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1. Introduction

Several businesses crises such as corruption from Enron, and WorldCom executives, and the
Subprime Mortgage Crisis between 2005 and 2006 in the U.S. increased risks for investors in the
capital markets. These events are called black swans, a phrase to describe an unpredictable or
unforeseen event, typically one with extreme consequences. The most recent and impactful event is
none other than the outbreak of Covid-19 back in 2019 which causes even greater economic
uncertainty and lack of mutual trust between companies and stakeholders. Business sectors could not
completely assess risk factors that would impact their businesses. However, if the risk management
committee is appointed, organizations are able to resiliently and systematically handle impacts,
including adapting the organizations to seize opportunities that come with the aforementioned risks
(Ruangfon Jaisamut, 2019). Previous researches have shown the importance of the risk management
committee in managing and preventing the risks of the companies (Allini et al., 2016; Abdullah &
Said 2019). Decision making in future development plans is the most vital responsibility for company
executives as it is required in order to achieve strategic goals, increase turnover and respond to the
expectations of shareholders and stakeholders (Baker & Martin, 2011; Bangun & Natsir, 2021; Ali
Shah et al., 2021). In addition, Brown et al. (2009) suggested that, in order to promote risk
management, companies should appoint a separate risk management committee emphasizing on the
stability of risk governance to ensure that the company's overall risk management functions are
aligned with company’s strategic planning. Gordon et al. (2009) found that the risk management
committee assists the board in carrying out its risk management responsibilities, including the audit
committee that is the last line of defense for assessing and monitoring risks. These are essential
components of the governance process (Hines et al., 2015; Vuuren, 2016). Therefore, should there be
a well-performed auditing, and disclosure of risks and prevention methods from the organizations,
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more trust will be earned from stakeholders and investors (Bangbon et al., 2023; Channuwong, 2018;
Laturette & Gunawan, 2023).

The composition of the risk management committee and audit committee affect the risk management
processes and company operations (Latif & Kamardin, 2022). The company's performance reflects
whether the company is facing a loss or profit and it is a key issue in the strategic management of the
organization. Therefore, in order to maximize resource utilization and create long-term competitive
advantages, providing systematic risk management and processes to reduce risks that may cause
negative effects to the business so that users of the financial statements can assess the risk factors that
the company faces and their impact on the performance. Realizing the importance of disclosing risks
is essential (Abdel-Azim & Abdelmoniem, 2015). Investors believe that risk and value assessments
can be done should companies disclose their risks and management methods. Santos & Coelho (2018)
Abdullah & Shukor (2017), and Amrin (2019) reported that the composition of risk management and
audit committee should be prioritize as it is corelated with the job performance.

Therefore, from the aforementioned statement, the authors are interested in developing the
performance evaluation form of the composition of the of risk management and audit committee
regarding prediction of the return of companies registered in the Stock Exchange of Thailand. The
objective is to analyze the impact of the risk management and audit committee on security return of
registered companies in the Stock Exchange of Thailand to, in turn, serve as guidelines and deciding
factors for potential investors.

2. Literature Review

Agency Theory is a theory used to explain corporate governance mechanisms which reflects people
behavior and the way companies operate. In addition, it can be used to explain the motives of
misconducts committed by executives, such as manipulating accounts to misappropriate the benefits
that should have gone to shareholders into the undue benefit of executives. Jensen & Meckling,
(1976) explained that the agency relationship is a relationship between two entities, a principal and an
agent, where the principal gives the agent legal permission to act on the principal's behalf to invest
and create the highest return to shareholders from the given capital. However, if the there is a conflict
of interest between shareholders and executives, it will cause an agency problem. This theory
addresses the difference between incentives given by executives or managers, and interests of
shareholders (Mayers & Smith, 1987). Stakeholder Theory is a theory related to the concepts of
organizational management and business ethics which emphasize morals and values in organizational
management. Giving priority to stakeholders can benefit both the firm and other stakeholders. In
essence, this theory states that stakeholders are assets to the organizations (Freeman & Medoff, 1984).
Having good relationship with stakeholders will help promote the exchange of knowledge, ideas and
useful resources between one another. It creates a better understanding of the social environment and
also affects the image of the organization. (Clarkson, 1995; Freeman et al., 2010; Syafrullah &
Muharam, 2017). Moreover, satisfactions of multiple groups of stakeholders may ultimately increase
the value (i.e., social reputation) of the organization (Shad et al., 2019).

Signaling Theory is a theory coined by Spence (1973). It explains the behavior of two parties:
transmitters and receivers which is one of the underlying causes of information asymmetry. Brigham
& Houston, (2010); Luthfiyanti & Dahlia, (2020) pointed out that when company provide information
to third parties, there is information asymmetry between one another. Therefore, to reduce the
asymmetry of information as executives always have the upper hand, corporates use this theory to
send positive and negative signals by which the executives disclose the risk of organizations through
financial reporting (Hamrouni et al., 2015). Once the firm signals the disclosure of risks, investors can
understand that the company is exposed to risks. Therefore, in order to avoid uncertain risks, investors
can manage such risks, either withdrawing stocks or otherwise, to make investments more efficient
(Cordazzo et al., 2017).

The audit committee consists of subcommittee and sub-committee chair who are appointed by the
board to provide different independent opinions and may oppose company executives and
management decisions to reduce fraud and internal conflict (Fama & Jensen, 1983). Fama & Jensen,
(1983), Aryan (2015), Inaam & Khamoussi (2016), Abdullah et al. (2017), Kurniawanto et al. (2017)
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and Amrin (2019) reported that the size of audit committee affects the risk disclosure. Algatamin
(2018), Ail & Amir (2018), Salaudeen et al (2018), Kasthury & Anandasayanan (2020), Virginus et
al. (2021), Ozcan (2021), Bazhair (2022), Yakubu et al. (2022) found that it affects the performance.
However, Koutoupis & Bekiaris (2019) revealed that the size of the auditing committee does not
significantly affect the performance and the independence of the audit committee is an essential trait.
The reason is that it aids the committee in gaining independent views regarding corporate’s financial
report and it ensures that the committee is not influenced by executives or mangers which in turn
leads to better auditing. Algatamin. (2018), Shatnawi et al. (2019), Madi et al. (2014), Abdullah et al.
(2017) and Amrin (2019) reported that the independence of the audit committee affects the disclosure
of information. Akpey et al. (2016), Karajeh & lIbrahim (2017), Algatamin (2018), Ali & Amir
(2018), Asharil & Krismiaji (2020), Kasthury & Anandasayanan (2020), Koutoupis & Bekiaris
(2019), Bazhair (2022) and Yakubu et al. (2022) found that independence also affect the performance.
In addition, accounting and financial expertise of the audit committee are also vital to managing,
monitoring and reviewing financial reports. The reason is that the main responsibility of the audit
committee is to oversee corporate financial reporting and help protect the interests of stakeholders and
shareholders which in turn reduces agency problems and improves income quality. Sultana et al.,
(2015), Shatnawi et al. (2019) and Amrin (2019) reported that accounting and financial expertise
affect the disclosure of information. Furthermore, meetings of auditing committee are critical to the
oversight of company executives or managers. The frequency of audit committee meetings reflects the
effectiveness of monitoring and having frequent meetings allows the committee to be informed about
the situation of the company.

The risk management committee comprises of subcommittee and sub-committee chair who are
appointed by the board. The number of risk management committee indicates the determination of
companies in managing their risks. Ramlee (2020) stated that the size of risk management committee
has significant positive effect on corporate performance measured by its return on asset (Salaudeen et
al.,2018; Ramlee, 2020) and return on equity. Ramlee (2020) also found that the educational
credentials support the risk management of the company by the committee. In addition, Salaudeen et
al. (2018), Ramlee & Ahmad (2020) explained that accounting and financial expertise of the risk
management committee correlate with corporate performance measuring from return on assets and
Tobin’s Q (Ramlee & Ahmad, 2020). The corporate meeting is a good place for the risk management
committee to openly communicate and discuss to achieve common goal in monitoring and managing
risks. The frequency of meeting indicates the efforts of the committee in achieving its goals (Sori,
Ramadili, & Karbhari, 2009). Therefore, risk management committee frequency is one of the perks
that may affect the company value. (Beasley et al., 2010; Bouaziz, 2012) stated that the meeting
frequency positively affects the performance.

Disclosure of financial risks is the provision of information regarding the company key risks and the
expected economic impact on its current and future performance. Financial risks (i.e., liquidity risks,
credit risks, risks from the change of interest rates and risks from foreign currency exchange) affect
the acquisition of assets which in turn affect long-term operations. Odubuas, Oshilim & Deborah
(2020) found that foreign currency exchange risks positively impact the performance when measured
by return of assets. Onsongo et al. (2020) reported that credit risks positively affect the return on
equity and Razek (2014) explained that it also benefits the return on asset. Furthermore, Mwaurah &
Waititu (2017) stated that liquidity and credit risks have a positive effect on share price spread.
Performance means maximizing benefits from using resources in accordance to the corporate goals
which affects the satisfaction of influential stakeholders. This study uses the performance that are
measured from the return of equity and return on assets since they are widely popular parameters and
are able to assess past and present accounting potential in businesses. Koutoupis & Bekiaris, (2019),
Asharil & Krismiaji, (2020), Erin et al., (2020) and Tobin's Q subtly provide in-depth information
regarding values of future expectations among shareholders about possible form of dividend
payments. Stock return is the change of capital or wealth from prior changes such as dividend,
interest, change of stock prices (Mehri, 2015). This study utilizes dividend yield and capital gain
yield. Hayati et al. (2018), Septian et al. (2020) pointed out that the return of asset positively affects
the dividend yield and Awalakki’s work (2021) showed that Tobin’s Q have a positive effect on the

-128 - Available online at: https://jazindia.com



https://jazindia.com/

Research and Development of Performance Evaluation Form of the Composition of the Risk
Management Committee and Audit Committee

capital gain yield. In addition, Mwaurah & Waititu, (2017) explained that disclosure of liquidity and
credit risks positively affects the capital gain yield.

3. Materials And Methods

Population and sample

The population used in this study is companies registered under the Stock Exchange of Thailand.
Companies registered under Market for Alternative Investment (MAI) are not included as their
purposes of fundraising are not clearly identified. There are 631 firms that fall under these criteria and
their end of accounting period is 31% December. The interval of the study is 5 years between 2017 to
2021. There are 317 suitable samples that are not financial businesses and companies with inadequate
information. Therefore, the sample size for data collection is 317 companies x 5 years = 1,585
company years. The authors test the hypothesis from quantitative research and qualitatively verify the
results by an in-depth interview with 7 experts in their related fields. The interview results are inferred
to the questionnaire to support the quantitative research. 3.2 Measurement of Variables The
instrument used in this research is a questionnaire created under a framework that comes from prior
related researches and studies to identify operational definition and desired variable structure. For this
research there are 4 aspects of the components: 1) Risk Management, 2) Risk Disclosure, 3)
Performance and 4) Stock Return. These aspects are divided into 5 sections as follows.

Characteristics of the Risk Management Committee and Audit Committee

1. Risk Management Committee (RMC) is measure by the number of members in the risk
management committee (Amrin, 2019; Abdullah et al., 2017; Algatamin, 2018).

2. Frequency of Risk Management Committee Meeting (FRCM) is measured from the number of
meetings held annually (Amrin, 2019; Abdullah et al., 2017; Erin et al., 2020).

3. Risk Management Committee Accounting and Financial Expertise (RMCAF) is measured from the
percentage of the risk management committee members who have credentials or experiences
regarding accounting and finance (Ramlee & Ahmad, 2020; Salaudeen et al., 2018).

4. Audit Committee (AC) is measure by the number of members in the audit committee. (Amrin,
2019; Abdullah et al., 2017; Ozcan, 2021)

5. Audit Committee Independence (ACI) is measured from the percentage of independent audit
committee members. (Abdullah et al., 2017; Madi et al., 2014; Bazhair, 2022)

6. Audit committee accounting and financial expertise (ACAFE) is measured from the percentage of
the audit committee members who have credentials or experiences regarding accounting and finance
(Salaudeen et al., 2018; Bazhair, 2022)

7. Frequency of Audit Committee Meeting (FACM) is measured from the number of meetings held
annually (Amrin, 2019; Abdullah et al., 2017; Ozcan, 2021)

Financial Risk Disclosure

1. Liquidity Risk (LR) is measured from information disclosure: 1) Definitions, 2) Classification debt
according to type and maturity period, 3) Comparison of current year debt with previous year, 4)
Guidelines for liquidity management of the company and 5) Liquidity ratio. If the company discloses
the information, a score of 1 will be given, O for otherwise (Razek, 2014, Dey et al., 2018).

2. Credit Risk (CR) is measured from information disclosure: 1) Definitions, 2) Quantitative or
Qualitative information, 3) Classification of customer obligations by credit rating, 4) Determination of
the age of debtors 5) Comparison of current year debtors with previous years. If the company
discloses the information, a score of 1 will be given, O for otherwise (Razek, 2014; Dey et al., 2018).
3. Interest rate risk (IR) is measured from information disclosure: 1) Definitions 2) Classification of
debt by interest rate (Fixed/Variable), 3) Comparison of current year interest with previous year, 4)
Interest volatility analysis. If the company discloses the information, a score of 1 will be given, 0 for
otherwise (Razek, 2014; Dey et al., 2018).

4. Currency Risk (CCR) is measured from information disclosure: 1) Definitions, 2) Details of
transactions in foreign currencies, 3) Analysis of currency fluctuations, 4) Information on hedging
instruments, 5) Comparison of foreign exchange rates of the current year and the previous year. If the
company discloses the information, a score of 1 will be given, 0 for otherwise (Razek, 2014; Dey et
al., 2018).
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Data gathered from each aspect will be scored and calculated as follows.
AL

Disclosure Index Ms
Whereas 0<Index<1

AS = Actual Score
MS = Total Maximum Score in Each Aspects
Performance

Return on Assets ratio (ROA) (Brigham & Houston, 2001; Bazhair, 2022; Ramlee & Ahmad, 2020;
Onsongo et al., 2020) is calculated by the following formula:

Net Income
100

Average Total Assets

Return on Equity Ratio (ROE) (Sartono, 2001; Ramlee & Ahmad, 2020; Onsongo et al., 2020;
Bazhair, 2022) is calculated by the following formula:

Net Income

* 100
Average Total Equity

Tobin’s Q: TBQ (Chung & Pruitt, 1994; Ali & Amir, 2018; Zubair, 2020; Ozcan, 2021) is calculated
by the following formula:

(Market price per share X Number of shares) + Liabilities
Total Asset

Stock return
Dividend Yield (DIY) (Graham, 2009; Tamrin, 2018; Farrukh et al.,2017; Nguyen et al., 2021) is
calculated by the following formula:

Dividend per share
® 100

Market price per share

Capital gain (CPG) (Akpey et al., 2016; Karajeh & Ibrahim, 2017) is calculated by the following
formula:

Stack price after first period — Initial stock price 100

Initial stock price

Control variable
The size of the firm (Lang & Stulz, 7994; Allayannis & Weston, 2001) is calculated by Natural
Logarithm of firm size.
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Figure (1): Proposed conceptual framework

The instrument used in the qualitative research is in-depth interviews with open-ended questions
formulated from significant quantitative results to verify findings regarding risk management,
financial disclosure, performance and stock return. The key informants are audit committee or risk
management committee who has more than 3 years of experience and has expertise in accounting and
finance, or chief executives in accounting and finance with more than 3 years of experience. These
key informants are also representatives of companies in different industries that are registered in the
Stock Exchange of Thailand. They are selected through purposive selection and volunteering. (Black,
2010).

4. Results and Discussion

The study results and criteria for validating the correlation model consistency used are 1) statistical
value used to verify the fit of the theoretical path model with real data (p-value =.130) 2) index used
to compare the fit of the model with empirical data (CMIN/DF: Relative Chi-square = 1.485) 3)
Relative Consistency Index (CFl: Comparative Fit Index= .997) and 4) Root Mean Square Error of
Approximation Index (RMSEA: Root Mean Square Error of Approximation = .017). The structural
equation model is suitable, harmonious and congruent with the empirical findings (Hair et al., 1998).
The analysis of correlation by hypotheses found that 15 hypotheses were accepted as shown in Table
1.

Table 1. A Summary of Data Analysis Results Separated by Assumptions (RMSEA: Root Mean
Square Error ¥ .017).

Variable Beta b S.E. C.R. P Result
FRD <--- RMC 0.129 0.019 0.004 5.371 ok Accept
FRD <--- SIZE 0.261 0.022 0.002 10.636 ok Accept
ROE <--- ACI 0.061 0.060 0.027 2.217 0.027*  Accept
ROE <--- FACM 0.071 0.009 0.003 2.766  0.006**  Accept
ROE <--- RMC 0.067 0.010 0.004 2.697 0.007**  Accept
TBQ <--- ACI 0.067 0.479 0.194 2.475 0.013*  Accept
TBQ <--- ACAFE 0.070  0.260 0.100 2.600  0.009**  Accept
TBQ <--- RMCAF 0.115 1.837 0.395 4.651 HA* Accept
TBQ <--- SIZE 0.180 0.110 0.016 6.920 ok Accept
ROA <--- SIZE 0.076 0.005 0.002 2.859  0.004**  Accept
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ROE <--- SIZE 0.177  0.015 0.002 6.761 otk Accept

DIY <--- RMC 0.080 0.734 0.228 3.220  0.001*  Accept
DIY <--- RMCAF 0.064  8.481 3.296 2573  0.010*  Accept
CPG <--- AC 0.058 28,559 12.887 2216  0.027*  Accept
CPG <--- RMC 0.120 30.830  6.506 4.738 ook Accept
DIY <--- ROE 0.185 10.913  1.847 5.908 ook Accept

Significant at *** P <0.001, ** P<0.01, * P<0.05

According to research statistics, RMC stands for Risk Management committee, ACI for Audit
Committee Independence, FACM for Frequency of Audit Committee Meeting, AC for Audit
Committee, RMC for Risk Management committee, FRD for Financial Risk Disclosure, ROE for
Return on Assets ratio, TBQ for Tobin’s Q, ROA for Return on Assets ratio, DIY for Dividend Yield,
CPG for Capital Gains and SIZE for firm size. The researchers used the hypothesis test results from
guantitative research to perform qualitative process. Seven knowledgeable and experienced
professional representatives involved in risk management who work in companies registered in the
Stock Exchange of Thailand were interviewed in-depth and anonymously. Gathered information are
processed in the overall picture and summarized according to the questionnaire. This is done so to
support the research findings that accept the assumptions and apply the results of the analysis to
develop an evaluation form for the effectiveness of the components of the Risk Management
Committee and the Audit Committee in forecasting the securities returns of listed companies on the
Stock Exchange of Thailand.

The dependent variable of this research is securities returns as they are a measure of accounting
performance that uses information from financial statements. They are also the most popular
measurement as it is easily verified from statements publicized in the Securities and Exchange
Commission website. If the company's stock price in the capital market is high Investors will have a
positive attitude toward the company (Mottoh & Sutrisno, 2020). Therefore, what investors will be
concerned about when deciding to invest in securities is the return and risk from the investment
(Evindo & Haryono, 2013). The securities return can be measured by factors that yield returns. In this
study, dividend yield and capital gain yield are used. There is empirical evidence that having a strong
risk management committee and audit committee can increase risk management disclosure, for
instance, mitigation of risks resulting from management information asymmetry or information
disclosure without misstatement in today's business environment surrounded by uncertainty and
various risks (Odubuas et al., 2020; Odubuasi et al., 2022). Disclosure of the economic impact that is
expected to affect the performance in the present and future (Dey et al., 2018) will help build the
confidence of investors and stakeholders, along with investors’ perception regarding present and
future opportunities (Surbakti et al., 2017; Malini et al., 2021). In addition, risk disclosure can help
increase financial stability of shareholders and inform them about risks and company risk
management guidelines, especially those listed in the stock exchange.

The concept of performance can be seen from the information presented in the financial statements
covering multiple dimensions can be measured by the return on assets factor. This can be calculated
from profit (loss) divided by average total assets. The results reflect how profitable the company's
asset management is (Lechner & Gatzert, 2018; Horvey & Ankamah, 2020). This means that it creates
value for the company and higher numbers indicate better company performance. There is also a
return on equity which is calculated from profit (loss) divided by average shareholders' equity. The
results show how much profit will be generated from the equity owned by shareholders. In
conclusion, the return on equity is profitability ratios based on capital utilization that generates the
most profit and returns to investors (Sartono, 2001; Horvey & Ankamah, 2020). Enterprise value,
measured by Tobin's Q, is calculated from the market price per share multiplied by the number of
common shares plus the value of liability and divided by total assets. It is a financial ratio that
measures performance derived from the concept of combining information from financial statements
and market value related to the turnover of assets, liabilities and stocks of a company (Chung & Pruitt,
1994; Wahla et al., 2012). Tobin's Q has confirmed that it is an accurate measure of performance, not
only reflecting past performance, but also represents the company's future development expectations.
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Therefore, it can be concluded that the performance of a company can be measured from the
information presented in the financial report. Sadi'ah (2018) describes the condition of the company
over a period of time and it is one of the factors considered by investors. Furthermore, it is an
opportunity for the company to attract potential investors (Prananingrum et al., 2018). Financial ratios
are part of the analysis of a company as investors are likely to compare them it with those of other
companies (Awalakki, 2021). The higher the value of a company, the higher the return on equity
(Husna & Satria, 2019). The researcher prepared a form to assess the efficiency of the composition of
the risk management committee and the audit committee in estimating stock return. With assessment
criteria, if yes, 1 point will be given, and if no, 0 points will be given (Rudzioniene & Guptor, 2019)
as follows:

0.00-0.20 = Efficiency of the Risk Management Committee The audit committee and financial risk
disclosure are low

0.21-0.40 = Efficiency of the Risk Management Committee The audit committee and financial risk
disclosure were moderate

0.41-0.60 = Efficiency of the Risk Management Committee The audit committee and financial risk
disclosure were at good

0.61-0.80 = Efficiency of the Risk Management Committee The audit committee and financial risk
disclosure were at very good

0.81-1.00 = Efficiency of the Risk Management Committee The audit committee and the financial
risk disclosure is excellent.

The results of the study show that performance and securities returns are significantly affected by the
risk management and audit committees. Abdullah et al. (2017); Amrin, (2019); Rustiarini &
Suryandar,. (2021); Ali & Amir (2018); Asharil & Krismiaji (2020) found that the meeting frequency
of the audit committee has positive effect on risks disclosure. Yanto & Hajawiyah (2022) reported
that the sizes of businesse positively affect risks disclosure. Ramlee & Ahmad (2020); Virginus et al.
(2021) pointed out that the size of the risk management committee could benefit the return of equity.
Ali & Amir (2018) found that the risk management committee has positive impact to Tobin’s Q.
Zubair (2020) reported that the audit committee who are expert in accounting and finance provides
positive effects to Tobin’s Q. Ali & Amir (2018) explained that the sizes of businesses positively
affect Tobin’s Q. Yakubu., Kapusuzoglu & Ceylan (2022) remarked that the risk management
committees who are expert in accounting and finance can increase dividend yield. Karajeh & Ibrahim
(2017) found that the size of the audit committee had a positive effect on the share price differential.
The results of this study are consistent with previous studies. This means that the following
characteristics: 1) sizes of risk management and audit committees, 2) expertise in accounting and
finance, 3) meeting frequency will increase performance and securities returns.
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