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Abstract

Purpose - This research aims to investigate the impact of the two main problems of Senior
Independent Director’s evolving role, which includes the aspects under board leadership and
board effectiveness proposed under the Malaysian Corporate Governance Code (Code) in
contrast between 2012 and 2017 towards firm financial performance.

Design/ methodology approach - For this analysis, a target list of the top 100 PLCs based
on market capitalization was gathered from 784 Malaysian PLCs as of 14 August 2020. In the
annual review of corporate reports, this research involves mean and standard deviation,
analysis of the correlation and analysis of the materials published within the annual reports.

Originality - This report is a comprehensive examination of the recent developments in
Corporate Governance research in comparison between the Code in 2012 and 2017, which is
also applicable to other PLCs other than the top 100 Malaysian PLCs scoring indices
designed for the Senior Independent Director – Board Effectiveness and Board Leadership.
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1. Introduction

International corporate dynamics are under progress in the post-Enron period to bring about a
better power structure in the company, currently ruled by overly strong leaders, to resolve
dominance conflicts among the interested parties. Executive leadership structures have
different mechanisms to assure organisations' productive activity and maximise the value of
investors. The effective corporate regulation, firstly, aims to direct management towards
client needs, as well as national laws such as the Sarbanes-Oxley Act (SOX) 2002, which sets
general managers, auditing companies and boards new obligations to resolve conflict of
interest and improve company transparency. Structurally, the Board of Directors are
delegated with the internal corporate regulation. Board members are, by default, an effective
internal control mechanism that forms corporate governance, provided their total connection
to other two dimensions of the corporate governance equation – managers and owners are in
equilibrium. The Board of Directors are among the key elements required in the restructuring
of corporate governance practiced by the organisation. Evidently, the Board of Directors
appeared as both a point of responsibility for corporate frauds and a point of capability in
strengthening corporate governance within the organisation.

2. Problem Statement

The presence of external directors, representing the board independence and its effect on the
consistency of the oversight of the Board, is a key issue for governance practices. Awareness
has grown after the globally known corporate scandals involving Enron, WorldCom and
Tyco International which reflected the lack of successful board oversight in these companies.
Consequently, in July 2002, the Sarbanes-Oxley Act required company audit committees to
be made up completely of independent directors. This is in congruence with the law approved
by the Securities and Exchange Commission in 2003 by the New York Stock Exchange
(NYSE) and the National Association of Securities Dealers Automatic Quotation System
(NASDAQ) which also required a variety of external directors reflecting autonomous board
positions, and an audit committee.

In the long run, the tenure of independent directors grew over time, with the average tenure of
independent directors from 2010 to 2014 being seven years, compared to six years in the
2000-2009 period and five years in previous years. These statistics shows that independent
directors are fast becoming the role of inside directors with a mere label as independent due
to the increasing length of their contract with an organisation which eventually will breed
complacence.

The top 30 percentile of the term is 10 years, and the lowest 30 percentile is equal to three
years for independent directors of all sample companies across the whole sample period,
which still suggests an unprecedented rate of extension of the tenure of independent directors
(Gao and Huang, 2017).
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A Senior Independent Director is described as persons with tenure of over 10 years, and
junior independent directors as persons with tenures of less than 3 years. The era of the 1990s
encompasses 1998 and 1999 where all independent directors had a median term of five years.
The year 2000–2004, is the first period under review, and the second period under review
covered the year 2005–2009. The median term of office of all independent directors during
these two review periods are also six years. Then from 2010 to 2014 all independent directors
had a median tenure of seven years in this period (Gao and Huang, 2017).

In conclusion, the tenure of the independent directors have increased from a median of 5
years in the 1990s to 7 years in 2014, which is questionable on the true meaning of
independence, as independence would be best practiced if the tenure is only awarded from 1-
3 years. The tenure of more than 3 years would instigate favouritism or prejudice practices
amongst the independent directors.

Furthermore, the tenure given to the Senior Independent Directors are usually longer
compared to the tenure given to the Independent Directors, maybe due to the level of
seniority which deems of high importance. Therefore when the Senior Independent Directors
should be practising high objectivity and independence, their employment contract of more
than 3 years does not reflect such independence. Other extravagant cases includes the case of
the promotion of the Independent Director to the post of Senior Independent Director which
prolonged the employment contract to maybe 10 years or more.

In addition, the number of senior independent directors classified as over 10 years of
contractual service representing the top 30 percentile in 1998 of all independent directors,
increased slightly further in 2005, with the proportion of senior independent directors
increasing further from 29 percent in 2005 to 37 percent in 2014. In contrast , the number of
junior independent directors with a relatively low 30 percentile term of office decreased from
35 percent in 2005 to 24 percent in 2012 and only bounced back to 27 percent in 2014.

The increasing length of the employment contract of the independent directors would trigger
a dramatic change as it clearly does not reflect independence to the stakeholders and
demonstrates advocacy threat, potentially due to the limited range of skills and the difficulty
of finding the right director in the corporate world.

Companies prefer to maintain long-term autonomous directors in order to fulfil the
requirements for independent directors which clearly breeds advocacy and bias, since it is
impossible or costly to find alternative directors which are in line with the low turnover of
independent directors amongst the two-thirds of the S&P 500 companies, according to
Francis and Lublin (2016). It is also the practice of internal directors or executive directors to
select their friends to become the independent directors of their organisation, as although the
independent director’s role is to uphold independence and objectivity but in reality, these
independent-director-friends will always support their employer activities and decisions
despite the occurrence of irregularities.
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3. Research Objectives

Research objective 1: To examine the effect of the degree of publication of the evolving role
of the Senior Independent Director – Board Effectiveness in achieving the financial results of
the top 100 Malaysian PLCs contrasting between the Corporate Governance practices in 2012
and the 2017.

Research objective 2: To examine the effect of the degree of publication of the evolving role
of the Senior Independent Director – Board Leadership in achieving the financial results of
the top 100 Malaysian PLCs contrasting between the Corporate Governance practices in 2012
and the 2017.

4. Research Questions

Research Question 1: Does the degree of publication of the evolving role of the Senior
Independent Director – Board Effectiveness, contrasting between the Corporate Governance
practices in 2012 and the 2017 have impact on the financial results of the top 100 Malaysia
PLCs?

Research Question 2: Does the degree of publication of the evolving role of the Senior
Independent Director – Board Leadership, contrasting between the Corporate Governance
practices in 2012 and the 2017 have impact on the financial results of the top 100 Malaysia
PLCs?

5. Literature Review

Senior Independent Director – Board Leadership and Effectiveness

In practice note 1.3 and 4.1, the Code of 2017 acknowledged the Board as consisting of three
distinct members, the Chairman, the Executive Officers (headed by the CEO or the
Management Board) and the Senior Independent Director.

The position of the Chairman of the board of directors and the CEO should be performed by
two different individuals under the 2017 Code – Practice note 1.3. In this relationship,
segregation is necessary, as the two roles have their own chosen audiences and requirements.
When the organisation recruits an Executive Chairman, there should be guidelines to foster
higher reliability in the Board.

The provision for practice note 4.1 of the Code of 2017 provides for an intrinsic requirement
that in minimum, there should be 50% of the board comprised of independent directors.
Large companies reiterated as reported in Code of 2017 that more than 50% independent
directors should be part of the board composition to reflect independence.

Securities Commission Malaysia (2012; 2017) provides for more efficient control of the
administration by a 50% composition of independent directors. This will promote critical and
unbiased deliberation, analysis and decision-making.

Moreover, businesses may consider naming a senior independent director as the chairman's
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sounding board and leading the chairman's performance assessment. Especially in cases in
which the Chair and CEO are part of the close family, the recruitment of the senior
independent director may encourage objectivity (Securities Commission Malaysia, 2017).

MCCG 2017 under practice note 4.7 notes that an Independent Director or Senior
Independent Director may lead the appointing committee. In the recruitment of directors, the
Nominating Committee reviews the executive performance and guides the board's ongoing
progress.

In terms of effectiveness of control, the board is also regarded as having three main players of
which the first being the chairman in a supervisory role, the second being executive
management which is headed by the managing director to perform the tasks of an agent in the
principal-agent relationship, and thirdly the external directors, whose charismatic leader is the
senior independent director to monitor the agents daily activities in order to report back to the
owners.
Senior Independent Director’s evolutionary role is described in three parts, the first which is
included in the Code of year 2000 which formalized the position of the nominating
committee and its non-executive membership without any clear direction yet. Secondly and
progressively, it involved the rules within the Code of 2007 and 2012 which continued to
emphasize the growing important position of the nominating committee which have not
gained any traction amongst the PLCs. The third and final part includes the rules of the latest
Code of 2017, which strengthened the structure of the Nominating Committee where it
demanded an Independent Director or Senior Independent Director to lead the Nominating
Committee as a stricter form of control (Securities Commission Malaysia, 2012; 2017).
In order to give businesses more flexibility, the Code of 2017 purposely avoided the rule to
select just the Senior Independent Director as the nominating committee's preferred chief.
However, another independent representative may also be more useful in serving as Chief of
the appointing committee under other circumstances.

The Senior Independent Director, for example, may believe that, without the tasks of a Board
Committee, independence should really be difficult to be maintained and other independent
directors should express their opinion in the best possible way possible through the
Committee.

The question remains as to whether an independent director or the Senior Independent
Director should head the Nomination committee. However, it should be recognized that as
the chairperson of the Nominating Committee, the position of a Senior Independent Director
lies also in influencing the evaluation of the Chairman of the Board.

As the senior independent director generally acts as an advisor to the other executives, he or
she is well placed to control the assessment of the board 's chairman, taking into account a
broad range of opinions.

In turn, a senior independent director is also responsible for other conventional positions,
such as providing guidance to the Chairman on topics such as board complexities and issues
of interested parties, in overseeing the nominating committee; serving as a middleman, where
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applicable, for other directors such as facilitating discreet talks with directors who may have
concerns they feel the board has not fully addressed or which may have not been sufficient to
address directly in the public discussion or with the President; strategy as point of reference,
particularly with regard to matters not resolved through the regular process of dealing with
the Chairperson or Chief Executive, for owners and other parties concerned; offer leadership
information and advice to the Board in cases of friction, such as conflicts between the
President and CEO, or any follow-up plans; the continuity management and recruitment of
Board members including the potential Chairman and CEO; and the execution of an ongoing
analysis of the effectiveness of the Board ensuring that the member has an unbiased and
thorough evaluation of his performance, as all directors' opinions are impartially acquired
(Securities Commission Malaysia, 2018).

Therefore, a popular misconception of the importance of senior independent directors in
publicly-listed corporations involves the position in which creates them to elect the oldest
independent director which have served the lengthiest time on the board which actually
reflects non-independence despite the title of the post being a senior independent director in
the right capacity. In reality, attributes like transformational skills, expertise and industry or
board experience must be considered by the committee to determine a director's fitness as a
senior independent director. Given its complexities, the board is responsible for agreeing on
this principle. Some jurisdictions consider the word "senior" to be an inappropriate
designation and instead have preferred to name those directors as "lead independent director"
(Securities Commission Malaysia 2017).

6. Theoretical Framework

Agency theory

This relationship between the Senior Independent Director – Board Effectiveness and
Leadership, and the firm financial performance is endorsed by the Agency theory. It's
unavoidable to see the link between the key agent (governance practices and its issues) when
the philosophical goal is pursued.

The theory of agencies (Fama , 1980, Fama, and Jensen, 1983; Jensen & Meckling, 1976) and
stewardship theory (Davis et; al., 1997, Donaldson, 1990a, Donaldson, 1990b; Donaldson,
1991) are two philosophical constructs used to explain the subject and its consequent impact
on firm results. The philosophies of the Agency assert that a conflict between people, such as
board members and owners, is inevitable. Agent is mostly self-interested and unscrupulous
and not selfless, as a consequence of an organisation's theory.

In the perspective of agency theories, when the Board of Directors is dominated by internal
executives, problems with agencies will become more prominent (Bathala and Rao, 1995,
Nicholason and Kiel, 2008; Zahra and Pearce, 1989).

Boards controlled by internal executive directors with overpowering attitudes may accrue
control and responsibility which may weaken or reduce the overall surveillance performance
of the organisation (Solomon, 2007).
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Agency Theory

Controlled variables
Firm Age (AGE)
Firm Size (SIZE)

Senior Independent Director -
Board Leadership
(SIDBL)

Return on Assets
(ROA)

Return on Equity
(ROE)

Senior Independent Director -
Board Effectiveness
(SIDBE)

The self-interest can be motivated by powerful insiders, and self-serving practices that could
affect the economic interests of directors which can be carried out unless otherwise limited
(Deegan, 2006).

The separation of roles can make it possible for Boards, since such Boards are considered
autonomous, which results in more successful exercise of their judicial functions (Finkelstein
& Mooney 2003).

The theory of agencies therefore implies that the board 's independence has a positive
relationship with corporate governance (Boyd, 1995).

In contrast, the philosophy of custodianship has a favourable view of human conduct
(governance) which don't generally rely on individual objectives, are discreet and are not
vulnerable to misappropriation, and are motivated to work for their directors’ interests
(Barney, 1990, Donaldson, 1990a, Donaldson, 1990b, Donaldson and Davis, 1991).

The study investigates whether the independence of the Board increases firm efficiency. The
theoretical placement of this study is based on the theory of agency according to the purpose
of this research.

7. Conceptual Framework

Figure 1. Conceptual Framework – Senior Independent Director

8. Hypotheses Statements

Hypothesis 1a: Senior Independent Director – Board Effectiveness has impact on firm
financial results during the 2012 Code in which Return on Equity was based.

Hypothesis 1b: Senior Independent Director – Board Effectiveness has impact on firm
financial results during the 2017 Code in which Return on Equity was based.

Hypothesis 1c: Senior Independent Director – Board Effectiveness has impact on firm
financial results during the 2012 Code in which Return on Assets was based.
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Hypothesis 1d: Senior Independent Director – Board Effectiveness has impact on firm
financial results during the 2017 Code in which Return on Assets was based.

Hypothesis 2a: Senior Independent Director – Board Leadership has impact on firm financial
results during the 2012 Code period in which Return on Equity was based.

Hypothesis 2b: Senior Independent Director – Board Leadership has impact on firm
financial results during the 2017 Code in which Return on Equity was based.

Hypothesis 2c: Senior Independent Director – Board Leadership has impact on firm
financial results during the 2012 Code in which Return on Assets was based.

Hypothesis 2d: Senior Independent Director – Board Leadership has impact on firm
financial results during the 2017 Code in which Return on Assets was based.

Research models

Model 1:

ROE = β0 + β1SIDBE+ β2SIDBL + β3AGE + β4SIZE + εit

Whereas:

ROE = Is a key financial metric measured by the net profits divided by the owners’ equity of
the top 100 Malaysian PLCs

ROA = is a profitability ratio measuring the net revenue generated by asset value

SIDBE = Senior Independent Director – Board Effectiveness

SIDBL= Senior Independent Director – Board Leadership

AGE = Firm Age

SIZE = Firm Size

εit = Error term

Model 2:

ROA = β0 + β1SIDBE + β2SIDBL + β3AGE + β4SIZE + εit

9. Context and Methods for the Research and Execution of Parameters

In this analysis, the target sample of the top 100 PLCs market cap of the populace of 784
Malaysian public listed companies has been used as of 14 August 2020. This research
demonstrates statistical analysis, linear regression and document analysis for the evaluation
of annual reports. The 3-year data collected for this research will be obtained across 2016,
2017 and 2018. Year 2016 was selected due to the fact that the 2012 MCCG is still functional
and in progress during that period. The year 2017 was selected as MCCG 2017 was launched
in 2017, in which businesses are in the process of changing their corporate governance
policies from MCCG 2012 to MCCG 2017 and the reforms introduced in MCCG 2017 were
incredibly difficult to be adopted. The year 2018 was identified to see both the impact of the
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Senior Independent Director Evolving Role: Board Effectiveness (3 items)

 To support and give advice to the Chairman
 An intermediary for the Non-Executive Directors when necessary
 To ensure there is a clear division of responsibility between the Chairman and Chief

Executive Officer

Senior Independent Director Evolving Role: Board Leadership (4 items)

 The point of contact for shareholders
 The point of contact for stakeholders
 The Board Nomination Committee should be chaired by the Senior Independent

Director
 To lead the Non-Executive Directors in the oversight of the Chairman

proposed in MCCG 2017 and to see that the new Code is likely to be implemented
incrementally. As a result, taking these 3 years will allow the investigator to distinguish
between MCCG 2017’s pre-and post-results.

10. Scoring Indices

11. Significance of Study

Over the years of survival during the turmoil following the Asian Currency Crisis in the late
1990s and the 2008 World Economic Crisis, the 2017 Code have advanced and improved
from the first Code launched in 2000.

The Senior Independent Director – Board Effectiveness index comprise of three aspects
which may be considered highly stringent for those PLCs that are not in the top 100 group
but essentially for the benefit of none other than the PLC itself and its stakeholders if they
can meet all three requirements.

Senior Independent Director – Board Leadership requires four elements of the requirements
obtained from the 2017 Malaysian Corporate Governance Code that are also considered to be
very comprehensive as the PLCs should be able to demonstrate four styles of leadership
components to represent good governance practiced. This scoring index describes the
importance of the Senior Independent Director's position which focuses on the board
members' leadership issues.

12. Discussion and Directions for Future Research

The before and after analysis research of the 2017 Code, taking into account how the position
of the Senior Independent Director developed during the MCCG 2012 era through Board
Effectiveness and Board Leadership compared to the MCCG 2017 period was only limited
across the Top 100 PLCs within Bursa Malaysia.

In terms of the aftermath of the Covid-19 pandemic, which also has a profound influence on
the economy, future studies should look into the implications of the dual catastrophe. The
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Covid-19 pandemic, which has affected all countries around the world in terms of health and
economic crisis, combined into one, has resulted in the collapse of companies and potential
researchers may want to discover a more in-depth and stronger position for the Senior
Independent Director.
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