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ABSTRACT

This paper aimed to examine the relationships betwee compositio
and size of the board of directors, and firms’ perfances. The performan

measurements comprised of returns on equity, retamassets, and dividend yigld.

The data were collected from 2009 annual reportsSBf100 index of liste

companies in The Stock Exchange of Thailand and Sthek Exchange of Thailand

(SET)'s website. The results showed that board, gimeportion of audit committee

proportion of directors who served as civil sergantroportion of directors who

passed the director’s training course that was bglthe Thai Institute of Directo
(I0D), and the total percentage of directors’ shalding had a positive relationsh
with the performance; while the proportion of dicgs who served as senior milit3
and police officers had a negative relationshipsTimplied that civil servants cou
provide a connection to the business whereas sariltary and police officers ma|
not contribute to the firm’s performance which abble because of their insufficig

expertise in business.
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CHAPTER |
INTRODUCTION

1.1 Sarbanes-Oxley Act

In 2002, TheSarbanes-Oxley Act was enacted in response to aHses
accounting scandals in The United States such esnEand WorldCom. As a result,
boards of directomusttake full responsibility for weak oversight, deé&ot
mechanisms of transparent financial information aedk corporate governance. This
legislation was named for Senator Paul SarbaneRapdesentative Michael Oxley,
the originators of this Act. The act contains 1étisms, starting from additional board
responsibilities to penalties, i.e. Section 302tams “corporate responsibility for
financial reports” with regard to statutory finaalci statements and reports
certifications of internal controls and financiahfarmation and any fraud of
employees who are involved with internal activiti@sldison-Hewitt Associates, n.d.).

Like other countries affected by the crisis, TheB#ies and Exchange
Commission of Thailand (SEC) set a mission to eragel best practices for good
corporate governance in the capital market andaggdedo regain public and investor
confidence in order to prevent any repetition (TBecurities and Exchange
Commission of Thailand, 2010). In the beginningynir 1998, the SEC corporate
governance working group was set up to proposeraegic plan for corporate
governance standards, covering key areas with deigaboard of directors in need of
improvement, including “checks and balances actiesscompany board for the best
interests of stakeholders; market mechanisms ssighaeholder activities, corporate
governance ratings and educational programs foh kmmmpany directors and
investors” (The Securities and Exchange Commissidrhailand, 2010).

The SEC and the SET also issued the rules andreggemts to improve
listed companies’ corporate governance, espediallgrms of board of directors to
comprise at least one-third of independent direct@nd at least 3 independent

members to sit on audit committees. The reliabiifyfinancial statements and the
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sufficiency of corporate internal control systerasdto be reviewed by the committee
which give opinions and suggestions as to whetlner disclosure of related
transactions is fair and in the best interest ($keurities and Exchange Commission
of Thailand, 2010).

Therefore, after the financial crisis, the risirgnid of good corporate
governance at both the national and corporatedewale increased continuously after
weak corporate governance caused economic distteban the past. The expanded
complexity of the business environment and manydrajpanges drive entities to
improve their management standards and best peactiegularly, in order to be
effective until all related parties unanimously gicthat the company is operating in

“good corporate governance” environment.

Corporate Governance

Corporate governance (CG) can be defined from uarpgerspectives. For
instance,it is the relationship between the board of diresstonanagement team,
shareholders and stakeholders of the company irtonmg corporate direction and
day-to-day operations. From another perspectivis, also the internal structure and
process of ensuring that the board of directoresses the management team
performance transparently and effectively, see fléigul for CG structure (National
CG Committee, n.d.).

Corporate Governance Structure

Shareholders

Board of
Directors

Figure 1.1 Corporate governance structure
Source The Stock Exchange of Thailand (n.d.)
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Participants involved with corporate governance d&roader and
covered more varied, whether by direct relatiorsisipch aslirectors, managements and
employees who receive salaries and other benebis the company, shareholders who
receive dividends in returor indirect stakeholders who can influence andcadi@ from
business operations such as the social comm(atitywalia & Joshi, 2009).

As a result, there is a close relationship betwsgreholders, board of
directors and managements as Figure 1.2 demorsstidenagers as 'agents’ are the
organization’s representatives who have some irdtion which is unknown to the
‘principals’ which refers to shareholders. The pigal is using the agent to perform in
ways that benefit to principal interest in excharglece managers have insight

information and expertise that the shareholdemsaldave (Biz/ed, n.d.).

Financial
performance

4

B.oard of Investment
Directors

Discretionary
activities

Shareholders

Monitoring
Merchanism

Note:
relatesto monetary flows
inferences board decisions

Figure 1.2 A representation of the principal agent

Source Emeraldinsight (n.d.)

1.2 Board of Directors
The governing board of directors must be appoini@doperate the
organization as a separate legal entity becausis atcountability to the owners i.e.

stockholders in listed firms (McNamara, n.d.).
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Good corporate governance is the most crucial ipathrge companies
since in most cases the owners of funds or shatetsotlo not manage and operate the
business by themselves while the managers do notsmurces of funds. The term
“good corporate governance” describes company rueggilations and mechanisms
which ensure the protection of the rights of shalddrs who are the owners of funds
in both the current and long term (The Securitiag &xchange Commission of
Thailand, 2010).

As all mentioned earlier, the boards are the ap&xhe corporate
governance structure, therefore, they are the kel the most important part that
contributes to good corporate governance withindfganization. Transparent and
reliable board must possess strong leadershipratoand prudently perform their
duties and be able to appoint a qualified managéeteam to be their representative in
business management. Therefore, the board is tperede governance center in each
firm and its relationship to the other partiesnghe public interest (McRitchie, 1999).

However, as directors act as linkage between shhtets and
management and take an essential role in estaidisipod corporate governance,
there is a wide concern with regard to the abibtgnsure that management acts in the
best interest of shareholders and investors. I fawards of many listed firms are
generally viewed as inactive entities which aremftlominated by the managers in
charged with monitoring daily transactions of tieenpany (Park & Shin, 2002).

The boards’ legal responsibilities are varying adow to the business
nature and jurisdiction in each country where tmgany operates. In Thailand, the
SET has set out directors’ roles and respons#slitis follows: “Directors must ensure
that company has management with enough compet&nowledge and experience
to run the business.” “Independent directors antside directors should bring an
independent judgement to bear on issues of stratpgyformance, resources,
including key appointments, and standards of condilibey should oppose any
proposal brought by other directors or managentbat, they consider may lead to
effect the equitable treatment of shareholdershie(lStock Exchange of Thailand,
1999)

In addition, directors should also set out the canypguidelines. Most

large companies typically define a code of ethicsanle of business conduct to rules
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and outline the responsibilities for proper praggiof an individual or organization.
One area that may be of interest is the conflicintdrest. Conflict of interest arises
from the opposition in decision making from autkies, roles, and perceived values.
Concerns for self interest could violate and infice the best decision making for
shareholders and lead to the manipulation of aiijhofor personal gain
(Pathranarakul, 2004).

There are two types of director, executive and rexecutive, however,
there is no real distinction in legal terms. Inghiee, the difference is that non-
executive directors do not run the day-to-day bessnwhilst executive directors
perform operational and strategic functions. Inmierof contribution, non-executive
directors use their experience and expertise twigeoindependent opinions and
normally, they possess the governance process @bleboth executives and
managements activities (Department for BusinesgJation & Skills, n.d.).

In the same sense, boards can also be categonieddependent and
non- independent directors. From the Code of BesttRee for Directors of Listed
Companies, “Independent directors are defined esctdrs who do not hold any
position in the management and are not employeé&seotompany. They must not be
an executive director or an authorized directoreylimust be independent of any
major shareholders, management, and any otheedefsrsons and they must have
the responsibility to determine if there is anythithat may affect the equitable
treatment of shareholders” (The Stock Exchangehail@nd, 1999).

Independent director positions are perceived tobleé&er than non-
independent or inside directors because they hes® personal gain and interest to
make decisions and to assess management recommesdain independent director
must be qualified as independent according to tmapany’s corporate governance
policy, and the criteria established by the SETisTgassage specifies qualifications
that ” An Independent Director mugtolding shares not exceeding 0.5 per cent of the
total number of voting rights of the Company, issgnt company, subsidiary, affiliate
or juristic person which may have conflicts of m##, including the shares held by
related persons of the independent director, neliteieg nor having been an executive
director, employee, staff, or advisor who receisalary, or a controlling person of the

Company, its parent company, subsidiary, affilis@mne-level subsidiary or juristic
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person who may have conflicts of interest not beangerson related by blood or
registration under laws, such as in the manneatbfef, mother, spouse, sibling, and
child, including spouse of the children, executjvemjor shareholders, controlling
persons, or persons to be nominated as executiveowirolling persons of the

Company or its subsidiary” (AlIS, n.d.). In orderegncourage directors to be able to
perform their duties, or express opinions indepatigeand non-independent director,
typically, is an executive who is related to theuah i.e. chairman, CEO, CFO and/or
any other executives.

The board has its main obligations and responséslito governance the
organization, that is, to exercise the control amdhority over all its affairs.
Practically, the board has the power and authertbeengage in activities that can be
delegated to another party or sub-committee, sachraaudit committee, nomination
committee and compensation committee. The workimy duty is mainly dealing
with a specific issue and has the objectivity tospe business activities more flexible

and in more efficient way (Council of Social Seeviaf New South Wales, 2009).

Audit Committee

Currently, the audit committee is an active meckranithat facilitates
“Good Corporate Governance” to ensure the quaitydibility and objectivity of the
corporate financial information, including repoginand disclosure. The audit
committee performs a preventive role to control asdist the board in fulfilling its
responsibilities more effectively, to maintain thebstantial objectivity on financial
reporting and internal control systems, and to pi®vmanagement and external
auditors opportunities of managing all risks (Thec& Exchange of Thailand, 1999).

According to The Stock Exchange of Thailand (1998 board’s
composition, qualifications, obligations, respoilgibs, means of communicating
with internal and external auditors must be defirddarly and adequately to
productivity achieve the objectives of providingittwthe assistance of all related
parties in facilitating all required information @rresources. For audit committee
development in Thailand, the SET on “Best Practigeidelines for the Audit
Committee” defined “The audit committee is a contedtof the board, as it assists the

board with the board's responsibilities, oversdesetevant issues, and fulfills the
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company’s corporate governance. The objectivegs$tablishing an audit committee
applying these guidelines are established widebyder to reflect its significant role.”

The main objectives and the potential benefits of agpropriately set-up audit
committee that facilitates the board of directars @ assist the board of directors in
financial, management, including compliance witte ttaws and regulations and
monitoring and controlling business risk and castréacilitate the maintenance of the
independence and the objectivity of both internatl axternal auditors and to
strengthen the role and influence of non-execudivectors.

The committee is comprised of at least three nacetve directors who
are independent of the executive directors and metjareholders. The number of
members depends on the size of the company arfdribons and responsibilities of
the audit committee. In general, the number of s ranges from three to five. If
the number of committee members falls below theimm of three, the board of
directors or the shareholders’ meetings is requitedncrease the number of the
committee members to the minimum of three. Everyimar is not expected to be an
expert in accounting or finance, because the cotaenitas the right to seek advice on
these matters from auditors and the managemengdditional information from
independent professional advisors, when necessamwever, one member must have
significant experience in accounting or in finahaisatters so as to update fellow

members with any legislation changes (The StockhB&mrge of Thailand, 1999).

Nomination Committee
The nomination committee is in charge of recruitiagd examining

candidates, before making recommendations to adbofdirectors or shareholder
meeting to ensure that persons who become directods key executives of the
company are sufficiently knowledgeable, capable exgkerienced; and independent
when necessary. The nomination committee is gdgpexppointed on an ad-hoc basis.
If no nomination committee is appointed, the whblgard of directors should be
responsible for the nomination process (The Seesrdnd Exchange Commission of
Thailand, 2010).
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Compensation Committee

A compensation committee decides the remunerafiatirectors and key
executives in appropriate proportion to their payeduties, responsibilities, and
performance. The person deciding remuneration shood be the same person being
evaluated. If no compensation committee is appdjntiee whole board of directors
should be responsible, regardless of the dirediemsg evaluated from the relevant
board meeting. The SET and SEC do not specify agyirements for nomination and
remuneration committees in particular, but rathecoeirage listed companies to
practice transparency and good corporate governaftemembers of an audit
committee, and most of the members of the nominaaod the remuneration
committees, should be independent from managenaiience (The Securities and
Exchange Commission of Thailand, 2010).

Although the board of directors sets up the subuitee to undertake
tasks in company accountability, however, this doatsrelease the directors from the
responsibilities and obligations associated with dbligations of delegated practices

(The Securities and Exchange Commission of Thajlaado).

1.3 Board Composition and Diversification

Without a good board of directors to oversee oVeérations, managers
may sometimes act intentionally for their own béneégardless of shareholder
interests. In addition, a board of directors' bess experience can provide the
guidance for the optimum of company accomplishnf€otkov, 2010)

Independent directors play an important role in t@od corporate
governance system. Since the boards must contrédqeopriate jugdement to the
corporation, boards from individuals with closethti®nship to managements tend to
exercise their monitoring role inefficiently andsalboards that lack of independence
are more likely to create conflicts of interesttwshareholders when making business
decisions i.e. in the election of new executived amdits (Scarabotti, 2009).

Apparently, the board of directors should consistnembers with a
variety of knowledge and experience to ensure tibgeéther, they can formulate the
right policy for the development of the businesdjilev having specialized skills,
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abilities, and especially sufficient independenzeatidit the management. Since the
board has two significant roles; to support the agg@ment according to corporate
governance practice and to set a strategic plaactoeve the business goals. In
principle, the board of directors of a listed compahould consist of independent
directors or outside directors to carry sufficiemtight on the board when making
decisions (Erawan Listed Company, n.d.). Also, fribra Public Limited Company
Act B.E.2535, in Chapter 6, Section 67, given thies regarding the board of
directors that “The company shall have a boardir@fctbrs to operate the business of
the company, comprising at least five directorasvbich not less than one half shall
reside in the Kingdom.” (Law Reform Commission, 299

For the SET, in August 2001, the SET releasedédpon on corporate
governance to reform and enhance Thailand’'s cotpogavernance. The report
defined the principles, recommendations, and besttipe guidelines for directors of
listed companies, including board composition (Thiaistitute of Directors
Association, 2004). “The board of directors shoutasist of: executive directors who
are involved in day-to-day operations or are autleor directors, non-executive
directors who are independent directors are defasedirectors who do not hold any
position in the management and are not employeé&seofompany. They must not be
an executive director or an authorized directorThé chairman should be an
independent director and should not be the sanmspexs the managing director. The
reason for this is that there should be a separafialuties in directing the company’s
policies and management.” (The Stock Exchange afldind, 1999)

Figure 1.3 presents the relationships of sharemgl@secutives/ managers
and directors. Whenever external funds are raisenh fthe public or investors, a
change of business management will inevitably tpkece. In large companies,
especially in listed firms, investors and manadese different roles that must be
separated and distinguished from the company. mestors or shareholders do not
manage the business directly, but appoint “dirett@as their representatives to
supervise and oversee the company as a “boardthétsame time, the board of
directors does not engage in the company’s dayjo-Operations, but appoints
managers and professionals to perform those dimieshem (The Securities and

Exchange Commission of Thailand, 2010).
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Shareholders
creatingvalue

appointing on business

Executives Managers

Directors ‘ 9

determiningdirectionsand
supervising monitoring

Figure 1.3Relationships of shareholders, executives/managetslirectors

Source The Securities and Exchange Commission of Thai(and.)

1.4 Objective

This paper aims to examine the relationship betwkercomposition of a
board of directors (members on board, shareholdiegsication background and
training, government experience and audit comnstteeoportion) and a firm’s
performances as valuated by returns on equity (R@#yrns on assets (ROA) and
dividend yield of Thailand listed firms of the SEidex 100, which represents 100
leading companies in all industries. “These indiaes calculated, respectively, from
the stock prices of the top 100 listed companiesS&T in terms of large market
capitalization, high liquidity and compliance witrequirements regarding the
distribution of shares to minor shareholders.” (Bteck Exchange of Thailand, n.d).

1.5 Scope of Study

The sample of listed companies is comprised ofd@fipanies in the SET
Index 100 in 2010. The data source of the charstt= of the board of directors is
from the 2009 annual report of the SET100 of Taildisted companies from the

Stock Exchange of Thailand database and compangit@sbData on key financial
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information comes from the dividend yield, retumexjuity (ROE) ratio and return on
assets (ROA) ratio of year ended 2009 aficyBarter of 2010 that was published on

The Stock exchange of Thailand’s website.

1.6 Limitations

This paper recognizes limitations in selecting shenple size of the SET
Index 100 representing the top 100 companies fribim@ustry groups in The Stock
Exchange of Thailand in terms of large market edigdition and liquidity from a total
of 505 listed companies in 2010, which by natureynyield different level of
financial performances. The industry groups areoRees, Financials, Property &
Construction, Technology, Services, Agro & Foodusity, Industrials and Consumer
Products (The Stock Exchange of Thailand, 2010)taecdamples used herein also do
not cover across different time period (panel data) some variables are omitted i.e.

firm size, which represents area for future study.
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CHAPTER Il
LITERATURE REVIEW

Most organizations involve the creation of an entirganization where the
differences of people are valued and utilized thiewxe a business goal. Various
human resources with different ideas and persoaakdrounds contribute to the
synergy of the work environment. The board of dwex shares the same sense in
terms of a variety of knowledge, expertise and grpee with specialized skills and
abilities, and especially sufficient independersceecommended to affirm cooperation
to maximize the firm values and shareholder intsrdsormer studies can be arranged
into 3 major attributes; which are dependency laités by independent and outside
directors in board composition, quantitative atités in terms of board size and
demographic and experiential attributes that inelggender, ethnicity, education,

industry experience and political connections oetli in later paragraphs.

2.1 Independent Directors in Board Composition and aFirm’s

Performance

Board composition has been counted on as a diromuf the agency
problem, since generally managers will pursue tbein interests at shareholders or
company expense. Fama and Jensen (1983) viewedadhats of directors could
reduce agency costs by segregation of power arydadihe management and control
of decision making. Further, the ability to contesild monitor also considered to be
critical (Byrd and Hickman, 1992) and many otheredict that inside directors
contribute knowledge and experience gained to ¢@gualicies and the day-to-day
business. The outside directors contribute in tewhsobjectivity and expertise
collected through their experience in other busnesmtters. While outsiders also

render their opinions and judgment on a firm penfance, independently, whereas
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insiders may lack acumen in this area, therefoee thonitoring role is restricted and
ineffective.

Hossain, Prevost and Rao (2001) examined the badrdlirector
effectiveness, particularly for independent outsladectors, by measuring their impact
on the performance of 633 firms listed in the Negaland Stock Exchange (NZSE).
The interesting part of the study was to focushaimpact of the Companies Act of
1993, the Financial Reporting Act of 1993 and medatlegislation of board
composition on corporate firms’ performance thatvedre enforced in July, 1994.
With the main purpose was to organize and expaadbtfards of director’s duties and
obligations to investors. For New Zealand, theyuhoented positive relationships of
independent outside directors to the firms’ perfange. This paper contributes to
Lawrence and Stapledon (1999) who view that fdedisfirms, the corporate board
should be composed of a minority of non- independiectors and Baysinger and
Butler (1985) who found a direct linkage betweensme directors and returns on
equity (ROE). However, YermacKl999) opposed a negative relationship between
outsider members on board and Tobin's q.

Therefore, many questions are still open for redesas with regards to the
ability of independent and outside directors toreise their role in oversight business
transactions effectively. For example, Byrd andHKdian (1992) question whether
outside directors are able to add the economic natida that compels directors by
factor markets, corporate control, and alternatiméernal governance controls.
Similarly, Fama and Jensen (Fama & Jensen, 19&3)kamcerned that an outside
director’'s reputation may sometimes affect the rwwimg role. However, in
conclusion, an optimal percentage, or numbers, ut$ide directors, or an optimal

board composition remains an open question so far.

2.2 The Link between Board Size and a Firm’s Perfonance

Shijun Cheng (2008) conducted a study of board aizkthe variability of
corporate performance and summarized that a fisralge becomes more stable as a
firm’s board of directors grows larger. The biggfee board size, the lower variability
of monthly stock returns, ROA, Tobin’s Q as thepayate performance, results from
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1,252 firms in the Investor Responsibility Resea@dnter’s (IRRC) data over the
period 1996-2004. This finding is supported thesoea being that more compromises
are required to meet approval when dealing witgdaboards, consequently, leading
to less variable corporate performance. This issisb@nt with Adam and Mehran
(2004) found that larger boards will have betterfggenance valuated by Tobin’s Q
for the banking business.

Additionally, Ann B. Gillette, Thomas H. Noe and dfiael J. Rebello
(2003) in their study of Corporate Board CompositiBrotocols, and Voting Behavior
concluded that their model shows that boards wittnagority of trustworthy, but
uninformed "watchdogs" can induce a favorable @lad policies, moreover, a board
size of seven, as suggested by Jensen in 199Hfigent for decision making. Jensen
(1993) also recommended a board size of less than87directors, as the marginal
profit of additional members will exceed the masgioost of coordination.

2.3 Board Diversity, Composition and Share Proportia on a Firm’s

Performance

The demand for corporate governance reform empéthdize need for
greater diversity in board composition for effiaignn order to address the issues and
enhance corporate performance. To a great extdi, Utilized board diversity will
bring out broader perspective and experience ftebbusiness decisions (Ingley &
Walt, 2003).They also viewed that directors would contributetipalar perspectives
from their various professionals, ethnic and gerd&kgrounds to the board.

In 1996, Milliken and Martin studied managemeneggsh on diversity in
the boards of director composition. They found fresioutcomes for diversity effects,
such as a greater variety of perspective leadinghdtier decision making and
increasing opportunities for creative and innowvatiusiness solutions. However, later
in 1999, Forbes and Miliken (1999) studied furtlerdepth and argued that each
aspect of board demography tends to have compleltiphe, and inverse effects. The
group with contrasting backgrounds is likely to ®aw@ higher level of conflict since
they have greater access to a variety of informaftiom outside and will attempt to

integrate and combine this benefit into the group.
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Further, many researchers have focused on demagrdplersity effects
of a board, like Toyah Miller and Maria del CarmiEmana (2009). They examined a
sample of 500 Fortunfirms in 2003- 2004 which represented all groupsnofustry
leaders and used several external reports listiadpobard members by race to analyze
their compromising roles regarding a firm’s innawat and reputation from the
diversity of the directors’ gender and race. Enggirresults indicate both gender and
racial diversity of a board has a direct assoamtm innovation i.e. in the form of
R&D expenditures. They also documented a positmeetation between a board’s
racial diversity and a firm’s reputation, as cotesi$ with a signaling theory to the
public and investors of a firm’s ability and undargding of business globalization in
a diverse environment that firms currently faceniboun and Shanley, 1990).

Later in 2007, Helen Kang, Mandy Cheng and Sidne@rdy pursued a
study of Corporate Governance and Board Compositimersity and independence
of Australian boards to investigate the extent a@édrd diversity and independence in
100 top Australian corporations in 2003. This reskeaeported the significance of
board diversity and independence to issues facéldeirturrent business climate. The
major finding is with regard to gender, age, andependence of the directors in 100
largest listed companies in Australia. For gendeerdity, only 10.37 percent of the
total of Australian companies’ boards is femalee Tévorable range of directors’ age
is above 50 years as more than 80 percent of tiaé dad age diversity is straight
forward towards the board’s size. More interesginghey find a positive relationship
between age diversity and industry type, whichasstimer services and the product
sector, would appoint directors with greater diitgrgange. In summary, the
traditional diversity profile of boards of Austraifi’ top 100 companies is that a greater
proportion are independent male directors, compyisif 8 to 9 members with an age
between 51 and 70 years old.

A study of the effects of top management teams lamatd nationality
diversity and compensation systems on a firm’'sgeréince by Sabina Nielsen and
Bernhard Nielsen (n.d.) used a sample of 165 Shatsd firms in 2000-2004. They
found evidence supporting the initial internatioration degree of the firm will have a
positive correlation to the nationality diversitsogrth of top management team (TMT)

and the board of directors (BOD). This positivelgrrelates to TMT and board
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compensation which, in turn, positively relatesatéirm’s performance. Their results
were evaluated by two measurements of both opeati@and stock market

performance, that is, returns on sales (ROS) andrnrendex. Their findings stated

that firms which are growing internationally willire more foreigners in upper

positions and will attract more international inwesnts to the firm in exchange. Thus
firm performance is positively affected accordingly

A study of gender and ethnic diversity among UK [iooate Boards by
Stephen Brammer, Andrew Millington ai®tephen Pavelin (2007) of 463 UK firms
suggests the degree of diverggyrelatively low, with the mean of 8.7 whites ah@
non- whites inboard of directors, and.9 male and 0.1 female directors in case of
gender. Significantly, only 61 firms out of totdl3%) have non-white directors. These
composition statistics of the UK’s labor force paw® informative data to the board
diversity challenge.

Later, Kim & Lim (2010) researched 593 Korean conipa by focusing
on the effects of independent directors’ diversityproduced evidence that most
Korean companies have independent directors ofvarsk age, education, and
experience on boards after corporate governanaemmsfin 1998. The empirical
evidence suggests; firstly the direct effect ofeippendent boards’ educational degrees
on a firm’s values, secondly, a positive relatiopshetween independent directors
with government experience and a firm’s values, begative associations with
directors, who are accountants and finally, a ditexk between diversification of
independent directors’ education fields and a 8rwalues. Furthermore, Tim Duffy
(n.d.) suggested that CEO with a military backgbwuill perform better as witnessed
by higher average return of the companies led bijamyi background CEOs than the
2005 S&P 500 index. He viewed the leadership skilsn military training enhance
strong leadership role and responsibility in tharblooom.

Clearly, knowledge and expertise in business, enitg or law are
beneficial resources to a firm. Kor and Sundaranyu(2009) suggested that outside
members’ knowledge and experience is significahtiged to a firm’s growth, the
greater diversification of outside board expertibe, greater degree of sales growth.
While diverse independent boards increase a firwédues, diverse ages of

independent boards comprising younger members, a@mocreate productivity and
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older members contributing their experience, togetthey can have a synergetic
effect on a firm. However Leibenstein (1958) préelica diminution of productivity,
after certain age is reached of independent directo

Again, in the summary of a study of 593 Korean cames by Kim &
Lim (2010) focusing on the effects of independemeators diversity, they found
positive relationships between independent dirsototh government experienced and
a firm’s values corroborated the opinion by Fa¢@ie06) which affirms the benefit of
political connections in a board through the finahassistance.

A company’s board of directors ideally includes ape ties to the
business environment. The ties political directar®ate should be positively
associated with a firm’s performance given theicait degree of government
involvement in business. A record of Politicians thre board of directors: Do
connections affect the bottom line by Hilman (2086pports this assumption. In the
study, he measured a firm’s performance by marksed); market capitalization and
market-to-book ratio (Tobin’s Q) and accountingdsisreturn on sales (ROS) and
return on assets (ROA) as the market perspectiveie a short term outlook, while
accounting represents past performance. He docechendirect linkage between the
board with political connections responded to therkat performances as firms can
reduce uncertainty and extend broaden accessdariafion and valuable resources
intimately. His results also pointed out boardsnofre heavily regulated industries i.e.
telecommunications, biotechnology typically haverenpoliticians than less regulated
industries i.e. retail and electronics. This is mped by the resource dependence
theory in way that boards should reflect the emuiment where firms are currently
facing.

In terms of ownership, Jensen and Meckling (1976pioneer studies of
outside blockholders, which represents outsideestudgiers who beneficially own at
least 5 percent of a firm's outstanding commonkstedgthout serving as executives or
directors (US Securities and Exchange Commissiolel®i+3) can be an efficient
way to reduce agency costs, since outside shamisobduld play a monitoring role in
managing a firm’s performances. Subsequent docwatientsuggested this to be an
important mechanism to govern managers externakpecially in firms without

significant management ownership (Shleifer and Msh986). In accordance with
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this, Byrd and Hickman (1992) found that greatetswle¢r deputation increases
shareholder wealth as evidenced by a linkage betviee percentage of outside
shareholdings and a firm’'s performance. HoweversdRetein& Wyatt (1997)
document their findings that an average stock-pee&tion is positive correlated with
the subgroup of high director ownership (5-25%bh&sidea that executives ownership
is the aligning tool for managements and sharehahderests.

Although, theoretically, the board composition atidersity is the best
idea to ensure that the board can gather and fatmuh right policy for the
development of the business. Jensen and Mecklifg6jlpointed out that board
diversity may create complexities and incapabilitydecision making among board
members because of conflicts of interest. A divgreeip of board members can be an
obstacle to optimum goals. From an overall majootyprevious studies, a lack of
consistent and clear evidence of the effectivepéssitside independent directors and
proper proportions of the board has stimulated aticoing debate and open
discussion on the productivity and capability atdtors on a board in exercising their

role effectively.
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CHAPTER 1l
METHODOLOGY

3.1 Data and Hypothesis

Dataset comprises SET100 index listed companidhenStock Exchange
of Thailand on December 2010. Data on board ofcthrecomposition was obtained
from the 2009 annual reports of listed companies tie SET's website. Data on
financial ratios to evaluate firms’ performancesnposed of the return on equity and
return on asset for the year ended 2009 afidgBarter of 2010 (annualized),
respectively. The researcher also used dividenid ys of December 30, 2009 and
December 13, 2010, the date of data collectiomsutaied by using latest dividend
paid divided by prior date of closing price muligad by total common stock
outstanding. All financial information was publishen the SET's website. The
dataset information describes the composition @irté® regarding key characteristics
such as director's gender, education and trainibgckground and experience,
ethnicity and role of directors; independent/ nodependent and audit committees as
gualified by The SET.

Basic methodology consists of estimating a seriesdinary least squares
(OLS) multiple regression models. The dependenialbe is a measure of a firm’s
performance (ROA, ROE and dividend yield). The peledent variables are measures
of board composition including proportion of audadmmittee (ac_ppt), proportion of
directors who serve as civil servants (civ_serv),gpoportion of directors who have
passed the director related training course heldligi Institute of Directors (I0OD)
(tr_ppt), proportion of senior military and polio#ficer directors (mil_pol_ppt), total
percentage of directors’ shareholding (dirshare) ameasure of firm size which are
total members of board (noofbod) includiagvhich is the residual of the multiple

regression model.
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The models we estimate are as follows:

roa_ye09 = @ anoofbod+ aac_ppt+ acCiv_serv_ppt atr_ppt + amil_pol_ppt+

agdirshare+ ¢

roa_3ql0 = @ anoofbod+ aac_ppt+ aciv_serv_ppt+ agtr_ppt + amil_pol_ppt+

agdirshare+ ¢

roe_ye09 = @ anoofbod+ aac_ppt+ aciv_serv_ppt atr_ppt + amil_pol_ppt+

adirshare+ ¢

roe_3q10 = @& anoofbodt+ gac_pptt+ aciv_serv_ppt+ agtr_ppt + amil_pol_ppt+
agdirshare+ ¢

div_ye09 = g+ anoofbodt+ aac_ppt+ acCiv_serv_ppt+ aitr_ppt + amil_pol_ppt+
agdirshare+ ¢

div_3ql10 = g a;noofbod+ aac_ppt+ aciv_serv_pptt atr_ppt + amil_pol_ppt+

agdirshare+ ¢

3.2 Measures

Proportion of Audit committee (ac_ppt), directoresorpassed the director
related training course held by Thai Institute ofrebtors (IOD) (tr_ppt), total
percentage of directors share holding (dirsharedpgrtion of senior military and
police officer’ directors (mil_pol_ppt) and a meeswf a firm’s size defined by total
members of board (noofbod) relies on published 2668hwpany annual reports.
Proportion of directors serve as civil servants (serv_ppt) captured from the work
experience section of listed company’s annual tspas of year ended 2009. The
researcher also specifies the business industtheotompany either a regulated or
non-regulated business to test statistic to detexmwhether the magnitude of the
effect varies significantly across groups. Two gr@wf subsample based on whether
industries are regulated; regulated by governmerd significant level, i.e. utilities

and resources business which are required to be oapital intense but must also
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have concession rights from government agenciesthén former subgroup, the
researcher included industries: Industrials- Péeadcals & Chemicals, Resources-
energy& utilities and mining, Services- transpodia& logistics and media and
Technology- communication and information as regaabusiness. The latter
subgroup of the remaining businesses is, therefameregulated.

3.3 Data Analysis

Samples of the study comprising of Thailand’s 1@fetd companies in
The Stock Exchange of Thailand reveal that moshefBoard of theSET100 tends to
comprise of 9 to 13 directors (62%), with maximuwstat of 19 members on the board
of PTT Aromatics and Refining Public Company Lindit@TTAR) and a minimum of
6 members in board of Hana Microelectronics Pulllampany Limited (HANA).
Furthermore, for independent directors and audmrodtees on a board, this data
group is likely to have 3 to 6 and 3 to 4 membeespectively. A company that
comprising of a maximum of 12 independent directors board and 5 audit
committees is the MCOT Public Company Limited (MQOiIh the media &
publishing sectors. The typical (mean) of femaleeciors on the boards for all
industries is only 1 with a maximum of 6 femaleediors in the MILL Construction
Steel Industries Public Company Limited (MILL) bdain property & construction

industry.



Jitlada Intarasa-ad Methodology / 22

Boardsize of SET100

15 members, Others,
8% 21%

bers,

13 me
10%

10 members,
9 members, 13%

11 members,
11%

13%

Figure 3.1Board size of SET100

Others
6 ind. 20%

12

Figure 3.2Independent directors on board of SET100
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Table 3.1Descriptive statistics of variables of SET100d8rindustriegN = 100)

Variable Mean  Std. Dev. Min Max Explanation

roa_ye09 10.3 98 -21.5 44.5 |Return on asset for period of year ended 2009

roa_3q10 11.0 10.0 -19.7  50.8 |Retum on asset from 4™ quarter of 2009 to 3"
quarter of 2010 (annualized)

roe_ye09 14.3 14.5 -42.6 60.2 |Return on equity for period of year ended 2009

roe_3q10 15.7 15.9 -65.4 69.4 |Return on equity from 4" quarter of 2009 to
3" quarter of 2010 (annualized)

div_2009 4.7 2.8 1.1 17.0 |Dividend yield as of Dec. 30, 2009

div_2010 4.2 3.6 0.5 25.3 |Dividend yield as of Dec. 13, 2010

noofbod 12.1 2.8 6.0 19.0 |Total members on board of directors

ac_ppt 0.3 0.1 0.1 0.6 Proportion of audit committees on board

civ_serv_ppt 0.2 0.2 0.0 09 Proportion of directors served as civil servants

tr_ppt 0.8 0.2 0.2 11 Proportion of directors passed the training
held by IOD

mil_pol_ppt 0.1 0.1 0.0 04 proportion of directors served as senior
military and police officer

dirshare 10.2 16.1 0.0 65.1 |Total percentage of directors' shareholding

Table 3.1 presents the key descriptive statistdasta of board
characteristics and size of sample and the firmfopeances. Maximum dividend
yield going to investors was from Precious Shippigplic Company Limited (PSL)
in 2009 at 17% and from SVI Public Company Limi{@&WVI) in 2010 at 25.3%. In
terms of efficiency of asset generation, G J SReddlic Company Limited (GJS) and
G Steel Public Company Limited (GSTEEL), both ire tindustrial materials &
machinery sector, possess the lowest ROA in 2000@8i2010 at -21.5 and -19.7,
respectively, with the highest 44.5 and 50.8 in2@hd Q32010 of BEC World
Public Company Limited (BEC). Same as ROA, lowedtums to equity in both
periods at -42.6 and -65.4 was from GSTEEL.

Total members on board (noofbod), audit commitpreportion (ac_ppt),
proportion of directors passed the training cotmsle by 10D (tr_ppt) and proportion

of directors served as senior military and poliéiecer (mil_pol_ppt), all provide the
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mean with only slight differences among the threts ®f sample data (all industries,
regulated and non- regulated industries) not reglonerein, with a mean of 12.1, 0.3,
0.8 and 0.1 for each characteristics respectivelgll industries (n= 100). However,
some characteristics demonstrated the noticeaffatices among three sets of data,
which are members of the board who serve as awilasits (civ_serv_ppt) and total
percentage of directors’ shareholding (dirsharée Tean of the first group of data
representing SET100 of all industries are 0.2 an@%in order, while the regulated
group (n= 55) provides 0.3 and 7.1% followed by l&st group of non- regulated (n=
45) that has the mean equal to 0.1 and 14%. Difts® in statistical estimates
between the two subsamples are highlighted firmspiecific types of industry with
different generic profile of board characteristafter divided into two subgroups to
see if the nature of government experience holgsdestinguishable pattern between
the two groups.

In particular, for members of boards with civil w@nts and government
experience, this aligns with Hilman (2005) who woés boards should conform to the
firm’s environment; the more firms rely on the govaent, the greater number of
directors with government experience required anlibard. As a result, boards of
more heavily regulated industries typically haverenpoliticians than less regulated
industries. As reflected on the mean of civ_sert fop the regulated industries’
boards to 0.3 with the maximum proportion of 0.9Amports of Thailand Public
Company Limited (AOT), almost three times more thanthe non- regulated
industries’ boards which exhibit a mean of 0.1 vitie maximum of only 0.5 in The
Siam Cement Public Company Limited (SCC) board. Digger size board of
directors is more likely to correlate and respoadtte higher proportion of civil
servant directors on boards for regulated industriban non- regulated, as
demonstrated in Figure 3.3. This is not surprigingn that for firms in the regulated
business, to have directors with government expeeianay be ultimately valuable

and reflect the business nature of their regulagoryironment.
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Figure 3.3Number of total directors on board (noofbod) amdaors served as

civil servants (civ_serv_ppt) in regulated vs. nmegulated business

Another interesting part is the percentage of dims¢ shareholding
(dirshare). The mean of non- regulated businegdghalatively higher than regulated
business is almost double (14% vs. 7.1%). The maxinproportion of director
ownership is 65.2% in Prueksa Real Estate Publimgamy Limited (PS). However,
for all businesses in SET100, the mean is only%0.2Phis may imply the relatively
low degree of director ownership concentration lirailand.

Figure 3.4 attests to the correlation matrix fog thdependent variables
with dependent variables measured by ROA and ROEtHe period of year ended
2009, the highest correlation of ROA, ROE is pusitio directors’ shareholding
(dirshare) at 0.384 and 0.307, respectively. Thyndst positive correlation of ROA,
ROE for the % quarter of 2010 is again with dirshare at 0.398 awith audit
committee proportion on board (ac_ppt) at 0.328peetively. The results repeatedly
oppose the evidence from Byrd and Hickman (1992} fibund a positive relationship

between the percentage of outsider ownership amdpferformance.



Jitlada Intarasa-ad

Methodology / 26

Figure 3.4The correlation matrix for the independent variablgth ROA and ROE
for the period of year ended 2009 affti@iarter of 2010 (annualized)

roa_ye09 roa_3gl0 roe_ye09 roe_3ql0 noofbod ac_ppt civnsegpt tr_ppt mil_pol_ppt dirshare
roa_ye09 1.000
roa_3q10 0.920 1.000
roe_ye09 0.833 0.786 1.000
roe_3q10 0.699 0.795 0.907 1.000
noofbod -0.049 -0.121 -0.076 -0.132 1.000
ac_ppt 0.241 0.367 0.284 0.328 -0.638 1.000
civ_serv_ppt -0.036 -0.078 -0.030 -0.076 0.325 -0.221 1.000
tr_ppt 0.241 0.215 0.242 0.178 -0.103  0.138 0.136 1.000
mil_pol_ppt -0.216 -0.219 -0.311 -0.319 0.345 -0.159 0.632 0.046 1.000
dirshare 0.384 0.393 0.307 0.284 -0.149  0.168 -0.196 0.041 -0.071 001

One final characteristic finding that may be okneist is the variety of the

board of director highest education major. Thedgpboard tends to have variety of
highest education in 3 majors (37%); business armbumting, engineering and

sciences and law, with maximum to 5 fields; bussreasd accounting, engineering and

sciences, law, political sciences and arts in nessuindustry which also occupied the
highest firm performances among other businessear{m14.8 and 19.4 for ROA and
ROE of YE2009, respectively). This added furthgpmart to hypothesis of Milliken

and Martin (1996) in assessment and review managemsearch on the effect of

different types of diversity in director compositiathat highlights the positive

outcomes of diversity effects as a greater vaoéfyerspective leads to better decision
making and increasing creativity of business sohsi
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CHAPTER IV
RESULTS AND ANALYSIS

Table 4.1 and 4.2 display estimate regressionsedf180 companies in;
all businesses and regulated business vs. nonlatedlbusiness. Each column reports
coefficient estimates from multiple regression, hwit-statistic and p-value in
parentheses. The dependent variable is a measyrerformance of the year ended
2009 (YE2009) and "3 quarter of 2010 (3Q2010), as indicated at the ledp A

constant term is included, but not reported. Tineovariables are self-explanatory.

Table 4.1Regression estimates of firm performance on bolhadacteristics and
board size (Data set of SET100 in all industries)

ROA ROE

coef. t-stat pvalue coef. t-stat pvalue
YE2009
noofbod 0.981 2.330 [0.022]** 1.556 2.700 [0.009]***
ac_ppt 40.445 2.740 [0.008]** 71.277 3.520 [0.001]***
gvt_ppt 11.306 1.980 [0.051]* 23.633 3.010 [0.003]***
tr_ppt 10.023 2.130 [0.036]** 13.850 2.140 [0.035]**
pol_grad_ppt -47.705 -3.310 [0.001]*** -98.848 -4.990 [0.000]***
dirshare 0.220 4.120 [0.000]*** 0.257 3.490 [0.001]***
R-squared 0.336 0.399
Q32010
noofbod 1.052 2.430 [0.017]** 1.440 2.050 [0.043]**
ac_ppt 61.528 4.070 [0.000]***  89.529 3.660 [0.000]***
gvt_ppt 9.722 1.650 [0.100]* 22.201 2.330 [0.022]**
tr_ppt 8.187 1.710 [0.091]* 9.092 1.170 [0.244]
pol_grad_ppt -43.908 -2.950 [0.004]*** -101.864 -4.230 [0.000]***
dirshare 0.223 4.050 [0.000]*** 0.250 2.810 [0.006]***
R-squared 0.369 0.288

Note: P-values are presented in the brackets beside $tet and estimates, with *, **

and *** denote significance at the 10%, 5% and &¥els, respectively.
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Table 4.1 presents four regression models, whidiude independent
variables of board composition. In regression motlehnd 2, the coefficient of
noofbod (0.981, t = 2.33 vs. 1.052, t= 2.43), a¢ (8p.445, t = 2.74 vs. 61.428, t=
4.07), civ_serv_ppt (11.306, t = 1.98 vs. 9.7221165), tr_ppt (10.023, t = 2.13 vs.
8.187, t= 1.71) and dirshare (0.22, t = 4.12 V&2, t= 4.05) are significantly positive
associated with ROA of YE2009 and Q3'2010, while toefficient of mil_pol_ppt
(-47.705, t= -3.31 vs. -43.908, t= -2.95) has aatigg effect. In line with ROA,
results from Regression 3 and 4 for the ROE of Y®®28nd Q32010 are positively
related to noofbod, ac_ppt, gvt_ppt, tr_ppt andldire, but negatively related to
mil_pol_ppt with a greatly significant level at 1= -4.99, p-value = 0.000). R-
squares for all first 4 models are approximately8D% as indicated in Table 4.1.

The finding with regards to board size is in linghaprior documentation
of Cheng (2008) that a firm’s value become mordlstas a firm's board grows
larger, and Adam and Mehran (2004) in way thatdafgpards perform better in the
banking business. For the audit committee proportibis appears to align with
Hossain, Prevost and Rao (2001) that report a sirperformance is positively
impacted by the proportion of outside independamictbrs on the board as evidenced
by The New Zealand Stock Exchange (NZSE). Kim & 1sit010) outcomes also
support the civil servants’ board proportion viewypdhat directors with government
experience have positive effects on firm valuatibime proportion of directors passed
training from 10D suggested positive correlatiorthairm performance is expected as
recommended by The Securities and Exchange Conamiss$iThailand (SEC), World
Bank and Directors Associations in many countrias developing professional
standards of directorship to perform duties mofecatively and result in increasing
shareholders value (Institute of Directors, n.Ngvertheless, regression results in the
case of directors’ shareholding is counter to Bymd Hickman’s (1992) findings of a
positive correlation to outside shareholding prdipas to greater shareholder wealth
and stronger firm performance as the greater dfideitownership plays an important
role in monitoring firms management; however, tasutt is aligned with Rosenstein
and Wyatt (1997) who suggest that executives ovaigrsould be an aligning tool for

managements and shareholder interests and willceedigency problems. This is
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presumably because the inside ownership could becamtive in improving a firm’s
performance and corporate earnings.

On the other hand, negative coefficient of mil_jppt emphasized the
need for corporate governance practice in termsgrefater diversity in board
composition to address the issues and improve bed#fidiency and corporate
performance. This is contrasting to Duffy (n.d.)owiewed that CEO with military
service background are likely to perform bettemfretrong leadership skills. Even
though directors from The Royal Thai Police Cad&seyal Military/ Royal Thai
Naval/ Royal Thai Air Force Academy backgrounds vate negative linkage,
directors graduating with business administratiemgineering and sciences and law
suggest positive coefficients to the firm performes although with significant level,
which are not reported in this table. Adding to K&nLim (2010) findings of the
diversity of director education majors has consittye positive effects on firm
valuation. Alternatively, the negative impact ofl npiol_ppt may imply that this field
of education may have a weakening role on boarditorarg through a lack of
business expertise and comprehensive background.

The regression results of hypotheses 5 and 6 wdriemot reported here
indicate the board composition coefficient is nigingicantly different from zero in
any regression with a dividend yield of 2009 and@0QT hus, in only the models using
accounting-based measures (ROA and ROE) of firfopwaance are significant, these
results do not hold in the models of market- bgsedormance (dividend yield). To
explain, it could be indicated the two differenpasts of performance as predicted by
Watts & Zimmerman (1990) that accounting reflecéstpperformance and is more
likely subject to managerial manipulation. On théheo hand, market-based
measurement represents the firm’s future expectafitiernatively, the limitation due
to the smaller sample size of dividend yield avdé@asince some firms did not pay in
consecutive years (N= 81 and 82 for div_2009 and2010, respectively), thus, the
researcher was unable to find any significantsiaél inferences about their effect on
a market firm’s performance and represent areafufore research.

Additionally, other dependent variables have besken into the tests
which are the proportion of females on board, thapertion of directors from the

same family, the proportion of directors who hawetdrate degrees, the proportion of
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directors who graduated from abroad and the prapof directors who are non-
Thai. The researcher also includes variables afpeddent director backgrounds; the
proportion of independent directors in business iadhtnation, engineering and
sciences and law backgrounds. As Kor and Sundathyn(m.d.) suggested outsider
members’ knowledge and experience is linked sigaifily to a firm’s growth, the
greater diversification of outside board's expertihe greater degree of the sales
growth. Lastly, dummy variables; a chairman whoais independent director, a
chairman who is an audit committee and a chairmha i a CEO of the company
were also included in the experiment. As literatbmeboard structure suggests, a CEO
who assumes the dual role of chairman may makédbed less independent in terms
of the authority of the chairman (Shivdasani andnyack, 1998). Nevertheless, all of
them are statistically insignificant to the firmp@rformance as both the accounting
and market outlook signals a diminutive effect.

Table 4.2Regression estimates of firm performances on bolaadacteristics and
board sizes (Subgroups of regulated vs. non- regpiladustries)

Regulated Industries Non- regulated Industries
ROA ROE ROA ROE

coef. t-stat pvalue coef. t-stat pvalug coef. t-stat p Uz coef. t-stat pvalue
YE2009
noofbod 1250 1.720 [0.093]* 1490 158 [0.127] 0439 0980 [0.336] 1076 147 [0.151]
ac_ppt 26397 0810 [0.422] 35701 084 [0.403] 34772 2480 @O1 71119 312  [0.004]**
civ_serv_ppt| 8966 0.990 [0.328] 20761 176  [0.085]* 14.842 1620 [6)11 30644 206  [0.049]
tr_ppt 10552 1390 [0.171] 12452 127 [0.212] 15840 2770 @O0 21140 227 [0.030]**
mil_pol_ppt | -49.794 -2230 [0.031*  -100.414 -346 [0.001]**f  -3580 -2.100 [0.044]*  -79508 -2.91 [0.007]***
dirshare 0.279 2.800 [0.008]*** 0219 169 [0.098] 0.177 3.440 [0a)*+ 0.271 324  [0.003]**
R-squared 0.255 0.269 0.509 0.540
Q32010
noofbod 1212 17  [0.09] 1291 118 [0.245] 0516 094 [0.353] 650 1.08 [0.291]
ac_ppt 40821 133 [0.191] 79.084 167 [0.102] 58520 343 [0002] 87.341 283 [0.008]*
civ_serv_pptl 6900 078 [0.442] 25556 1.87  [0.068]* 14159 127 [0.214] 21182 105 [0.302
tr_ppt 7771 108 [0.285] 6313 057 [0571] 14.408 207 [0.047}* 14172 113 [0.269]
mil_pol_ppt | -45453 -207 [0.044]*  -117.477 -3.48 [0.001]**] -29.558-144 [0.159] -65.796 -1.78 [0.086]*
dirshare 0253 264 [0.011]** 0124 084 [0.405] 0194 31 [0.004f* 0319 281 [0.009]**
R-squared 0.239 0.240 0.508 0.377

Note: P-values are presented in the brackets beside $i@ and estimates, with *, **

and *** denote significance at the 10%, 5% and &¥els, respectively.
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Tables 4.2 exhibits the estimates of the regressiodel using only firms
in regulated vs. non- regulated industries. It aor® four models with the following
distinctions: ROA and ROE of YE2009 and Q3'2010t With the sample size of 55
and 45 for each subgroup, respectively. From tlsalt® displayed, although the
researcher is unable to make credible inferencaasagnificant statistical data was
obtained, given the small sample size of this solggr(N= 55 and 45), it is apparent
that mil_pol_ppt is negatively and significantijated to ROA and ROE for all four
regression models in both subgroups at the 1%, md4d8% level, except to ROA of
3Q2010 in non- regulated business. In the regressmdel 5 and 6, no any
independent variables have significant relationstigh dividend yield which are not
reported here. The R-squares are approximatelyo . In addition, dirshare is
positively associated with firm’s performance of R@nd ROE at p- value 0.002 to
0.098. Findings of these characteristics relatignskith firm performances are
compatible with table 4.1 of all industries dataset

Discriminative function features between two sulgare the proportion
of audit committees (ac_ppt) and directors paskedtraining courses held by 10D
(tr_ppt). For regulated subgroup, ac_ppt and tr geptnot statistically significant to
either form of performances; while these two chiastics are positively significant
to both measurements of firm’s performances in rmegulated business, at 1% and
5% level. In addition, civ_serv_ppt in non-reguthtendustries indicates greater
coefficient with more significantly degree relatéal firm’s performances than in
regulated industries (p-value = 0.085 in reguldieds vs. 0.049 in non- regulated
firms). This implies that firms in non-regulated simess prefer to have intensive
relationships with government intimately by selegtmore civil servants to the board
for more convenience in dealing with business.

In addition, in estimates of correlations betweeard size (noofbod) and
proportion of directors serve as civil servanty (serv_ppt) across two subsamples
results in a correlation of the first group is I¥while the later group is 10.71. This is
again underlines Hilman’s (2005) view that firmslee more regulated industries will
have more politicians and government experiencemmes on their boards for
privileged connections, adding to the resource dégece theory that boards should

respond to the environment they are facing asatsflem Figure 4.1 which the higher
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percentage of directors serve as civil servantegulated business than non- regulated
business.

Percentage of directors serve as civil servants in regulated vs. non-regulated husiness
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Figure 4.1Percentage of directors serve as civil servantsgnlated vs.

non-regulated business.
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CHAPTER V
CONCLUSION

Overall results indicate mixed support for the pr#on of whether board
composition and size of the board of directorsam®ociated with firm performances.
The number of directors on boards, proportion ofiacommittee, proportion of
directors serve as civil servants, proportion gecliors who passed director related
training courses held by 10D and total percentafalicectors’ shareholding are
significantly and positively related to the accangtbased performance, but not to the
market-based outlook. On the contrary, the proporof directors who are senior
military and police officers has a negative relasioip to both forms of measurement
but only significant with accounting measurements.

The results also suggested that typically civilvaat proportion of
directors in regulated boards is greater than im megulated business (mean= 0.3 vs.
0.2 in regulated and non- regulated, respectivalfl)s is emphasized by Hilman’s
(2005) view that firms in the more regulated indestwill have greater members with
politicians and government connections on theirrtd®alepending on the degree of
government dependency. This also adds to the resa@pendence theory that boards
should respond to the environment facing them anorder to facilitate the business
conformity more efficiently, the need for environm& linkage directors related to
levels and types of situation the organization enbers.

The limitation of this study is that it is only abanswer the question “Do
board compositions and their size affect firm perfance?” Since the methodology
cannot test the hypotheses of “How board compastiand their size affect firm
performance?” directly and future research, padity in area of qualitative research
for insight into these characteristics should bal@ed.

In conclusion, this study implies adverse effeatsaofirm’s performance
as the demand for a reduction of director memberbaard. Empirical evidence also

suggests the desirable roles of boards when angugndidates for a strategic board.
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In terms of preferences for field of expertise aeghendency, it at least suggests the
idea of benefits gained by firms with more audiimecoittees, civil servants directors
who passed the training course from 10D on theirtd® and also holding shares;
while directors from military and police backgrosndhay have an inverse effect.
Although my study is unable to capture the speaiéiture and impact of these benefits
and disadvantages. Finally, the paper recogniresalions and implications that a
number of factors that are not controlled in thisdg might be behind the empirical
associations between the board size and compositiod the performance

measurements used herein.
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List of SET100 index in 2010

No. List of Companies No. List of Companies No. ListiotCompanies
1 |JADVANC 34 |HANA 67 |RCL
2  |AMATA 35 |HEMRAJ 68 |ROBINS
3 |AOT 36 |HMPRO 69 |ROJNA
4 |AP 37 |IRPC 70 |SAMART
5 |ASP 38 [ITD 71 |SAMTEL
6 |BANPU 39 |IVL 72 |SAT
7 |BAY 40 |JAS 73 |SC
8 |BBL 41 |KBANK 74 |SCB
9 |BCP 42 |KEST 75 |SCC
10 |BEC 43 |KH 76 |SCCC
11 |BECL 44 |KK 77 |SGP
12 |BGH 45 |KSL 78 |SIRI
13 |BH 46 |KTB 79 |SPALI
14 |BIGC 47 |KYE 80 |SsSI
15 |BLA 48 |LANNA 81 |STA
16 |BLAND 49 |LH 82 |STEC
17 |BMCL 50 |LOXLEY 83 |SPTI
18 |BTS 51 |LPN 84 |svi
19 |CCET 52 |MAJOR 85 |TASCO
20 |JCENTEL 53 |MAKRO 86 |TCAP
21 |CK 54 |MCOT 87 |THAI
22 |CPALL 55 |MILL 88 |THCOM
23 |CPF 56 |MINT 89 |TICON
24 |CPN 57 |PDI 90 |TISCO
25 |DCC 58 |PHATRA 91 |T™MB
26 |DELTA 59 |PS 92 |TOP
27 |DTAC 60 |PSL 93 |TPIPL
28 |EGCO 61 |PTT 94 |TRUE
29 |ESSO 62 |PTTAR 95 |TSTH
30 |GFPT 63 |PTTCH 96 |TTA
31 |GJS 64 |PTTEP 97 |TTW
32 |GLOW 65 |QH 98 |TUF
33 |GSTEEL 66 |RATCH 99 |TVO
100 |VNG
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