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5 The Efficacy of
Governance in
Corporations

he recent corporate collapses around the world and

the Global Financial Crises raise questions about the
efficacy of governance in corporations. However, to date,
the general impression about corporate governance
is thatitincreases financial information disclosure,
improves the quality of reporting and contributes to
the reduction of information asymmetry between
firm insiders and capital providers. Furthermore, good
corporate governance is expected to facilitatethe
monitoring of management and mitigate agency
conflicts amongst corporate stakeholders. As a
result, many believe that implementing corporate
governancepractices shouldenhance decision making
quality, thereby contributing to the prevention of future
corporate crises. In an effort to examine the supposed
benefits of corporate governance,l along with colleagues
in Australia, set out to investigate whether corporate
governance impacts debt contracting relationships. The
focus was on borrowing parameters such as the access
and demand for debt, as well as the cost of debt within
an Australian context where private debtis the primary
source of debt financing.

e conducted three different studies, which were

later published in international journals. The first
study examined the relationship between corporate
governance and the access to interest bearing debt.
The research stressed the importance of studying the
impact of corporate governance on the company’s
ability to contract debt. We estimated a probit regression
model to test theabove-mentioned relationship on
1,228 publicly listed companies in Australia. We found
that companies with better corporate governance have
a higher likelihood of accessing interest bearing debt.
However, upon further analysis, we found that resource
(mineral and mining) companies that implement
governance practices, stand to gain the most, in term
of accessing interest bearing debt, when compared to
other companies.

he second study focused on how corporate
governance, via reduction in default risk, differentially
impacts the demand for private and public debt. We were
motivated to investigate this by the specific nature of
Australia’s corporate debt market, which is dominated by
private debt. This type of interest bearing debt requires
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a third party intermediary to facilitate the contracting
process between lenders and borrowers. This is seen by
many as a monitoring role which serves as an alternative
form of control and thus mitigates the demand for
formal corporate governance mechanisms. On the other
hand, public debt is characterised by high information
asymmetry, thus the potential for corporate governance
to mitigate this effect is more obvious. We estimate a
two-stage least squares regression model on 595 publicly
listed Australian companies. The first stage of the analysis
tested the impact of governance on default risk, whilst
the second stage examines the influence of default risk
on private and public debt. Our results suggest that
higher levels of corporate governance reduce default
risk, thereby increasing the demand for all debt types.
However, the impact of governance is noted to be greater
for private debt relative to public debt.

he third study took on the relationship between

corporate governance and cost of debt. We made
an assumption that corporate governance bridges the
information gap, improves the likelihood of monitoring
management and increases the disclosure of value-
relevant information, which in turn reduces the cost
of debt. The focus of our investigation was on the
cost of private and public debt for a sample of 560
Australianpublicly listed firms. The regression results
indicate that corporate governance lowers cost of debt.
Furthermore, when we split the sample into private and
public debt companies, we find that the cost of public
debt is more sensitive to corporate governance relative
to private debt.

orporate governance is increasingly gaining attention

from market regulators. However, the question that
is often asked by academics and practitioners alike is
whether the benefits of corporate governance outweigh
the costs. The three studies, which | participated in,
clearly show that governance, at varying degrees,
increases the overall access to interest bearing debt,
reduces default risk, increases demand for private debt
and reduces the cost of debt. Further studies are needed
to examine whether corporate governance will yield
beneficial results in other international markets such as
the Gulf Cooperation Council (GCC), in general and Qatar,
in specific.
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Building an accounting
curriculum for the Gulf States
necessitate among other factors
central revision of all accounting
curriculum by concerned parties
among Gulf universities. A task
force for similar mission would
include setting designated
academic committees to review
all accounting curriculums
and readdress the correlated
syllabuses especially for
foundation accounting courses.
The involvement of
accounting faculty in
this process is crucial
in order to secure
better fulfillment of
accounting  program
objectives.

ccounting

departments in
GCC universities are
to determine the type
of processes to follow
within accounting
units and  division
which have to comply
with international
accreditation
requirements.
Deanship has to ascertain the degree of faculty
involvement in those processes. The initial process is to
come up with strategic teaching plan matching practical
realities. In other words, the target here is developing and
implementing a zero-based accounting curriculum to
prepare students adequately for the dynamic, complex
business environment they enter upon graduation.

here are several things that can be done to increase

the accounting profession's involvement in education
and program accreditation. As for CBA, accounting
program accreditation is currently being managed by the
American Assembly of Collegiate Schools of Business, as
a full fledge process of accrediting CBA. Yet, the regional
accounting profession can increase the efficiency to
the accreditation process by: making sure GCC schools
become involved in the accreditation process; assuring
that accreditation provides for increased consumer
protection; and making sure that accreditation is used
as a means of improving current accounting programs.
The accounting profession has not been untouched by
the interest in assuring quality education. The profession
had, for years, been satisfied to rely mostly on objective
measures of quality. The attainment of a baccalaureate
degree, certification, and experience were and, as a
practical matter, remain, assurances of quality. The risks
inherent in a profession's disengagement from the
assessment and accreditation of academic programs
which provide entry to the profession are well known in
law and medicine, and by now, accounting.

Prof. Wael Alrashed
Accounting Dept,

College of Business Administration
Kuwait University

Gulf States
Accounting
Curriculum

hereas  the  accounting

profession is vitally concerned
with the nature and content of
accounting education; Whereas
GCC accounting profession
is deeply concerned with the
quality of academic preparation
for entrance into the profession.
Therefore, be it resolved that
regional accounting associations
shouldencouragethedevelopment
of quality professional programs of
accounting and participate in their

accreditation.

Ou t come
assessment
should be assumed as
a tool for measuring

an accounting
department's writing-
skill improvement

initiative. It provides
insight into  the
features of a successful
writing initiative and
offers  mythological
suggestions for
conducting outcome
assessments of writing
initiatives. These skills
are missing in most of
accounting programs in the GCC, thus embracing them
regionally would certainly enhanced these programs.

Syllabus of each accounting course has to be the core
of time schedule and content delivery. Obviously,
a starting point in this respect is to assign course
coordinators among every group of similar accounting
courses (i.e., financial accounting, managerial, cost
accounting..etc.). Syllabuses are to be revised periodically
and checked regionally with counterpart coordinators in
the GCC. Eventually, regular meeting is recommended
among nominated coordinators in the GCC is highly
fruitful.

ext books, on the other hand, ought to be selected

with extreme care and thorough scrutiny. Nowadays,
text books are made available electronically which
facilitate inspection efforts. Publishers are also more
flexible in this respect that give accounting coordinators
enough time to adopt text books based on their ease of
use and applicability to the local environment.

More importantly, attention is highly sought in
approving a unified grading system related to every
accounting course. Such grading system is to be based
primarily on teaching tools resulting in building skills.
Hand on materials, for instance, and lab cases are more
advantageous than relying solely on delivered in-class
material, which is the most wide spread norms in the GCC
accounting departments.
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