurlsprudenc@t have
the necessary expertise in the field of IFIs (AAOIFI, 2005; Al-M , 2007; Al-
Qattan & Abdul Sattar, 2007), to support them in accompllshlnm esponsibilities
for monitoring financial reporting and internal control IWahman & Bukair,
2013). !

Resource Dependence Theory suggests that organizations fequirer soﬁr@hat
they can obtain from the environment in WhICh perz:ge oS vwe@‘eﬁer &
Salancik, 1978). Directors bring valuable resou t and clsgrtrlbute their
knowledge, skills, and expertise obtalnw thei u\ad |ona{<$|f|catlon and
work experience (Hillman & D I2|el, 003, Ab & aIentlne, 2009).
Therefore, they can |mprove Sﬂ) ormance (Rf%& er, 1972). Concerning
SC members in IFIs, memb 0 he SC cienti competence and practical
experience in IFIs are more éfficient t+n th ou arts who do not have the same
experience (Rahman %alr, % e" r|ty of SC members in IFIs are

h

Islamic scholars,,ﬁ\r W, (!m

expertise (A ul t ur
financiall dgea ﬂn e Qér( cial decisions (Jensen, 1993; Chhaochharia &
Grlnst ). Sharl schrol@e SC members who contribute their resources in

S d1scuss10ns and dec1s1o\nak|ng Alman (2012) indicated that SCs represent

acc |ng, economic, banking and financial

ore, Shariah board members should be

w"s/

ors and shareholders of the IFIs to certify and guarantee that financial

Onsactions, contracts and banking operations are per Shariah. Hence, SC members
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must have educational qualification and experience in both Shariah and We

(Samra, 2016). 0}
Practical criteria can be defined as relevant practical experienc@kan make

an SC member or an internal Shariah supervisor capable of performing his/her duty.

According to al-Shubayli, (2012) the condition of experien Mrealized for an

SC member through the experience of exercising the issu ofra fatwa for a certain

period. He also says that practical experience is requ fro aw‘l Shariah
N

(3) participating in training Worksh(ﬁﬂ financi %c n{}AI-Shubayli, 2012).
N,

Most SC scholars do n nough pro sionzé%king experience, which
adversely affects their capability to 1 e ell-@ued decisions on financial
activities and product & H} id, }é).\ﬁrefore, many IBs have changed

Worgeil since they have limited experience
'lples@}%/product information (Bakar, 2016). SC
scholars wi od experience ﬁ'ccglj}(r']ang and finance can have a significant and
rmﬁ\ce as experience in Shariah law and knowledge

rfo
oy

in bnﬁ_s, accounting and fi@é can assist the SC in enhancing the performance of

t (Matoussi & Grassa, 2012; Grassa, 2016). The main challenge for IFIs in
& ysia is hiring internal auditors is to have professionals with vast knowledge,
ills and experiences in accounting, auditing and shariah related matters. Also, this

issue affects SC quality and firm performance (Aishah & Ali, 2018).

positiv acton thé
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3.9.2 Multi-Committee Membership \z
Multi-directorships suggests that a director member engages in &re aan one

board (Haniffa & Cooke, 2002). There may be much interest in involved in

ce because of

SWeously in many
international financial institutions may adversely a hol r! effigiency and
thus their performance, in addition to the possibility, of inCrea ng;\g'pngméms

IS
P 4

b §
Multi-directorship has been discussed in cREorat \nam;e Iite@.e., Klein,
2006; Skaife et al., 2006; Stuart & Yim ﬁsymb Z)G i 011; Connelly &
O

Slyke 2012). In Malaysia, Latif et al. 1 se m&e of 132 Malaysian
companies in 2008. They foun O% Iregtors o

d S
9 Q
between 1 to 3 directorship&a& he multi dire@’ships affected firm market

N
performance positively but net'significantly. %
. 'S
ce

From the Resour end 037 ry'\('r’ﬁypoint, companies can benefit from

this overlap. However, holding multiple SC positio

and conflicts of interest (Alagha, 2016).

%ndy listed firms held

D

/§

the external envi }Ht len di ctors@e on multiple committees. This is

N
because mult%bers pe ?!it d.i%'rftors to share information and knowledge
gained of Qa etplace. The eiéé./e Dependency Theory suggests that the BOD
’
provi ér

rative resburcés forcompanies (Hillman & Dalziel, 2003); therefore,

Q)
\C-j

mLﬂ'-\me bership can serve as*an essential source of information on the operations

v/

ategies of the other firms (Haniffa & Hudaib, 2006).

Q Similarly, overlapping membership is an important feature of SCs in the IFls

(Rahman & Bukair, 2013). Most SC scholars sit on several boards of different IFIs
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simultaneously (Grassa, 2016). Alman (2012) claimed that the SC members’?ﬂ-
memberships negatively impact SC effectiveness because this led to @s of
interest as members have access to proprietary information (Garas, 2 “p contrast,
Farook and Lanis (2007) and Farook et al. (2011) argued that nWemberships

expose SC members to more discussions regarding the Shar;,i' :Mractices in IFI,

which, in turn, can increase their knowledge about t ications of Islamic
instructions to CG. These SC scholars' multi-memberships p siwject their
efficiency by increasing their experience and kn ge, finall [‘ro ) IFIs
performance. The reputations of some scholarssy pam{ p enq}‘gage new

customers, which will enhance the efficien€yand the pi?du ity O@Yl;ls (Grassa,

2016). \‘ﬂ é

Some countries like Malay@sd Indo\lat\wav ,l@\ned the numbers of
N

memberships of scholar in SC %Otheﬂ

(Grassa, 2013). According }!M, I
accept any appointme% e thar} n

ies re flexible about this issue

Shari ommittee member must not

e li e:péedbamic bank, one licensed takaful

operator and one ribed ir|s . HO@M, some Shariah scholars have been
repeatedly use many S 'ially(iﬁféCC countries. According to Unal and
¢
Ley (2008) ;!e Df the 'id ti o‘rscre;?s are 26% of all SC members in the GCC,
NN
and 11 aCtive Seholar st % o@SC positions.
A\ 5
S.wa emic Qualificatiork

ahman and Bukair (2013) argued that when an SC member holds a Shariah

Qﬂree qualification, SC members will have a better reputation in the community. To

maintain their credibility, SC members will have to encourage IFIs to fully disclose
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Shariah issues in the financial reports for public distribution. The majorlly

Shariah Committee members should hold at least a bachelor’s degre@ riah
(Noordin et al., 2015). Prior studies have argued that necessary tlons on
Shariah are essential for SC members in verifying and monitoring bu Wss operations
of Islamic banks (Alexander 2010; Rider 2012; Lahsasn N 2014). For
example, Al-Walidi (2013), who studied Yemen, conclud EQ-S? composed of a
majority of qualified scholars with legitimate views a acti Iwce would

nce. In th sd ()&%Waltl
% harla@zgcademlc

degrees are essential for SC to investi any's, adh to Shariah

principles, including the examina\\ company emc@a, statutes and
commercial contracts before publication,of t h@& its'i _&tlgatlons into annual
reports ( Kassim et al., 2015). ‘% (')

have an active role in improving a company’s per

Shariah-compliant companies, Al Shammari

-
44/
Criteria regarding th I| atlT SC dlng to Shariah Governance
Framework of the BNV% “'
(1) The SC er shalllb slimi du
(2) The majori of |n th shaII at least hold at least a bachelor’s
degreein S %vhlc in Judw Usul Figh or Figh Muamalat;
NN
( C mie ouI ave proficiency and knowledge in written and

vert&ablc and have goo@rfguage skills in Bahasa Malaysia and the English

Q (4) The SC may contain experts from related backgrounds such as finance and
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(5) The SC preferably will have members of different backgrounds in t f

experience, qualification, and knowledge (SGF, p. 30; Wardhany & Ar sh@

Member qualifications are a critical metric to reflect the qn%(gf the board

(Kakabadse et al., 2010). These qualifications include edu
Shariah, and knowledge of finance, Company perform ceWﬁltlvely related to
qualified board members (Haniffa & Cooke, 2002; C% 2010), and qualified

board members are considered a strategic resource (lagley & Walt, 20 )

nowledge of

From the Resource Dependency Theory oint, a fie boar embers

\ﬁm(eness Gabrlelsson &

rd n{e{m er with a high

have an essential role in increasing a compa
Huse, 2005). One metric for board qua Il@catl

education level can handle any new matt pro

bri Mason, 1984). A

K
/\(Musmah & Alfattani,

high-level education on the SC I tq\ profitabi

2014). An SC member who a deg rel ~céﬁl/fleld is confidently better-
versed in IFIs fields (F o anis, 200 F rm@ , 2011; Rahman & Bukair,
2013). An educational quali atl is e &qpce that board members bring to the
organization so )@G b Ids can hav “ﬂ\we ability to make quality decisions
(Kakabadse e@&lm nd dea ex issues (Hambrick & Mason, 1984).

In t the haria *s(m’olars who are suitably qualified in Islamic
’

Fina zmankmg I béram contribute towards SCs’ deliberation of issues

t

ab he isk aspect of the fhnmal contracts to be applied to banking products and

s. Further, SC members with doctorate qualifications in Islamic finance are

Ohly conversant in the procedure and structure of Islamic financial products

(Rahman & Bukair, 2013).
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Previous studies have shown that an increase in the educational Ievel?ﬂc
leads to an increase in CSR disclosure level by Islamic banks and affects @ance
(Farook et al., 2011). Concerning the distinctive role SC members ﬁf&pected to
play, SC members must know Islamic law, economics, fmancWaccountmg
practices, which will enable them to understand not only S oblems but also

%o orate are better

problems related to law and economics. SC members wh

at understanding the current implications of Islam fo ks, swe}bout the

disclosure of corporate social responsibility (Rah

Basuki, (2020) examined the effect of SSB eff

3.9.4 Shariah Committee Size § ) Py AT $

x
During the last several SCsi attragéﬂ’scholars attention because

N
they play a vital role i |FW€SS %d gr .@d size refers to the number of

directors involved in the ize Jl rs in various countries, banks and,

corporations bec 0 |ff rlent rules, co ate cultures and ownership structures

(Ghaffar, 20 ce esSha 'Boecg‘f decision includes understanding Islamic
ance,

egal issues, having more SB members with

>

—:

law, mod |ng and fli
dlﬁer§ SS|onaI ckgr L@'Wlll enable legal Shariah decision-making and
gr%co pliance with Shar\t principles and, as such, will influence risk levels in

banks.

0 In addition, it is easy for the management and board of directors to control the

small size SC whereas it is difficult for them to control a large size SC. The minimum
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number of Shariah boards members is five (5) and there is no maximum nur?'!f

members (BNM, 2013). A study conducted in Malaysia by Othman QOB

shows that most of the IFIs have 5 SC members. 75.3% of the respoﬂ& reported

N

they had 5 members, 16.0% of the respondents had more than 5 members while only
8.6% of the respondents had few members with 5. This is a\er od indication as
about 92.4% of the institutions have achieved the required bers ofjthe SC required

numbers of the members (Rasli et al., 2020). .\d‘

Jensen' (19 do \d the

vital fo mpa@; success

———

Regarding this issue, Lipton and Lorsch (1992
initial literature on board size. An effective

because it represents the link between man

Studies concerning board size hamixed results. So ave found that a

company with a large number of boﬁﬂembersﬁﬁxpe o@NeII. Several reasons

were articulated for this poor%ance‘.\ On S t}:éfa?fficulty of coordination

among the members. A se MS th M@ became more difficult in a

large board. A third v%ﬁ Iargf‘ [;Jv'\'ds Qe expensive than a small board
I

(Jensen 1993). \LD %

Converse %s be 'a Iareéééard is better. For example, Dalton et al.
¢

(1999) prop g@t larger bo s{n@r ge better community connections and more

NN
experienCe sincreasing yform‘&ce. Pfeffer (1972), Pearce and Zahra (1992), and

Yv
Gom&& et al. (1994) said @’boards would provide a diversity of expertise that

elp to provide essential resources for dealing with various issues and finding
U opriate solutions, aligning with Resource Dependency Theory. However, little
e

search has investigated the impacts of Shariah board size (Grassa, 2016).
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The Agency Theory and the Resource Dependence Theory assum
larger board is better than a smaller board (Quttainah et al., 2013). Lar ger@ntam
scholars with more experience and skills and from diverse figh schoo h lead to
a better explanation of the operations and products and consmy improve
performance (Hamza, 2016). Few empirical studies have ex e impact of SC
size on the IBs performance. However, Matoussi and Gra 0 2) a d Norman et al.

(2018) highlighted the importance of large SSB size in ncin twmance of

the IBs. { I
Mollah and Zaman (2015) found that S ad.a §i nt i ct on the

profitability of IBs. According to Chen anw:(ZO ger sg the Shariah
board may decrease the possibility walation etry@%reover a higher

number of board members may alsc%ce the umg lack of information
; y \
6 w,
N

(Birnbaum, 1984).

&

3.9.5 Shariah Commi ting Freque
Shariah Committee etln be @d at least once every two months.

(Wardhany & Ar 5012) /l\ Sh h Co Ittee member is expected to contribute

fc

and allocate e t| esan f}a’rt

says clear ver y uﬁél’énd 75% of Shariah Committee meetings in a
s‘any re

ectlvely discharge his duties. The BNM

{

year, there i a%TEble excuse for not doing so (Amanullah, 2015).
A <
W\e essary, video or t\rephone conferencing can facilitate participation in

Committee meetings the number of Shariah Committee yearly meetings and

0 attendance of every Shariah Committee member is be disclosed in the IFI’s annual

report (BNM, 2010).
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\Y'

3.9.6 Shariah Committee Gender Diversity (q

The literature suggests that board diversity can improv izational

performance because diversity board members have unique cmrlstlcs that

improve board performance (Carter et al., 2003; Erhardt et ). Performance
&

improvement can be achieved because a different board on'ributes to high-

quality decisions, innovation an increase in creativity ( hal M‘OOO), and

enhances problem-solving (Dallas, 2002). l Lg

Recent research has focused on gendegedi S|tyb\€c of |§3~gnlf|cant

impact on corporate performance. Liao e ( 14) *a\tate hat m@?are different
alityd%reer experience,
@n in the board adds
\

SisuU more diligence (Nielsen

ent @ms & Ferreira, 2009), more

nterest orientation (Carter et al.,

14),2§J|e w itself that women are more risk-

&
O
Altho h‘xe previou tlﬁ eejgve found a positive relationship between

educational background and expe

greater quality because they p(%ﬂ
&Huse, 2010), more partl@ lc
kindness, more globall ed, Is‘s of
2003; Cox & Blak % Lla(l

averse than me dams &

QO
>
o

2)

gender di and i 'perfon&nce (for example, Krishnan & Park, 2005;

CaVQ& Minguez-Vera, ZO\OB“Nguyen et al., 2014), in general, the results remain

in 5|ve Recent studies found a positive effect of gender diversity on firm
rmance when corporate governance was weak because females directors
rovided additional oversight of the board of directors (Adams & Ferreira, 2009; Gul

et al., 2011). In the context of SCs, women can be relied upon to improve the
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performance of Islamic institutions because they tend to be more serious, Ie?él-
interested, and risk-averse. 0}
3.9.7 The Moderating Role of SCQ -\

Several studies observing the moderating role of SCQ (RC.E'G and firm
performance have given mixed results (Neifar et al., 202 M have found a
positive moderating effect of SSB quality on the relatio me'n performance,
board effectiveness and bank performance. The resul em Mihat even
quality, t |E’S ﬁg\;g; in

ak% the QX' situation

of a bank. Mollah and Zaman (2015) fo SS% poSitively jéb:gted Islamic

banks’ performance when they pertw) superviso oIe,@% the impact was
insignificant when they only had ar%or role.\T ,<\
N

On the other hand, sor%s have fo a n<</ ve moderating effect of
\R) 8) foun

when the performance increases at a high level of

complying with operational risk disclosure to i

disclosure. Thisaresu
\ ’ l (,2

SB quality , IBS c/mp i \ﬁitr@f ounting disclosure requirements to inform
NN

the stak@gf adbank’ 'sal si‘z_tlon. Vidia & Basuki (2020) examined the effect

of &Naracteristics and f'rﬁ%c*lal performance of Shariah banking in Indonesia

fr \99 to 2018. The results showed that an SSB with their political connections
q ted the company financial performance. This indicated that members of SSB who
ossessed a political connection improved banking performance. Meanwhile, the
number of SSB members with the cross memberships and SSB members with doctoral
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degree did not affect financial performance. Ahmed et al. (2018) stud?ﬂe
population of Sukuk companies listed under exempt regime Bursa M@Trom
2005 to 2015. The results indicated that SSB had a partial moderati@&gct on the

relationship between Sukuk documentation and legitimacy. Muha%d and Sulong

(2019) as cited in Ajili and Bouri (2018) presume that aggr. Ndices are more
accurate in measuring governance quality than single indi '

In this context, the following hypotheses are posi .\d
Y-v

[ ]
H12: SCQ will moderate the reIationship@ BOD kgffe e‘es_&%d the
4 b

performance of Malaysian Takaful companies. T \ N
T
H13: SCQ will moderate the relatiw etvxnﬂen effec@eness and the

performance of Malaysian Takaful CON@ é
\ ,<\
3.10 Chapter Summary N
0 U O
This chapter provided\ vervieWs, of /' the &@mture on CG and firm
-
performance. The cha:er prla' ed lter m performance because it is

widely diffused and used in any{ td'diegy It discussed some main theoretical

@,

perspectives rela@CG @r per ance: Agency Theory, Stewardship
N
Theory, Stal@mw Theary, “an lRa&e{rce Dependence Theory. The chapter

explained @iﬁ studytwo opt~Agency Theory as the leading theory to examine
’
the re m th‘g

p betwe B.,gw'and firm performance. The study's theoretical

-9

fraw illustrates the conceptual structure to support and emphasize the argument

y and work on the guidance required to explain the relationship between CG

Od firm performance.
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After that, the chapter reviewed previous empirical studies related to thiwm.
The characteristics of BOD effectiveness used in this study were @size,
independence, executive membership, Muslim directors, meetings ncy, and
gender diversity. Also, the characteristics of AC effectivenesmt chairman
specialization, AC size, AC independence, and meeting frequenc ere discussed in
detail. Based on the literature review, the chapter rep that s1leies that have

examined the relationship between the BOD and AC andufirm p rfM have had

o
mixed findings. é ' _\C}
SC quality was also used as a moderato iable (S{ ; mu@ammittee

C mﬁetin freque@ﬁr and gender

cha@%larified that only

membership, academic qualification, SC

diversity). Furthermore, based on the N:D

a few studies have examined SC@ﬂty's

effectiveness and firm perform% Aj 9
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