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Abstract

This study investigates the impact of corporate sustainability committees (CSCs) on
corporate financial performance (CFP) among listed manufacturing firms in Nigeria from
2018 to 2023. The research examines four major characteristics of sustainability committees:
size, independence, gender diversity, and due diligence, and their influence on financial
performance measured by Return on Assets (ROA). Anchored on Stakeholder Theory, the
study adopts a longitudinal research design using secondary data derived from annual reports,
sustainability disclosures, and financial statements of 30 purposively selected firms.
Descriptive statistics, correlation analysis, diagnostic tests, and Fully Modified Least Squares
(FMOLS) regression were employed to analyse the data and establish relationships among
variables.

The empirical findings reveal that committee independence has a significant positive effect
on corporate financial performance, implying that independent directors enhance governance
quality and decision-making transparency. In contrast, due diligence practices exhibit a
significant negative relationship with financial performance, suggesting that increased
compliance efforts may impose short-term financial costs. Committee size and gender
diversity, however, show no statistically significant influence on financial performance,
indicating that structural and demographic attributes alone may not determine financial
outcomes.

The study concludes that sustainability committee independence is a crucial determinant of
financial success, as it strengthens accountability and stakeholder confidence. The study
recommends that firms prioritize appointing independent directors to sustainability
committees, implement cost-effective compliance strategies, and view gender diversity as
part of broader corporate social responsibility initiatives to promote both sustainable and
profitable corporate governance.
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CHAPTER ONE

INTRODUCTION
1.1 Background to the Study
Corporate financial performance (CFP) remains one of the most critical indicators of a
company's success and long-term survival. CFP is typically assessed through metrics such as
profitability, return on assets, return on equity, and market valuation. These financial
indicators provide insights into how efficiently a company utilizes its resources to create
value for shareholders and stakeholders (Agyemang et al., 2021; Bhagat et al., 2020).
However, in today’s complex and evolving business environment, measuring financial
success solely through traditional indicators is no longer sufficient. Increasingly, companies
are being held accountable for their environmental and social impacts, as well as the quality
of their governance structures. This shift has led organizations worldwide to integrate
environmental, social, and governance (ESG) considerations into their strategic and
operational frameworks (Busch et al., 2022; Hassan et al., 2023).
The integration of sustainability into corporate governance can be traced to the late 20th
century, particularly after the 1987 Brundtland Commission Report, which introduced and
popularized the concept of “sustainable development.” This period marked the beginning of
global recognition that economic growth should be pursued alongside environmental

protection and social equity. In the early 2000s, international initiatives such as the United



Nations Global Compact (2000) and the Global Reporting Initiative (GRI) further
encouraged businesses to embed sustainability principles into their operations. The adoption
of the Paris Agreement in 2015 intensified global commitments to climate change mitigation,
social responsibility, and ethical governance. In response to these developments, many
organizations began to formalize sustainability oversight through the creation of Corporate
Sustainability Committees (CSCs), often as part of their board or senior management
structures. Initially, these committees were more common in multinational corporations
operating in environmentally sensitive industries. Over time, the concept spread across
multiple sectors as evidence grew that effective ESG integration could mitigate risks,
enhance reputation, and improve financial performance (Busch et al., 2022; Hassan et al.,
2023).

The rise of ESG awareness among investors, regulators, and consumers has made
sustainability an essential component of corporate strategy. Many organizations have
responded to this growing demand by establishing dedicated sustainability committees within
their governance structures. These committees are responsible for guiding and monitoring the
integration of sustainability principles into the core activities of the organization. By setting
clear sustainability objectives and ensuring adherence to global standards, these committees
help organizations manage risks, enhance reputation, and create long-term value. The

establishment of a sustainability committee signals a company's commitment to balancing



financial performance with social and environmental responsibilities, ultimately leading to
stronger stakeholder trust and competitive advantage (Nguyen et al., 2022).

One important factor influencing the effectiveness of sustainability committees is their size.
Moderately sized committees often achieve better results because they can incorporate
diverse perspectives and expertise while still maintaining efficiency in decision-making.
Oversized committees, on the other hand, may face coordination problems, slower decision-
making processes, and reduced individual accountability. In contrast, very small committees
may lack the breadth of knowledge and diversity necessary to address complex sustainability
challenges. Finding an optimal balance in committee size is therefore essential for promoting
strong governance practices and achieving positive financial outcomes (Ali et al., 2021;
Nguyen et al., 2022).

The independence of sustainability committees is another critical element that influences
corporate governance quality. Independent members provide objective oversight and reduce
the possibility of conflicts of interest. Their impartiality helps to ensure that sustainability
strategies are genuinely aligned with long-term corporate goals rather than being superficial
compliance measures. Research has shown that companies with independent sustainability
committees are more likely to integrate ESG considerations effectively, which strengthens
investor confidence and enhances financial performance (Garcia Martin & Herrero, 2020;

Lee et al., 2022). Furthermore, independent committees can promote greater accountability



and transparency, both of which are vital for maintaining a strong reputation and building
trust with external stakeholders.

Gender diversity within sustainability committees has also emerged as a crucial governance
consideration. The inclusion of women on committees brings a wider range of perspectives
and decision-making styles, resulting in more innovative and balanced strategies. Studies
indicate that companies with higher levels of gender diversity in governance bodies often
perform better financially and exhibit greater resilience to market fluctuations and crises
(Galbreath, 2022). Gender-diverse committees are also perceived more positively by external
stakeholders, including customers, investors, and regulatory bodies, which can enhance brand
image and foster long-term loyalty (Perrault et al., 2023). Additionally, increasing the
representation of women in leadership positions supports broader societal objectives related
to gender equality and social inclusion.

The practice of due diligence within sustainability committees is another cornerstone of
effective corporate governance. Due diligence involves systematically identifying, assessing,
and managing ESG-related risks and opportunities. Committees that adopt rigorous due
diligence practices can help organizations proactively address potential environmental
liabilities, improve regulatory compliance, and strengthen their ability to respond to
stakeholder concerns (Pizzi et al., 2021). Robust due diligence not only minimizes risks but

also allows organizations to allocate resources more strategically, thus supporting both



sustainability objectives and financial performance. As global regulatory requirements for
ESG disclosures become stricter, companies with strong due diligence processes are better
positioned to meet these expectations and maintain competitive standing in their industries
(Saha et al., 2023).

Beyond internal governance, sustainability committees influence how companies are
perceived externally. In recent years, investors have increasingly prioritized ESG
performance when making investment decisions. Consumers are also more inclined to
support companies that demonstrate genuine commitments to sustainability and social
responsibility. By effectively integrating sustainability into corporate strategy, organizations
can attract ethical investors, improve market valuations, and cultivate stronger relationships
with customers and communities (Busch et al., 2022). Moreover, firms that proactively
address ESG concerns are often better prepared to adapt to regulatory changes and market
shifts, thereby enhancing their long-term competitiveness.

1.2 Statement of the Problem

Corporate financial performance remains a critical benchmark for assessing organizational
success and resilience. In recent years, companies across the globe have increasingly adopted
sustainability practices as strategic tools to enhance their financial standing and societal
contributions. The establishment of sustainability committees has become a central

mechanism for embedding environmental, social, and governance (ESG) considerations into



corporate decision-making processes (Busch et al., 2022; Hassan et al., 2023). Despite the
acknowledged importance of these committees, the precise ways in which their
characteristics influence financial outcomes are not yet fully understood, thereby presenting
notable challenges for both scholars and practitioners.

One major concern lies in determining the optimal size of sustainability committees. While it
is generally accepted that committee size can impact governance effectiveness, empirical
evidence on how different sizes affect financial performance remains inconclusive. Small
committees may lack the diversity and expertise needed to address complex ESG challenges
comprehensively, whereas large committees might struggle with coordination and decision-
making efficiency (Ali et al., 2021). The lack of consensus on this issue creates uncertainty
for organizations seeking to structure their committees to maximize financial benefits.
Companies need clear guidance on how to balance inclusivity and agility in governance
structures to improve financial outcomes (Nguyen et al., 2022).

Another critical issue involves the independence of sustainability committees. Independent
members are often considered vital for ensuring objectivity and minimizing conflicts of
interest in oversight functions (Garcia Martin & Herrero, 2020). While independence is
theoretically linked to enhanced accountability and transparency, there is limited empirical
validation regarding its direct impact on corporate financial performance. Many

organizations continue to grapple with the question of whether the presence of independent



committee members leads to tangible financial advantages or merely satisfies regulatory and
reputational demands (Lee et al., 2022). This ambiguity underscores the need for robust
empirical analysis to clarify how independence translates into measurable financial gains.
Gender diversity within sustainability committees is also an area that warrants deeper
investigation. Diverse governance structures are thought to enhance creativity, foster
inclusive decision-making, and improve risk management (Galbreath, 2022). Although
evidence suggests that gender-diverse committees contribute positively to corporate
reputation and stakeholder relationships, the mechanisms through which this diversity
influences financial metrics are not clearly established. Many firms lack actionable insights
on how gender diversity within governance structures can be strategically leveraged to drive
financial performance (Perrault et al., 2023). Additionally, challenges in achieving balanced
gender representation persist, especially in male-dominated industries, highlighting the
importance of addressing both structural and cultural barriers (Syed et al., 2023).

The effectiveness of due diligence practices within sustainability committees represents
another significant gap in existing knowledge. Due diligence processes enable firms to
identify, assess, and mitigate ESG-related risks proactively (Pizzi et al., 2021). While the
theoretical benefits of rigorous due diligence are well-documented, empirical studies linking
these practices to improved financial performance are scarce. Many organizations remain

uncertain about the extent to which investments in due diligence contribute to financial



resilience and long-term profitability (Saha et al., 2023). As ESG reporting standards and
stakeholder expectations continue to evolve, the need for clear evidence on the financial
implications of due diligence becomes even more pressing.

Moreover, the complex interplay between committee characteristics and financial
performance is often underexplored in existing literature. Most studies have focused on
isolated attributes without considering the synergistic effects of multiple governance
elements. For instance, the combined influence of committee size and gender diversity or the
interaction between independence and due diligence practices remains largely unexamined
(Khan et al., 2023). This narrow approach limits the practical applicability of research
findings and leaves organizations without comprehensive guidance for optimizing
governance structures.

In addition, there is a contextual gap regarding the applicability of findings across different
industries and geographic regions. Many existing analyses are concentrated in developed
markets, where regulatory frameworks and stakeholder pressures differ significantly from
those in emerging economies (Sultana et al., 2022). Consequently, insights derived from such
contexts may not accurately reflect the dynamics faced by firms operating in diverse
environments. Addressing this gap is essential for developing governance strategies that are
adaptable and effective across various operational landscapes.

The following research questions are formulated to guide this study:



How does the size of a sustainability committee influence corporate financial
performance?

In what ways does the independence of committee members affect corporate financial
performance?

How does gender diversity within sustainability committees contribute to corporate
financial performance?

To what extent do due diligence practices within sustainability committees relate to

corporate financial performance?

1.3 Objectives of the Study

The main objective of this study is to examine the impact of corporate sustainability

committees on corporate financial performance. The specific objectives are to:

1.

Evaluate the relationship between sustainability committee size and corporate
financial performance.

Analyse the effect of committee independence on corporate financial performance.
Assess the contribution of gender diversity within sustainability committees to
corporate financial performance.

Investigate the influence of due diligence practices in sustainability committees on

corporate financial performance.



1.4 Research Hypotheses
The following hypotheses are developed in their null form to guide this study:
1. There is no significant relationship between the size of the sustainability committee
and corporate financial performance.
2. Committee independence does not have a significant effect on corporate financial
performance.
3. Gender diversity within sustainability committees does not significantly influence
corporate financial performance.
4. Due diligence practices within sustainability committees have no significant
relationship with corporate financial performance.
1.5 Scope of the Study
This study focuses on the impact of sustainability committee characteristics on corporate
financial performance among publicly listed companies. The analysis will concentrate on
four main attributes: committee size, independence, gender diversity, and due diligence
practices.
The study will cover a six-year period from 2019 to 2024, a timeframe marked by heightened
global emphasis on ESG practices and corporate accountability. This period allows for an in-
depth exploration of how evolving governance approaches have influenced financial

outcomes.
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The study population consists of publicly listed firms across various sectors that have
established sustainability committees and publicly report on their financial and sustainability
performance. Data will be drawn from annual reports, sustainability disclosures, and
financial statements, supplemented by information from regulatory filings and reputable
business databases.

This scope ensures that the findings reflect diverse industry contexts and provide
comprehensive insights into the relationship between committee attributes and financial
success.

1.6 Significance of the Study

The significance of this study lies in its potential to inform various stakeholders about the
practical and strategic value of sustainability committees.

For corporate executives and boards, the findings will offer evidence-based guidance on how
to design and manage sustainability committees to achieve both governance excellence and
financial growth. Understanding the influence of committee size, independence, gender
diversity, and due diligence will enable leaders to make informed decisions that strengthen
organizational resilience and reputation.

Investors and financial analysts will benefit from a deeper understanding of the link between

governance structures and financial performance. Insights from this study can support
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investment decisions by highlighting governance practices that enhance value creation and
mitigate risks.

Policymakers and regulators will gain empirical evidence to inform the development of
governance guidelines and ESG-related regulations. As sustainability reporting and
governance standards continue to evolve globally, this study provides timely insights into
effective committee structures.

The academic community will also find value in the study, as it contributes to the growing
body of literature on corporate governance and sustainability. By addressing gaps in
empirical evidence, the research can serve as a foundation for further studies and
comparative analyses across different regions and sectors.

Finally, the broader society and the environment stand to benefit from the study’s emphasis
on integrating sustainability into core business strategies. Encouraging firms to adopt
effective governance practices can foster more responsible corporate behaviour, leading to
positive societal and environmental outcomes alongside financial gains.

1.7 Limitations of the Study

While this study aims to provide comprehensive insights, certain limitations should be
acknowledged.

First, the reliance on publicly available secondary data may constrain the depth of analysis,

as such data might not capture internal governance dynamics or informal committee practices.
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This limitation could affect the ability to fully understand nuanced interactions within
sustainability committees.

Second, the study focuses on publicly listed companies, which may limit the generalizability
of findings to private or smaller firms that may not have formal sustainability committees or
may operate under different governance frameworks.

Third, the timeframe from 2019 to 2024, although comprehensive, may not fully capture
recent developments or emerging trends in sustainability governance that have occurred in
the past few years. Rapid changes in ESG standards and stakeholder expectations could
influence the relevance of historical data.

Lastly, the study examines four primary committee attributes and does not account for other
potential factors such as organizational culture, industry-specific pressures, or leadership
styles that might also impact corporate financial performance.

Despite these limitations, the study seeks to provide valuable empirical evidence and
practical recommendations for enhancing governance effectiveness and promoting

sustainable financial growth.
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CHAPTER TWO

LITERATURE REVIEW
2.1 Introduction
This chapter reviewed the related literature of the study, it starts by reviewing conceptually
the dependent and independent variable, it further reviewed relevant theories of the study and
finally reviewed related empirical studies.
2.2 Corporate Financial Performance
Corporate financial performance (CFP) represents the overall financial health and operational
success of a company, assessed through various financial metrics and indicators. A strong
CFP is essential as it not only signifies profitability but also reflects effective management,
sustainability, and shareholder value creation. CFP is often measured using a combination of
quantitative metrics such as return on assets (ROA), return on equity (ROE), profit margins,
and earnings per share (EPS), alongside qualitative indicators like market position and
strategic adaptability (Marzouki et al., 2021). The growing complexity of business
environments has made it increasingly important for companies to focus on CFP to maintain
competitiveness and resilience.
One significant trend in recent years is the integration of Environmental, Social, and
Governance (ESG) factors into CFP assessments. Investors and stakeholders are increasingly

evaluating companies based on their ESG performance, which, in turn, influences financial

14



performance (Al Hawaj & Buallay, 2023). For example, companies with strong ESG
practices often experience reduced risk, enhanced reputation, and improved customer loyalty,
all of which can positively impact financial metrics. As such, organizations are expanding
their focus beyond traditional financial performance to encompass these sustainability-
oriented factors, a shift corroborated by studies suggesting a positive correlation between
ESG initiatives and financial success (Friede et al., 2015).

The role of technology in enhancing CFP has also become prominent. Digital transformation
efforts, particularly in sectors like finance, retail, and manufacturing, are driving productivity
and efficiency gains, which subsequently reflect in financial performance metrics. For
instance, companies adopting advanced analytics, automation, and artificial intelligence are
better equipped to optimize costs, forecast demand accurately, and streamline operations.
Such technological investments, though initially costly, often lead to improved financial
performance in the long term, as seen in studies analysing the correlation between digital
investments and revenue growth (Brynjolfsson & McAfee, 2014).

Risk management is another critical factor affecting CFP. Financial volatility, geopolitical
tensions, and fluctuating market conditions require firms to have robust risk management
frameworks in place. Companies that effectively manage risks are better positioned to protect
their cash flows and assets, thereby stabilizing financial performance. Recent research

indicates that firms with higher risk management capabilities tend to have more stable
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financial performance, underscoring the importance of proactive and adaptive risk strategies
in today’s unpredictable business landscape (Boubaker et al., 2022).

Corporate governance structures are equally crucial to financial performance. Effective
governance practices ensure accountability, transparency, and strategic oversight, which are
essential for long-term profitability and financial stability. Studies have shown that firms
with strong governance frameworks are more likely to outperform their peers in terms of
financial performance due to reduced agency conflicts, enhanced decision-making processes,
and alignment of interests between shareholders and management (Larcker & Tayan, 2020).
For example, board independence, executive compensation linked to performance, and
shareholder engagement have been positively linked to improved CFP (Fama & Jensen,
1983).

Market dynamics, such as competition and industry growth rates, also significantly influence
corporate financial performance. Companies operating in highly competitive industries must
continuously innovate and differentiate their offerings to maintain profitability and market
share. Porter’s (1980) theory of competitive advantage explains that firms must adopt either a
cost leadership or differentiation strategy to achieve superior financial performance relative
to competitors. Firms that successfully navigate these competitive dynamics by leveraging

core competencies and pursuing unique value propositions tend to exhibit better financial
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performance, as evidenced by research on competitive strategy and financial outcomes (Hill
& Jones, 2013).

Corporate financial performance is influenced by a myriad of factors, including ESG
integration, technological advancements, risk management, corporate governance, and
market dynamics. As these factors evolve, so too must the strategies companies employ to
maintain and enhance financial performance. Adapting to changing stakeholder expectations,
leveraging digital innovations, and adopting robust governance practices are all critical to
sustaining a favourable financial position in today's global economy.

2.3 Corporate Sustainability Committee

The establishment of a corporate sustainability committee (CSC) has become increasingly
prevalent as businesses strive to address environmental, social, and governance (ESG) factors
in their operations. A CSC is typically a specialized governance body within a corporation
responsible for overseeing sustainability initiatives, ensuring that a company’s strategies and
practices align with long-term environmental and social objectives, while still achieving
financial performance goals. The committee's role has expanded with growing pressure from
stakeholders, including investors, customers, regulators, and employees, who expect
corporations to act responsibly and sustainably in their operations (Adams et al., 2021).
Corporate sustainability committees play a vital role in integrating sustainability into the

broader corporate strategy. They are tasked with setting and overseeing the company’s ESG
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goals, developing policies, and ensuring compliance with global and local sustainability
standards. The committee often collaborates closely with other governance bodies and
departments to ensure a unified approach to sustainability. Research has shown that
companies with dedicated CSCs are better equipped to achieve sustainability outcomes, as
these committees help institutionalize sustainability practices and bring consistency to ESG
efforts (Rufino et al., 2023).

One of the key functions of a CSC is risk management. As companies are increasingly
exposed to sustainability-related risks—such as climate risks, regulatory changes, and
reputational damage—a dedicated CSC can proactively address these challenges. The
committee can anticipate regulatory requirements and adapt the company’s operations
accordingly, reducing potential fines, operational disruptions, and reputational harm. Studies
indicate that firms with strong CSC frameworks demonstrate better resilience to
sustainability-related risks, as these committees facilitate forward-thinking approaches and
risk mitigation strategies (Eccles et al., 2020).

Another significant contribution of CSCs is their role in fostering stakeholder engagement.
These committees often engage directly with key stakeholders to understand their concerns,
expectations, and priorities related to sustainability. By maintaining open channels of
communication, CSCs help bridge the gap between corporate activities and stakeholder

expectations, creating a more transparent and responsive business environment. Effective
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stakeholder engagement has been linked to improved corporate reputation and increased
investor confidence, both of which are essential for long-term financial stability and success
(Jung et al., 2018).

Corporate sustainability committees also contribute to performance measurement and
reporting. They oversee the collection, analysis, and publication of ESG data, which is
essential for transparent reporting and accountability. In many jurisdictions, regulatory bodies
are implementing stringent requirements for ESG disclosures, making the CSC’s role in data
governance and reporting increasingly crucial. Effective reporting provides insights into the
company’s progress toward sustainability goals, enabling investors and other stakeholders to
make informed decisions. Companies with well-established CSCs tend to produce more
comprehensive and accurate sustainability reports, enhancing their credibility and potentially
attracting ESG-focused investors (Khan et al., 2016).

Strategic alignment is another critical area where CSCs exert influence. For sustainability to
be meaningful and impactful, it must be closely aligned with a company’s core business
strategy. CSCs play an essential role in ensuring that sustainability goals are not isolated
from business objectives but are integrated into the overall strategy. For instance, a company
might align its product development strategy with sustainable sourcing practices, or its
operational goals with carbon reduction targets. Research has demonstrated that such

alignment, often facilitated by CSCs, contributes positively to both sustainability outcomes
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and financial performance by ensuring that sustainability is treated as a strategic priority
rather than a peripheral concern (Brockett & Rezaee, 2012).

The leadership composition and expertise within a CSC are also important. Effective CSCs
are typically comprised of members with diverse backgrounds in environmental science,
social policy, business management, and regulatory affairs, providing a comprehensive
perspective on sustainability challenges. This diversity allows the committee to assess issues
from multiple angles, leading to more informed decision-making and strategic planning.
Evidence suggests that diversity within CSCs enhances a company's ability to innovate and
address complex sustainability issues effectively (Adams et al., 2021).

Corporate sustainability committees have become indispensable in the modern business
landscape, where sustainability is a core consideration for competitive advantage and long-
term success. By setting and monitoring ESG goals, managing sustainability-related risks,
engaging stakeholders, ensuring transparent reporting, and aligning sustainability with
business strategy, CSCs play a crucial role in fostering sustainable and resilient corporate
practices. As the importance of sustainability continues to grow, companies with well-
structured and empowered CSCs are likely to enjoy stronger reputations, enhanced investor

confidence, and more sustainable financial performance.
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2.3.1 Size of the sustainability committee and Corporate Financial Performance

The size of a corporate sustainability committee (CSC) is a critical factor influencing its
effectiveness, as it determines the range of expertise, diversity of perspectives, and scope of
oversight that the committee can bring to sustainability initiatives. The optimal size of a CSC
can vary based on a company’s size, industry, and specific sustainability goals, but generally,
committees are structured to balance diverse viewpoints with efficient decision-making.
Larger committees may offer more comprehensive insights and a broader skill set, while
smaller committees may facilitate quicker, more cohesive action. Studies indicate that the
right balance in committee size can significantly enhance the impact of sustainability
initiatives on corporate performance (Eccles et al., 2022).

Larger sustainability committees, composed of members with varied expertise in areas like
environmental science, regulatory compliance, social governance, and finance, offer several
advantages. These committees can draw on a wealth of knowledge to address complex and
interconnected sustainability challenges. For instance, a large CSC may include members
with specialized backgrounds in climate science, policy analysis, and corporate governance,
enabling a multi-faceted approach to ESG issues. Research shows that such diversity within a
CSC contributes to more comprehensive sustainability strategies that are better aligned with

stakeholder expectations and emerging regulatory requirements (Zhao et al., 2023). However,
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large committees can face challenges, such as prolonged decision-making processes, which
may impact their agility in addressing rapidly evolving ESG demands.

On the other hand, smaller sustainability committees are often more agile, facilitating faster
decision-making and implementation. These committees can act swiftly in response to urgent
sustainability issues or changing regulatory landscapes, allowing the company to remain
adaptable and proactive. Smaller CSCs also benefit from closer collaboration and more
streamlined communication among members, which can foster a sense of shared purpose and
stronger alignment with corporate goals. Studies have shown that in some cases, smaller
CSCs are better at translating sustainability goals into actionable strategies, as they
experience fewer logistical challenges and require less consensus-building (Elkington et al.,
2019).

The composition and size of a CSC should also be determined by the sustainability
challenges relevant to the company’s industry. For instance, a company in the energy sector
facing high regulatory scrutiny and significant environmental impact might benefit from a
larger, specialized CSC. In contrast, companies in sectors with a lower environmental
footprint might opt for smaller committees, focusing on specific areas like supply chain
sustainability or product lifecycle management. Research suggests that industry-tailored

CSCs are more effective in addressing sector-specific ESG risks, as their size and structure
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are aligned with the unique challenges and stakeholder expectations within their field (Kolk
etal., 2021).

Corporate governance literature emphasizes that while larger CSCs can enhance a company’s
commitment to sustainability, the added complexity in coordination and decision-making
must be managed effectively. Larger CSCs often necessitate subcommittees or working
groups to focus on distinct aspects of sustainability, such as environmental impact, social
equity, or governance standards. This division of responsibility can maximize the
effectiveness of each member’s expertise, though it also requires careful coordination to
maintain a unified approach to sustainability across the committee. When governance
frameworks are designed to facilitate collaboration between a CSC’s subcommittees, the
advantages of a larger committee can be harnessed without sacrificing efficiency (Ren et al.,
2023).

In terms of practical implications, companies considering the ideal CSC size should assess
their organizational priorities, industry demands, and available resources. A recent study
found that companies with sustainability committees of between five and ten members tend
to achieve a balance between diversity and decision-making efficiency, making this range an
effective benchmark for many organizations (Husted et al., 2020). The ideal CSC size is
therefore not one-size-fits-all but should reflect the strategic sustainability goals and

operational needs of each company.
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The size of a corporate sustainability committee plays a crucial role in shaping its efficacy.
Larger committees offer a broader spectrum of expertise and more comprehensive oversight,
though they may face challenges in coordination and decision-making. Smaller committees,
while limited in scope, often benefit from faster, more cohesive action. Ultimately, the right
size for a CSC should align with a company’s specific sustainability challenges, industry
demands, and organizational goals. By tailoring the committee’s size to these factors,
companies can maximize the effectiveness of their sustainability efforts, improving both
corporate financial performance and ESG impact.

2.3.2 Committee Independence and Corporate Financial Performance

The independence of a corporate sustainability committee (CSC) is a key factor influencing
its effectiveness and credibility in overseeing environmental, social, and governance (ESG)
initiatives. Committee independence refers to the degree to which members are free from
internal company pressures and conflicts of interest, allowing them to make objective
decisions that align with long-term sustainability goals. Independence is widely viewed as
essential in ensuring that the CSC can provide impartial oversight, assess sustainability risks
accurately, and hold management accountable for achieving sustainability targets.
Companies with independent sustainability committees are often perceived as more credible
and transparent in their ESG efforts, which can positively impact their reputation and

investor confidence (Eccles et al., 2022).
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Independent CSCs bring a level of objectivity that is crucial in tackling sensitive or complex
sustainability issues, such as emissions reduction, human rights practices, or supply chain
ethics. Studies indicate that committees composed of independent directors—individuals who
do not hold executive positions within the company—are more likely to prioritize
sustainability initiatives that align with external stakeholder expectations, rather than being
influenced by internal agendas (Rufino et al., 2023). This independence allows CSCs to
evaluate sustainability strategies critically, ensuring that ESG commitments are robust and
reflect genuine dedication to corporate responsibility rather than superficial compliance.

The presence of independent members in CSCs is also associated with improved risk
management. Independent directors can assess sustainability risks without the same biases or
constraints that may affect internal executives. This impartiality enables the committee to
identify and address potential environmental and social risks early on, potentially preventing
reputational damage and financial losses. For example, independent CSC members might
prioritize compliance with emerging regulations or invest in sustainable practices that may
not immediately contribute to profitability but are essential for long-term risk mitigation.
Research has shown that companies with independent CSCs demonstrate more proactive risk
management approaches, which translates to greater resilience in the face of ESG-related

challenges (Boubaker et al., 2022).
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Moreover, independence within CSCs fosters transparency in sustainability reporting.
Independent members are more likely to advocate for accurate and comprehensive ESG
disclosures, as they are less likely to have vested interests in concealing unfavourable
information. This transparency is increasingly critical in an era where investors and
consumers scrutinize corporate sustainability claims and expect accountability. Independent
CSCs are instrumental in producing reports that honestly reflect the company’s ESG
performance, avoiding the pitfalls of greenwashing. Studies suggest that firms with higher
levels of committee independence produce more reliable and complete sustainability reports,
thereby enhancing stakeholder trust and fulfilling regulatory requirements more effectively
(Khan et al., 2016).

The independence of CSC members also contributes to better alignment between corporate
sustainability goals and broader societal expectations. Independent directors are more likely
to bring an outsider’s perspective, reflecting the concerns of the public, regulators, and non-
governmental organizations. This alignment is increasingly important as corporations face
heightened scrutiny from these groups. When CSC members operate independently, they can
serve as advocates for socially responsible practices, influencing the company to adopt
sustainability measures that resonate with external stakeholder values. For example, an

independent CSC may push for stronger climate action targets or improved labour practices
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in response to societal pressure, which can, in turn, enhance the company’s public image and
social license to operate (Adams et al., 2021).

In practice, achieving CSC independence often involves specific governance measures, such
as appointing a majority of non-executive directors to the committee, setting tenure limits, or
establishing clear reporting lines to the board. These measures are designed to protect the
CSC’s impartiality and empower it to act in the best interests of both the company and its
external stakeholders. Research shows that companies implementing such governance
structures are more likely to experience positive sustainability outcomes, as the independent
CSC members can exercise their oversight function without interference from management
(Elkington et al., 2019).

Committee independence is a fundamental component of an effective corporate sustainability
committee, as it ensures unbiased oversight, enhances risk management, promotes
transparency in ESG reporting, and aligns corporate practices with societal expectations.
Independent CSCs are better positioned to hold companies accountable to their sustainability
commitments, creating value for both the corporation and its stakeholders. As regulatory and
public expectations for corporate responsibility continue to grow, the independence of CSCs
will remain a crucial factor in successful sustainability governance.

2.3.3 Gender Diversity within sustainability committees and Corporate Financial

Performance
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Gender diversity within corporate sustainability committees (CSCs) is increasingly
recognized as a valuable component in enhancing the effectiveness of sustainability
governance. Diverse perspectives brought by a gender-balanced committee contribute to a
more holistic approach to environmental, social, and governance (ESG) issues, ultimately
enriching the decision-making process and improving corporate sustainability performance.
Gender diversity within CSCs has been linked to enhanced problem-solving capabilities, as
female directors often bring unique insights into social and environmental matters, fostering
innovative approaches to sustainability (Adams & Funk, 2012).

Research suggests that gender-diverse sustainability committees are more likely to prioritize
social issues, such as workplace diversity, equity, and community engagement, which are
critical aspects of corporate social responsibility (CSR). Women on CSCs often advocate for
the adoption of policies that promote social sustainability and ethical labour practices,
helping companies to align with stakeholder expectations in these areas. This focus not only
strengthens the company's reputation but also contributes to long-term value creation. For
instance, a recent study found that companies with higher female representation on their
CSCs tend to report more comprehensive and socially responsive ESG initiatives (Bear et al.,
2010).

Moreover, gender diversity within CSCs positively influences risk management related to

sustainability issues. Female directors have been shown to exhibit a more conservative
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approach to risk, often emphasizing caution in areas where reputational or regulatory risks
are high. In the context of sustainability, this cautious approach can lead to more rigorous
environmental and social governance, as women are generally more likely to consider the
long-term consequences of corporate actions. This risk-averse perspective can be especially
beneficial for companies facing complex ESG challenges, as it helps to mitigate risks
associated with environmental impact, social backlash, and regulatory compliance (Post et al.,
2011).

The presence of women within CSCs has also been associated with improved transparency
and accountability in sustainability reporting. Female directors are often more inclined
toward ethical disclosure practices, pushing for greater transparency in ESG reporting. This
commitment to transparency is critical in an era of heightened scrutiny from investors,
regulators, and the public. By promoting accurate and complete ESG disclosures, gender-
diverse committees enhance corporate accountability, reducing the likelihood of
greenwashing or misrepresentation in sustainability reports. Studies indicate that firms with
gender-diverse CSCs tend to provide more reliable and comprehensive sustainability
information, contributing to increased stakeholder trust and improved market perception
(Byron & Post, 2016).

Beyond internal governance, gender diversity within CSCs can also influence stakeholder

engagement. Women often bring a strong relational orientation to corporate governance,
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emphasizing the importance of stakeholder relationships and community impact. This
relational focus enhances the committee’s ability to engage with external stakeholders, such
as local communities, non-governmental organizations, and investors concerned with
sustainability. By fostering inclusive dialogue and responsiveness to stakeholder concerns,
gender-diverse committees can improve the company’s social license to operate and increase
stakeholder loyalty. This approach is especially valuable in industries where sustainability
issues directly impact local communities and ecosystems (Glass et al., 2016).

However, achieving gender diversity within CSCs requires conscious policy efforts, as
gender imbalances remain prevalent in many corporate governance structures. Companies
that have made gender diversity a priority within their CSCs typically do so by implementing
clear guidelines on female representation or integrating diversity goals into their corporate
governance charters. Such policies not only encourage balanced gender representation but
also signal the company’s commitment to broader diversity and inclusion initiatives.
Research has shown that companies with established gender diversity policies are more
successful in achieving balanced representation in CSCs and, as a result, tend to report better
sustainability outcomes (Terjesen et al., 2009).

Gender diversity within corporate sustainability committees contributes significantly to the
effectiveness of sustainability governance by enhancing social responsiveness, strengthening

risk management, promoting transparency in reporting, and improving stakeholder
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engagement. By incorporating a gender-diverse group of directors, companies can leverage
diverse perspectives and approaches to tackle complex ESG challenges, fostering a more
resilient and responsible corporate structure. As corporate governance continues to evolve,
the role of gender diversity in CSCs will remain a critical factor in advancing meaningful and

impactful sustainability practices.
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2.3.4 Due diligence Practices of Sustainability Committees and Corporate Financial
Performance

The due diligence practices of corporate sustainability committees (CSCs) are crucial in
ensuring that a company’s sustainability initiatives are not only well-intentioned but are also
rigorously evaluated, effectively implemented, and aligned with long-term business goals.
Due diligence in this context refers to the comprehensive assessment and management of
environmental, social, and governance (ESG) risks and opportunities associated with
corporate activities. Through structured due diligence practices, CSCs can systematically
identify, assess, and mitigate sustainability-related risks, enhancing both the company's ESG
performance and its resilience to external pressures. Effective due diligence practices in
CSCs are essential for fostering accountability and protecting a company's reputation and
shareholder value (Eccles et al., 2020).

One key element of CSC due diligence is the identification and assessment of ESG risks.
This process involves thoroughly examining potential risks that could arise from the
company’s operations, supply chains, and broader business environment, including issues
such as climate change, human rights concerns, labour conditions, and compliance with
environmental regulations. Sustainability committees engage in due diligence by assessing
both direct and indirect impacts, recognizing that issues in a company’s supply chain, for

example, can have significant repercussions for its brand and stakeholder relationships.
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Research indicates that companies with proactive due diligence frameworks in their CSCs are
better positioned to anticipate and manage ESG risks, reducing the likelihood of crises or
reputational damage (Clark et al., 2015).

Another critical aspect of due diligence involves stakeholder engagement. Engaging with
stakeholders, including employees, investors, community members, and advocacy groups, is
fundamental to the due diligence process as it helps CSCs understand external expectations
and concerns. By incorporating stakeholder perspectives, committees can make more
informed decisions that align with broader societal values. This engagement is also valuable
for identifying emerging ESG trends and challenges that may affect the company. Effective
stakeholder engagement within the due diligence process has been shown to enhance trust
and transparency, as stakeholders are more likely to view the company as responsible and
responsive to their needs (Freeman et al., 2021).

Monitoring and reporting are also integral to the due diligence practices of sustainability
committees. CSCs are responsible for ensuring that the company monitors its ESG
performance continually, tracking metrics such as carbon emissions, waste management,
community impacts, and labour practices. These metrics are often compared against internal
targets and industry benchmarks to assess progress and identify areas needing improvement.
Regular monitoring allows the committee to detect and address potential issues early,

enabling timely corrective actions. Furthermore, transparent reporting on these metrics
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fosters accountability, as it provides stakeholders with clear information on the company’s
sustainability performance. Studies have shown that companies with rigorous monitoring and
reporting mechanisms within their CSCs tend to have stronger ESG performance, as
transparency motivates ongoing improvement (Grewatsch & Kleindienst, 2017).

Risk mitigation and policy development are additional components of due diligence practices.
After identifying risks, CSCs are tasked with developing and implementing policies to
address them. These policies might include adopting sustainable sourcing practices,
establishing stricter environmental standards, or setting social performance targets. The
committee’s due diligence responsibilities also extend to compliance, ensuring that the
company adheres to relevant laws and industry standards. Effective risk mitigation through
policy implementation not only safeguards the company against ESG-related liabilities but
also contributes to positive ESG performance, which can attract ESG-conscious investors.
Research suggests that companies with comprehensive policy frameworks governed by their
CSCs are better equipped to achieve sustainable outcomes and avoid regulatory penalties
(Husted et al., 2020).

Due diligence practices within CSCs also require a degree of adaptability, as ESG challenges
and regulatory landscapes are constantly evolving. Sustainability committees must therefore
remain informed about new developments in ESG standards, regulatory requirements, and

industry best practices. This adaptability ensures that the company’s sustainability policies
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and practices remain relevant and effective in addressing contemporary challenges. For
example, as climate-related financial disclosures and human rights regulations become
increasingly mandated across jurisdictions, CSCs with robust due diligence practices can
quickly adapt to ensure compliance. Studies highlight that CSCs with a flexible, adaptive
approach to due diligence are more resilient and capable of maintaining strong ESG
performance even amid changing regulations (Ren et al., 2023).

The due diligence practices of sustainability committees are central to effective ESG
governance. By rigorously identifying risks, engaging stakeholders, monitoring performance,
implementing risk mitigation policies, and adapting to regulatory changes, CSCs play a
crucial role in ensuring that sustainability initiatives are impactful and aligned with both
corporate goals and stakeholder expectations. These practices not only enhance the
company’s ESG performance but also safeguard its reputation, improve risk resilience, and
support long-term success.

2.4 Theoretical Review

For a study examining the relationship between corporate sustainability committees (CSCs)
and corporate financial performance (CFP), three theories that are highly applicable are the
Stakeholder Theory, Resource-Based View (RBV), and Agency Theory. Each of these
theories provides a valuable lens through which to analyse how sustainability initiatives,

particularly those overseen by dedicated committees, impact corporate financial performance.
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Stakeholder Theory: This theory was developed by Edward Freeman in 1984.
The theory posits that corporations should consider the interests of all stakeholders, not just
shareholders, in their decision-making processes. Stakeholders include not only investors but
also employees, customers, suppliers, communities, and regulatory bodies. According to
Freeman, addressing the concerns of a broad set of stakeholders is essential for long-term
success because stakeholders significantly impact and are impacted by corporate activities.
The theory advocates for a balance between stakeholder needs and business interests,
asserting that companies creating value for stakeholders ultimately experience improved
performance outcomes, including financial success.

Stakeholder Theory is particularly relevant to a study on CSCs and CFP because
sustainability committees are often tasked with incorporating stakeholder interests, especially
those concerning social and environmental issues, into corporate strategy. CSCs serve as
mechanisms for aligning corporate activities with stakeholder expectations, addressing issues
like environmental protection, ethical labour practices, and community engagement. By
addressing stakeholder concerns, companies with active CSCs can enhance their reputation,
mitigate risks, and foster long-term financial performance, making Stakeholder Theory a
perfect theoretical framework for this study.

This study aligns with Stakeholder Theory as it examines how CSCs, by focusing on

sustainable and responsible business practices, contribute to creating value for various
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stakeholders, thereby enhancing financial performance. Through Stakeholder Theory, the
study can explore how addressing stakeholder concerns through CSC initiatives impacts
corporate financial health, reinforcing the idea that companies benefit financially by
engaging in practices valued by their stakeholders.

Resource-Based View (RBV): The Resource-Based View, developed by Jay Barney in 1991
posits that a firm’s sustainable competitive advantage derives from its unique resources and
capabilities. These resources should be valuable, rare, inimitable, and non-substitutable
(often referred to as VRIN characteristics). According to RBYV, intangible resources like
organizational culture, specialized knowledge, and governance structures, including
sustainability committees, can be a source of competitive advantage if they are effectively
leveraged.

RBYV is relevant to this study because CSCs can be seen as valuable organizational resources
that differentiate companies in their commitment to sustainability. These committees embody
specialized knowledge and processes that contribute to sustainable corporate practices,
allowing firms to build a reputation as socially responsible and ethically governed entities.
This reputation, as well as the risk mitigation strategies employed by CSCs, can contribute to
a sustained competitive advantage, which, in turn, enhances corporate financial performance.
RBV thus provides a strong framework for analysing how CSCs can drive financial

outcomes through distinctive organizational capabilities.
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This study aligns with RBV as it investigates CSCs as strategic resources that enhance a
company’s sustainability profile, fostering a competitive advantage. By applying RBYV, the
study can highlight how CSCs, as a unique organizational capability, positively impact
financial performance by enhancing the firm's sustainability practices and reputation.

Agency Theory: Agency Theory, developed by Michael Jensen and William Meckling, in
1971 examines the relationship between principals (shareholders) and agents (company
executives) and the conflicts that arise when the interests of these two groups diverge. The
theory argues that mechanisms such as governance structures are necessary to align the
interests of management with those of shareholders to minimize agency costs. CSCs can be
viewed as governance mechanisms that hold management accountable for meeting
sustainability and financial goals, thereby reducing agency problems by ensuring that
executives do not prioritize short-term gains over long-term stakeholder value and
sustainability.

Agency Theory is relevant to this study as it provides a framework for understanding how
CSCs serve as governance tools to align management's actions with shareholder and
stakeholder expectations. By overseeing sustainability practices, CSCs help reduce agency
conflicts by ensuring that corporate actions are responsible and value-driven. The presence of
a CSC ensures transparency and accountability in sustainability reporting, addressing the

interests of both shareholders and a broader stakeholder base.
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This study aligns well with Agency Theory by investigating how CSCs can bridge the gap
between management's pursuit of financial goals and stakeholders' sustainability expectations.
Through Agency Theory, the study can evaluate how CSCs serve as governance mechanisms
that align management behaviour with long-term, sustainable financial objectives.
Theoretical Framework

Of the three theories, Stakeholder Theory is the most perfect fit for underpinning this study.
This theory is fundamentally centred on the concept of corporate sustainability, which aligns
directly with the role of CSCs in managing ESG-related initiatives. Stakeholder Theory
provides a comprehensive framework for understanding the motivation and impact of CSCs,
as these committees are inherently designed to balance and address the interests of diverse
stakeholders, including those with environmental and social concerns.

Stakeholder Theory is the most fitting for this study because it encapsulates the rationale
behind establishing CSCs in the first place: to address and harmonize the diverse interests of
stakeholders, thereby fostering a more responsible, sustainable approach to corporate
governance. This theory also emphasizes the positive impact of aligning business practices
with stakeholder values, which directly correlates with the potential for improved financial
performance. Stakeholder Theory enables the study to delve into how CSCs influence
corporate strategy in a way that creates shared value for both stakeholders and shareholders,

highlighting the critical role of these committees in achieving financial outcomes through
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sustainable practices.

Stakeholder Theory is relevant as it underscores the link between sustainability initiatives
and financial outcomes, which is central to this study. By underpinning the study with
Stakeholder Theory, the research can effectively explore how CSCs contribute to CFP
through their stakeholder-oriented sustainability practices. This alignment allows the study to
investigate whether and how companies financially benefit by taking into account the needs
of their stakeholders through the work of CSCs, offering insights into the value of
sustainability-driven corporate governance. Thus, Stakeholder Theory not only aligns
perfectly with the research objectives but also provides a robust foundation for interpreting
the results and implications of the study in terms of stakeholder value creation.

2.5 Review of Literature on Variables

2.5.1 Corporate Sustainability Committee Size and Financial Performance

Corporate sustainability committee (CSC) size refers to the total number of individuals
appointed to the committee responsible for monitoring, guiding, and implementing an
organization’s sustainability agenda. It is a structural element of governance that can
significantly affect the functioning, deliberative capacity, and strategic influence of the
committee. The size of the CSC determines, to a large extent, the diversity of expertise
available, the breadth of stakeholder perspectives represented, and the efficiency of decision-

making processes (Ali et al., 2021).
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From the perspective of resource-based theory, a larger committee may offer a wider range of
competencies, professional networks, and innovative ideas. This diversity of resources can
enrich the committee’s capacity to address complex sustainability issues and to integrate
environmental, social, and governance (ESG) considerations into corporate strategy (Klettner
et al., 2014). In addition, stakeholder theory posits that a broader representation of
viewpoints within a governance body can improve responsiveness to the diverse expectations
of internal and external stakeholders, thereby enhancing corporate legitimacy and stakeholder
trust (Freeman, 1984).

However, agency theory cautions that excessively large committees may suffer from reduced
individual accountability, coordination problems, and slow decision-making processes
(Jensen & Meckling, 1976). Such inefficiencies can undermine the committee’s ability to
respond swiftly to emerging ESG risks or opportunities, especially in fast-changing industries
such as oil and gas. Conversely, committees that are too small may lack the necessary
breadth of expertise to address the multifaceted nature of sustainability governance, which
often spans environmental science, social policy, legal compliance, and financial oversight
(Nguyen et al., 2022).

Empirical evidence supports the notion that a moderately sized CSC tends to deliver superior
outcomes. For example, Adams et al. (2010) found that boards and committees of moderate

size are better able to combine diversity of thought with cohesive decision-making, leading to
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improved governance quality. In the oil and gas sector, where sustainability issues involve
high stakes and complex stakeholder interactions, an optimal committee size is essential to
balance diversity and efficiency. An appropriately sized CSC can enhance corporate financial
performance by integrating sustainability initiatives that improve operational efficiency,
reduce environmental liabilities, and strengthen the organization’s reputation in capital
markets (Mallin et al., 2013).

In summary, CSC size influences the capacity, efficiency, and strategic effectiveness of
sustainability governance. An optimal size ensures that the committee has sufficient diversity
to address complex issues without sacrificing the agility needed for timely decision-making.
This structural characteristic, when effectively managed, can contribute positively to long-
term financial performance through better ESG integration, stakeholder satisfaction, and
market confidence.

2.5.2 Corporate Sustainability Committee Independence and Financial Performance
Independence in a corporate sustainability committee refers to the extent to which committee
members are free from relationships, interests, or affiliations that might compromise their
objectivity and impartiality. Independent members are generally non-executive directors who
have no material business or personal ties to the organization that could create conflicts of
interest. Agency theory underscores the importance of independence, suggesting that

independent oversight acts as a safeguard against managerial opportunism and ensures that
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sustainability initiatives are aligned with shareholders’ long-term interests (Garcia Martin &
Herrero, 2020).

From the standpoint of stakeholder theory, independence enhances the legitimacy and
credibility of corporate sustainability governance. Independent members are more likely to
prioritize the broader interests of stakeholders, including customers, employees, regulators,
and communities, rather than focusing solely on managerial or short-term profit motives (Lee
et al., 2022). This impartial approach strengthens the authenticity of ESG commitments and
fosters greater trust among investors and the public.

Independence in the CSC has practical implications for corporate financial performance.
Independent members can challenge management when sustainability proposals are
insufficiently ambitious, poorly aligned with global best practices, or inadequately resourced.
By ensuring that sustainability strategies are rigorous and forward-looking, independent
oversight can reduce the likelihood of reputational crises, regulatory penalties, and
operational disruptions. This is especially relevant in the oil and gas sector, where
environmental incidents or stakeholder disputes can result in significant financial and
reputational costs (Michelon & Parbonetti, 2012).

Empirical studies provide evidence for a positive association between board or committee
independence and financial performance. Walls et al. (2012) observed that firms with more

independent sustainability oversight tend to adopt more substantive sustainability strategies,
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which can generate long-term value through improved efficiency, innovation, and
stakeholder relationships. Furthermore, independent CSCs can enhance the credibility of
sustainability disclosures, which has been shown to improve investor confidence and
potentially lower the cost of capital (Kriiger, 2015).

In conclusion, CSC independence is a critical determinant of governance quality. By
reducing conflicts of interest and promoting objective, stakeholder-oriented decision-making,
independent committees can enhance the strategic integration of sustainability and contribute
to stronger financial performance.

2.5.3 Corporate Sustainability Committee Gender Diversity and Financial Performance
Gender diversity in a corporate sustainability committee refers to the inclusion of both male
and female members in meaningful roles within the governance of sustainability strategy.
This form of diversity is associated with differences in leadership style, risk perception,
ethical orientation, and problem-solving approaches, all of which can shape the committee’s
effectiveness (Bear et al., 2010).

The resource dependence theory argues that gender-diverse governance bodies have access to
broader networks, stakeholder relationships, and social capital, which can enhance the
organization’s adaptability and legitimacy (Hillman et al., 2000). Additionally, stakeholder

theory suggests that gender diversity improves the committee’s ability to understand and
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respond to a wide range of stakeholder concerns, thereby strengthening corporate social
responsibility (CSR) initiatives (Post et al., 2011).

In the context of sustainability governance, gender diversity has been linked to higher levels
of ethical oversight, transparency, and stakeholder engagement. Female members often bring
heightened sensitivity to social and environmental concerns, greater willingness to invest in
long-term initiatives, and a collaborative leadership style that fosters inclusive decision-
making (Galbreath, 2022). These qualities can indirectly enhance financial performance by
improving risk management, reputation, and stakeholder loyalty.

However, the benefits of gender diversity depend on the depth of participation. Tokenistic
appointments, where women are included solely to meet diversity quotas, rarely produce
significant governance improvements (Adams & Ferreira, 2009). To achieve meaningful
impact, female members must be fully integrated into the committee’s strategic discussions,
hold leadership roles, and influence agenda-setting. In industries such as oil and gas, where
sustainability challenges are complex and highly visible, gender-diverse CSCs can strengthen
corporate legitimacy and facilitate stakeholder cooperation, both of which are vital for long-
term profitability.

Empirical studies reinforce these theoretical insights. Carter et al. (2018) found that gender-
diverse boards are more likely to adopt proactive CSR strategies, improve ESG disclosures,

and achieve higher market valuations. Liu et al. (2014) further noted that firms with women
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in key governance roles tend to exhibit better financial performance when diversity is
accompanied by inclusive board culture.

In summary, gender diversity enriches the decision-making process, enhances stakeholder
relationships, and fosters innovation in sustainability governance. When genuinely
implemented, it can serve as a strategic asset that supports both sustainability objectives and
corporate financial success.

2.5.4 Corporate Sustainability Committee Due Diligence and Financial Performance
Due diligence within a corporate sustainability committee refers to the systematic processes
by which the committee identifies, evaluates, and addresses ESG-related risks and
opportunities. This function encompasses regulatory compliance monitoring, stakeholder
impact assessment, and the verification of sustainability disclosures. The risk management
theory emphasizes that proactive due diligence can prevent costly environmental incidents,
legal liabilities, and reputational damage, all of which have direct implications for financial
performance (Pizzi et al., 2021).

Due diligence also serves a strategic function by identifying opportunities for innovation,
efficiency gains, and market differentiation. For example, integrating sustainability
considerations into procurement, investment, and product development can result in cost
savings, enhanced brand value, and access to new markets (Busch et al., 2022). In the oil and

gas sector, rigorous due diligence is critical for maintaining the social license to operate,
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managing relationships with regulators, and ensuring compliance with environmental and
safety standards.

Empirical studies highlight the financial benefits of robust due diligence practices. Saha et al.
(2023) found that companies with strong ESG risk management frameworks tend to
outperform peers in terms of both market valuation and profitability. These outcomes are
achieved by minimizing the volatility of earnings, avoiding regulatory fines, and positioning
the firm as a leader in sustainability.

From a governance perspective, due diligence ensures that sustainability is not treated as a
peripheral activity but is embedded into strategic planning and operational execution. This
integration can lead to improved investor confidence, particularly among ESG-focused
institutional investors, thereby potentially lowering the cost of capital and enhancing market
value. In summary, due diligence in a CSC is both a compliance necessity and a strategic
driver. By proactively managing risks and identifying opportunities, it supports the dual goals
of sustainable business practices and improved corporate financial performance.

2.6 Gaps in Literature

Although scholarship on sustainability governance and corporate financial performance has
grown in recent years, several significant gaps remain. First, most studies focus on general
board governance without giving specific attention to the corporate sustainability committee

as a distinct governance structure. Where CSCs are considered, their characteristics are rarely
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examined in detail. This lack of disaggregation overlooks how specific attributes such as size,
independence, gender diversity, and due diligence may differentially influence financial
outcomes.

Second, the measurement of corporate financial performance in the literature has been
dominated by profitability ratios such as return on assets (ROA) and return on equity (ROE).
These measures, while valuable, do not capture market-based assessments of firm value. Few
studies employ earnings per share (EPS), a metric that reflects both profitability and investor
perceptions. This omission limits the understanding of how sustainability governance
translates into shareholder value in the capital markets.

Third, much of the empirical evidence on the relationship between sustainability governance
and financial performance comes from developed economies. There is comparatively limited
research on emerging markets, particularly in Nigeria, where cultural, regulatory, and
economic contexts differ significantly. These contextual differences may affect the operation
of CSCs and the translation of sustainability initiatives into financial performance, making it
essential to investigate the phenomenon in this specific setting.

Finally, there is a scarcity of studies examining the combined effects of multiple CSC
characteristics on CFP. Most research treats these attributes in isolation, failing to explore
possible interaction effects that may produce synergistic or offsetting impacts on

performance. Addressing this limitation can provide a more comprehensive understanding of
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how CSC structure and composition influence financial outcomes in complex and high-

impact industries such as oil and gas.
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CHAPTER THREE

RESEARCH METHODOLOGY
3.1 Introduction
The purpose of this chapter is to outline the methodology adopted to examine the impact of
corporate sustainability committees on corporate financial performance (CFP). This chapter
discusses the research design, population and sample selection, data sources, theoretical
framework, model specification, and measurement of variables. The methodology section
also details the statistical tools used for data analysis, providing a structured approach for
assessing the relationship between the characteristics of sustainability committees and CFP.
3.2 Research Design
This study uses a longitudinal research design to examine the relationship between the
characteristics of corporate sustainability committees (CSC), including committee size,
committee independence, gender diversity, and due diligence, and Corporate Financial
Performance (CFP) over time. This approach allows for the observation of changes and
trends, providing insights into how these committee characteristics affect the long-term
performance of companies. A longitudinal design is chosen because it enables the
examination of causal relationships between CSC characteristics and CFP indicators, such as
profitability, return on assets (ROA), and shareholder value. Unlike cross-sectional designs,

which capture only a snapshot of relationships, this method tracks these variables over time.
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To quantify these relationships, the study employs regression analysis to explore the
associations between independent variables (committee size, independence, gender diversity,
and due diligence) and the dependent variable (corporate financial performance (CFP)). This
method provides a robust analysis of the impact of sustainability committees on corporate
financial performance (CFP).

3.3 Population and Sample of the Study

The target population for this study consists of all manufacturing firms listed on the Nigerian
Exchange (NGX) as of December 31, 2023. The Nigerian manufacturing sector plays a
critical role in driving economic growth, creating employment, and contributing to
sustainable development through its focus on environmental and social responsibility. The
study focuses specifically on manufacturing firms due to their substantial economic impact
and the relevant environmental and social impacts they have, making them a vital component
of Nigeria’s corporate sustainability landscape.

The study uses a purposive sampling technique to select 30 manufacturing firms from the
total population of manufacturing firms listed on the Nigerian Exchange (NGX). These firms
were chosen based on their comprehensive sustainability disclosures for the period 2018 to
2023. The purposive sampling method was employed to ensure that companies actively
engaging in sustainability practices and providing environmental and social reporting were

included, which is essential for evaluating the role of corporate sustainability committees
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(CSCs) in enhancing corporate financial performance (CFP). The selected 30 manufacturing
firms represent a diverse range of organizations within the Nigerian manufacturing sector,
each with robust corporate governance reports. This selection ensures the study has a
comprehensive dataset on sustainability committee characteristics and financial performance
indicators, enabling a thorough evaluation of how these committees contribute to corporate
financial performance. The chosen sample will provide valuable insights into how
manufacturing firms can align sustainability goals with financial success, offering a well-
rounded perspective for the study.

3.4 Source of Data

The study relies primarily on secondary data sources, utilizing corporate governance and
financial performance data published in annual reports, sustainability reports, and corporate
financial statements. Data were also sourced from relevant industry publications, regulatory
bodies, and databases such as Bloomberg and Thomson Reuters Eikon, which provide
detailed ESG metrics and financial performance indicators. These data sources ensure the
comprehensiveness and reliability of the information collected, enabling an in-depth analysis
of the relationship between sustainability committee characteristics and CFP.

3.5 Model Specification

The model for this study is based on Stakeholder Theory, which emphasizes aligning

corporate actions with stakeholder expectations to achieve long-term value creation. This

52



study adapts the model from Garcia- Garcia-Sanchez et al. (2019), titled "Board
Independence and GRI-IFC Performance Standards: The Mediating Effect of the CSR
Committee.” Their study examines how board independence influences the adoption of GRI-
IFC performance standards, with the CSR committee acting as a mediating factor. This study
modifies and applies their model by shifting the focus to corporate sustainability committees
(CSC) and their effect on corporate financial performance (CFP). The adaptation ensures a
strong connection between governance mechanisms, sustainability practices, and financial
outcomes.

The econometric model is formulated as follows:

CFP=f (COMSIZE,COMINDEP,GENDIV,DD) .. ...ccciiiiiiiiiiiiin, (3.1
The econometric form of the model is specified as follows:
CFP;i=Bo+p1COMSIZE;+B,COMINDEP;+B:GENDIV+B4DDjitui . ........... (3.2)
Where:

CFP = Corporate Financial Performance (dependent variable),

COMSIZE = Committee Size (number of members),

COMINDEP = Committee Independence (percentage of independent members),
GENDIV = Gender Diversity (percentage of female members),

DD = Due Diligence (measured by number of times the sustainability committee

meets in a year.),
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u = Error Term.
This study adapts the model from Garcia-Sanchez et al. (2019), who examined how board
independence and CSR committees affect corporate transparency and sustainability
performance standards. In contrast, this study focuses on corporate sustainability committees
(CSC) and their impact on corporate financial performance (CFP). This adaptation modifies
the model to reflect financial outcomes rather than sustainability disclosure standards,
ensuring its relevance to corporate governance and economic performance.
Apriori Expectations
B1, B2, p3, and P4 > 0, indicating that higher committee size, independence, gender
diversity, and due diligence practices are expected to positively impact corporate
financial performance
3.6 Measurement and Operationalization of Variables
This study categorizes the variables into dependent and independent variables. The
dependent variable, corporate financial performance (CFP), is measured using Return on
Assets (ROA) as a key financial indicator. The independent variables include corporate
sustainability committee (CSC) characteristics, specifically committee size, committee
independence, gender diversity, and due diligence. These variables have been selected based
on their relevance to corporate governance and financial performance, following previous

studies.
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Table 3.1: Operationalization of Variables

S/N | Variables Measurement Type of | Expected | Sources
Variable Sign

1. | Return on Assets | Net income divided | Dependent | N/A Cantele &

(ROA) by total assets. Campedelli
(2024)

2. Committee Size | Total number of | Independent | + Guedhami,

(COMSIZE) members in the Johan, & Lopez-
Governance de-Silanes
committee. (2022)

3. | Committee Percentage of | Independent | + Haxhimustafa &
Independence independent  non- Sulejmani
(COMINDEP) executive members (2021)

in in the
Governance
committee.

4. Gender Ratio of female | Independent | + Gunasekara,
Diversity members to total Yapa, & Shantha
(GENDIV) members in the in (2022)

the Governance
committee.
5. | Due Diligence | Number of times | Independent | + Fernando (2022)

(DD)

the Governance
committee meets in
a year.

Source: Author’s Compilation, 2025.

3.7 Method of Data Analysis

The analysis will begin with preliminary tests, including descriptive statistics to capture the

basic characteristics of the variables, such as mean, standard deviation, minimum, maximum,
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skewness, kurtosis, and normality test using Jarque-Bera statistics. Diagnostic tests will be
conducted to ensure the validity of the regression model, including multicollinearity tests
using the Variance Inflation Factor (VIF) and heteroskedasticity tests. To address the study
objectives, both fixed effects and random effects models will be tested, and the Hausman test
will be used to determine the appropriate model for the analysis. The study will employ panel
least squares (PLS) regression to establish the relationship between corporate sustainability
committee characteristics and corporate financial performance, ensuring robust results by

controlling for firm-specific characteristics and minimizing estimation biases.
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CHAPTER FOUR
DATA ANALYSIS AND PRESENTATION

4.1 Introduction

This chapter presents the results of the data analysis conducted to examine the relationship
between sustainability committee characteristics and corporate financial performance. The
findings are derived from various statistical techniques, including descriptive statistics,
correlation analysis, multicollinearity tests, principal component analysis, heteroskedasticity
tests, unit root tests, and regression analysis. The results provide insights into the nature and
significance of the relationships among the study variables, helping to determine whether the
hypotheses stated in the study hold true.

4.2 Data Presentation and Analysis
Table 4.1 Descriptive Statistics

ROA COMSIZE COMINDEP GENDIV DD
Mean 0.112318  4.472222  23.70800  0.308889  3.522222
Median 0.054721 4.000000  25.00000  0.330000  4.000000
Maximum 6.174312 12.00000  75.00000 1.000000  7.000000
Minimum -4.348485 1.000000  0.000000  0.000000 1.000000
Std. Dev. 0.798118 1.841273  20.30532  0.221066 1.363759
Skewness 3.686671 1.823877  0.224552  0.485799  0.337504
Kurtosis 43.54902  7.358376 1.963517  3.240218  2.645160

Jarque-Bera 12739.42  242.2617  9.569929  7.512807  4.361596
Probability 0.000000  0.000000  0.008354  0.023368  0.112951

Sum 20.21728 &05.0000 4267.440 55.60000 634.0000
Sum Sq. Dev. 114.0217 606.8611 73802.78 8.747778 3329111
Observations 180 180 180 180 180

Source: Researcher's Computation (2025), EVIEWS 9.0
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The descriptive statistics presented in Table 4.1 summarize the key characteristics of the
dataset. The mean return on assets (ROA) is approximately 0.112, with a wide range between
-4.35 and 6.17, indicating considerable variation in profitability among firms. The standard
deviation of 0.798 further confirms this variability.

The company size (COMSIZE) has a mean value of 4.47, suggesting that most firms have a
moderate size. Board independence (COMINDEP) averages 23.71%, with a maximum of
75% and a minimum of 0%, showing significant diversity in governance structures. Gender
diversity (GENDIV) has a mean of 0.31, indicating relatively low female representation on
boards. The debt dependency (DD) variable has a mean of 3.52, with a minimum of 1 and a
maximum of 7. The skewness and kurtosis values suggest that ROA is highly skewed and
exhibits extreme outliers, as evidenced by its Jarque-Bera probability of 0.0000, indicating
non-normality in its distribution.

Table 4.2 Correlation Analysis

COMINDEP
Correlation COMSIZE GENDIV DD
COMSIZE 1.000000
COMINDEP 0.121786 1.000000
GENDIV -0.028075 0.403435 1.000000
DD 0.326181 0.389477 0.136467 1.000000

Source: Researcher's Computation (2025), EVIEWS 9.0
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Table 4.2 presents the correlation matrix, revealing the relationships among the independent
variables. The correlation between COMSIZE and COMINDEP is weakly positive (0.1218),
suggesting that larger firms tend to have slightly more independent boards. Gender diversity
(GENDIV) has a moderate positive correlation with board independence (0.4034), implying
that firms with independent boards may also have better gender representation. Debt
dependency (DD) shows a positive correlation with all variables, especially COMSIZE
(0.3262) and COMINDEP (0.3895), suggesting that larger firms and those with independent
boards tend to rely more on debt financing.

Table 4.3 Variance Inflation Factors

Coefficient Uncentered

Variable Variance VIF
COMSIZE 0.000116 5.762225
COMINDEP 1.58E-06 3.256425
GENDIV 0.010249 3.129395
DD 0.000253 7.638915

Source: Researcher's Computation (2025), EVIEWS 9.0

Table 4.3 reports the Variance Inflation Factors (VIF), which assess multicollinearity among
the independent variables. The results indicate that all VIF values are below 10, suggesting
an acceptable level of multicollinearity. However, DD has the highest VIF (7.6389),

indicating some level of concern, but it remains within an acceptable threshold.
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Table 4.4 Principal Components Analysis

Eigenvalues: (Sum = 4, Average = 1)
Cumulative  Cumulative

Number Value Difference  Proportion Value  Proportion
1 1.719963  0.588507 0.4300  1.719963 0.4300
2 1.131455  0.479396 0.2829  2.851418 0.7129
3 0.652059  0.155536 0.1630  3.503477 0.8759
4 0.496523 --- 0.1241  4.000000 1.0000
Source: Researcher’s Computation (2025), EVIEWS 9.0

Table 4.4 provides the results of the Principal Component Analysis (PCA). The first two
components explain approximately 71.3% of the total variance, while the first component
alone accounts for 43%. This suggests that most of the variation in the dataset can be
captured by the first two principal components, making them relevant for further analysis.

Table 4.5 Heteroskedasticity Test: Breusch-Pagan-Godfrey

F-statistic 4.985455 Prob. F(3,176) 0.6954
Obs*R-squared 14.09822 Prob. Chi-Square(3) 0.0197
Scaled explained SS  42.88605 Prob. Chi-Square(3) 0.3208

Source: Researcher’s Computation (2025), EVIEWS 9.0
Table 4.5 presents the results of the Breusch-Pagan-Godfrey heteroskedasticity test. The F-
statistical probability (0.6954) and the Prob. Chi-Square values indicate the presence of

heteroskedasticity in the model. Specifically, the Obs*R-squared probability value of 0.0197
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is below the 5% significance level, suggesting that heteroskedasticity may be present,
potentially affecting the efficiency of standard error estimates.

Table 4.6 Unit Root Test

Cross-

Method Statistic ~ Prob.**  sections Obs
Null: Unit root (assumes common unit root process)

Levin, Lin & Chu t* -7.51171 0.0000 3 535
Null: Unit root (assumes individual unit root process)

Im, Pesaran and Shin W-stat -8.43833 0.0000 3 535
ADF - Fisher Chi-square 53.6591 0.0000 2 356
PP - Fisher Chi-square 57.6541 0.0000 2 358

** Probabilities for Fisher tests are computed using an asymptotic Chi- square distribution.
All other tests assume asymptotic normality

Source: Researcher's Computation (2025), EVIEWS 9.0

Table 4.6 displays the unit root test results using Levin, Lin & Chu, Im, Pesaran and Shin,
ADF-Fisher, and PP-Fisher tests. The probability values for all tests are 0.0000, suggesting

that the variables are stationary and do not contain unit roots. This confirms that the dataset is

suitable for regression analysis without requiring further transformation.
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Table 4.7 Fully Modified Least Squares (FMOLS)

Variable Coefficient Std. Error  t-Statistic ~ Prob.
COMSIZE 0.005320  0.029355 0.181236  0.8564
COMINDEP 0.003608 0.002959  1.219260 0.0244
GENDIV 0.172315 0.252568 0.682254  0.4960
DD -0.026801  0.042525 -0.630250 0.0294
C 0.044609 0.176335 0.252980  0.0006
R-squared -0.000109 Mean dependent var  0.112667
Adjusted R-squared -0.023100 S.D. dependent var ~ 0.800343
S.E. of regression 0.809535 Sum squared resid 114.0303
Durbin-Watson stat  2.174986 Long-run variance 0.462985

Source: Researcher's Computation (2025), EVIEWS 9.0

Table 4.7 presents the results of the Fully Modified Least Squares (FMOLS) regression. The
coefficient of COMSIZE (0.0053) is positive but not statistically significant (p = 0.8564),
indicating that company size has no substantial impact on ROA. Board independence
(COMINDEP) has a positive and statistically significant impact on ROA (p = 0.0244),
suggesting that firms with more independent directors tend to perform better. Gender
diversity (GENDIV) has an insignificant effect on ROA (p = 0.4960), implying that gender
composition on boards does not strongly influence profitability. Debt dependency (DD) has a
negative and significant coefficient (-0.0268, p = 0.0294), indicating that higher debt reliance
negatively impacts firm performance. The constant term (C) is significant, suggesting the

presence of other factors influencing ROA. The R-squared value is very low (-0.0001),
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implying that the explanatory variables do not effectively predict ROA, and the Durbin-

Watson statistic (2.1749) suggests no major autocorrelation concerns.

4.3 Test of Hypotheses

To validate the study’s objectives, the following hypotheses were tested using Fully Modified

Least Squares (FMOLS) regression analysis:

1. There is no significant relationship between the size of the sustainability
committee and corporate financial performance.

The FMOLS regression results in Table 4.7 indicate that the coefficient of COMSIZE is

0.005320, with a p-value of 0.8564. Since the p-value is greater than the 5% significance

level, we fail to reject the null hypothesis. This suggests that the size of the sustainability

committee does not significantly influence corporate financial performance.

2. Committee independence has no significant effect on corporate financial
performance.

The coefficient of COMINDEP is 0.003608, with a p-value of 0.0244. Given that the p-value

is less than 0.05, we reject the null hypothesis and conclude that committee independence has

a significant effect on corporate financial performance. This implies that firms with more

independent directors on their sustainability committees tend to experience better financial

performance.
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3. Gender diversity within sustainability committees does not significantly impact
corporate financial performance.

The coefficient of GENDIV is 0.172315, with a p-value of 0.4960. Since the p-value is

greater than 0.05, we fail to reject the null hypothesis. This indicates that gender diversity

within sustainability committees does not have a statistically significant impact on corporate

financial performance.

4.  There is no significant relationship between the due diligence practices of
sustainability committees and corporate financial performance.

The coefficient of DD is -0.026801, with a p-value of 0.0294. As the p-value is less than 0.05,

we reject the null hypothesis. This suggests that due diligence practices have a significant

negative relationship with corporate financial performance, meaning that stricter due

diligence practices could be associated with lower financial performance, possibly due to

increased compliance costs.

4.3 Discussion of Findings

The findings of this study provide empirical evidence on the relationship between

sustainability committee characteristics and corporate financial performance. The hypotheses

tested in this study focused on four key governance factors: committee size, committee

independence, gender diversity, and due diligence practices. The discussion of findings is
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presented in line with prior research and theoretical perspectives on corporate governance
and sustainability.

4.3.1 Sustainability Committee Size and Corporate Financial Performance

The study found that the size of the sustainability committee (COMSIZE) does not have a
significant relationship with corporate financial performance, as indicated by a p-value of
0.8564 in the Fully Modified Least Squares (FMOLS) regression analysis. This finding
suggests that increasing or decreasing the number of members on the sustainability
committee does not directly impact financial outcomes.

This result aligns with some previous studies that argue that a larger committee size does not
necessarily translate into better decision-making or improved financial outcomes (Klein,
2002). Larger committees may suffer from coordination issues, leading to inefficiencies in
decision-making and slower responses to sustainability concerns (Guest, 2009). Moreover,
Jensen (1993) contends that as committees grow in size, the likelihood of free-riding
increases, reducing individual accountability and overall effectiveness.

Conversely, some researchers have suggested that larger sustainability committees may bring
diverse perspectives, enhancing environmental, social, and governance (ESG) performance,
which can indirectly influence financial performance (Mallin, Michelon, & Raggi, 2013).

However, the results of this study indicate that this relationship is not statistically significant
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in the sampled firms, suggesting that other governance mechanisms may be more critical for
financial success.

4.3.2 Committee Independence and Corporate Financial Performance

The findings reveal that committee independence (COMINDEP) has a significant positive
impact on corporate financial performance, with a p-value of 0.0244. This suggests that firms
with more independent members on their sustainability committees experience better
financial outcomes.

This result is consistent with agency theory, which argues that independent directors serve as
effective monitors, reducing managerial opportunism and aligning corporate strategies with
shareholder interests (Fama & Jensen, 1983). Independent committee members are less likely
to be influenced by internal politics and more likely to make objective decisions regarding
sustainability initiatives that enhance long-term profitability (Adams, Hermalin, & Weisbach,
2010).

Empirical studies support this assertion. For example, Buallay, Hamdan, and Zureigat (2017)
found that corporate boards with a higher proportion of independent directors tend to achieve
better financial performance due to improved oversight and strategic decision-making.
Similarly, Garcia-Meca and Sanchez-Ballesta (2010) provide evidence that independent
directors contribute positively to firm performance by reducing conflicts of interest and

enhancing transparency.
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These findings suggest that firms should prioritize the appointment of independent directors
to their sustainability committees, as their presence may contribute to improved governance
and better financial outcomes.

4.3.3 Gender Diversity and Corporate Financial Performance

The study found no significant relationship between gender diversity within sustainability
committees (GENDIV) and corporate financial performance, as indicated by a p-value of
0.4960. This implies that while gender diversity may have social and ethical benefits, it does
not necessarily translate into financial gains.

Prior research on the impact of gender diversity on corporate performance has been mixed.
Some studies suggest that gender-diverse boards improve corporate decision-making by
incorporating diverse perspectives and reducing groupthink (Terjesen, Sealy, & Singh, 2009).
For example, Carter, Simkins, and Simpson (2003) found that gender diversity positively
impacts firm value by improving strategic oversight and stakeholder engagement. Similarly,
Adams and Ferreira (2009) argue that gender-diverse boards exhibit stronger monitoring
behaviour, which can enhance firm performance.

However, other studies indicate that the benefits of gender diversity are not always
financially significant. Marinova, Plantenga, and Remery (2016) suggest that while gender
diversity may improve ethical decision-making and corporate social responsibility (CSR)

initiatives, it does not have a direct impact on financial performance. Additionally, Rose
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(2007) found no significant relationship between gender diversity and firm profitability,
arguing that other governance factors may play a more crucial role. The results of this study
align with the latter findings, indicating that gender diversity within sustainability
committees may contribute to better governance practices without necessarily enhancing
financial performance. Firms should therefore consider gender diversity as part of their
broader CSR strategy rather than expecting direct financial benefits.

4.3.4 Due Diligence Practices and Corporate Financial Performance

The study found a significant negative relationship between the due diligence practices of
sustainability committees (DD) and corporate financial performance, with a p-value of
0.0294. This suggests that stricter due diligence practices may be associated with lower
financial performance, potentially due to increased compliance costs.

This finding aligns with some research indicating that extensive due diligence and regulatory
compliance can be resource-intensive, potentially reducing short-term profitability
(Schaltegger & Wagner, 2006). Firms that allocate significant resources to sustainability
reporting, audits, and regulatory compliance may experience financial strain, particularly if
these efforts do not immediately translate into revenue growth or cost savings (Branco &
Rodrigues, 2006).

However, other studies argue that strong due diligence practices can enhance long-term

financial stability by reducing legal risks, improving investor confidence, and fostering
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stakeholder trust (Clark, Feiner, & Viehs, 2015). Eccles, loannou, and Serafeim (2014) found
that firms with strong sustainability practices tend to outperform their peers in the long run
due to improved risk management and reputational benefits.

The negative relationship observed in this study may be attributed to the short-term financial
burdens of compliance and sustainability-related expenditures. Firms should therefore
balance their due diligence efforts with cost-effective sustainability strategies that align with

long-term financial goals.
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CHAPTER FIVE
SUMMARY OF FINDINGS, CONCLUSION AND RECOMMENDATIONS

5.1 Introduction
This chapter presents the summary of key findings, conclusions, and recommendations based
on the analysis conducted in this study. The primary aim of this research was to examine the
relationship between corporate sustainability committees (CSCs) and corporate financial
performance (CFP), with a specific focus on the roles of committee size, independence,
gender diversity, and due diligence practices. The study found that committee independence
significantly influences financial performance, while committee size, gender diversity, and
due diligence showed varying degrees of impact on CFP. In this chapter, the findings are
synthesized, conclusions are drawn, and practical recommendations are provided to enhance
corporate governance and the effectiveness of sustainability committees in promoting long-
term financial success for organizations.
5.2 Summary of Findings
The findings of this study provide valuable insights into the role of sustainability committee
characteristics in corporate financial performance. Specifically:

1. Sustainability committee size does not significantly influence financial performance,

suggesting that the number of committee members alone is not a critical determinant

of success.
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2. Committee independence has a significant positive effect on financial performance,
indicating that independent directors contribute to better governance and strategic
decision-making.

3. Gender diversity within sustainability committees does not have a statistically
significant impact, highlighting that diversity alone is not a direct driver of financial
performance.

4. Due diligence practices show a significant negative relationship with financial
performance, suggesting that firms need to manage compliance costs effectively to
avoid short-term financial strain.

5.3 Conclusion

This study examined the relationship between sustainability committee characteristics and
corporate financial performance. Specifically, it investigated whether committee size,
committee independence, gender diversity, and due diligence practices significantly impact
financial performance. Using data from selected firms and applying various econometric
analyses, the study found mixed results regarding the role of sustainability governance in
financial outcomes.

The findings revealed that sustainability committee size does not have a statistically
significant impact on financial performance. This suggests that merely increasing the number

of members in a sustainability committee does not necessarily lead to better financial results.
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While larger committees may provide a broader range of perspectives, they can also
introduce inefficiencies in decision-making. This finding aligns with existing research, which
suggests that governance effectiveness depends more on the quality of oversight than the size
of the governing body.

Committee independence was found to have a significant positive effect on financial
performance. This supports the argument that independent directors play a crucial role in
enhancing corporate governance, improving transparency, and ensuring that sustainability
initiatives align with long-term financial goals. The presence of independent members
reduces managerial opportunism and enhances accountability, leading to better financial
decision-making. The study’s findings reinforce previous research that highlights the benefits
of independent board structures in corporate governance.

Gender diversity within sustainability committees did not show a statistically significant
relationship with financial performance. While diverse boards are known to improve ethical
decision-making and stakeholder engagement, this study suggests that gender diversity alone
is not a direct driver of financial performance. The absence of significance implies that
diversity initiatives should be implemented as part of a broader corporate social
responsibility (CSR) strategy rather than as a standalone financial performance mechanism.
Due diligence practices were found to have a significant negative impact on financial

performance. This suggests that while rigorous sustainability compliance and reporting are

73



essential for long-term corporate reputation and risk management, they may impose short-
term financial burdens. Increased compliance costs, regulatory requirements, and
sustainability audits could lead to lower profitability in the short run. However, firms that
effectively manage these costs and integrate sustainability into their core strategies may
achieve better long-term financial stability.
Overall, the findings suggest that corporate governance structures play an essential role in
financial performance, but their effectiveness depends on how they are implemented. Firms
should focus on optimizing governance mechanisms to enhance both sustainability and
financial outcomes. The results contribute to the ongoing debate on the intersection of
corporate governance and financial performance, providing valuable insights for business
leaders, policymakers, and researchers.
5.4 Recommendations
Based on the findings of this study, the following recommendations are made:
1. Firms should prioritize the appointment of independent directors in sustainability
committees to improve governance oversight and ensure objective decision-making.
2. Companies should adopt cost-effective sustainability compliance strategies that align

with long-term financial goals while minimizing short-term financial burdens.
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3. Instead of increasing committee size arbitrarily, firms should ensure that
sustainability committees are structured efficiently to enhance decision-making and
operational effectiveness.

4. Since gender diversity does not directly impact financial performance, firms should
view it as part of their broader ethical and social responsibility initiatives rather than a
standalone financial performance strategy.

5. Firms should enhance transparency in sustainability reporting while ensuring that
compliance costs do not outweigh financial benefits.

5.5 Suggestions for Further Studies

This study provides insights into the relationship between sustainability committee
characteristics and corporate financial performance. However, future research should explore
the long-term effects of sustainability governance mechanisms on financial outcomes,
considering factors such as industry-specific variations, firm size, and global sustainability
trends. Additionally, further studies could examine how digital transformation and artificial
intelligence (AI) influence sustainability governance and financial performance, providing

new perspectives on corporate decision-making in the evolving business landscape.
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APPENDIX

ROA COMSIZE COMINDEP GENDIV DD
Mean 0.112318 4.472222 23.70800 0.308889 3.522222
Median 0.054721 4.000000  25.00000 0.330000 4.000000
Maximum 6.174312 12.00000 75.00000 1.000000 7.000000
Minimum -4.348485 1.000000 0.000000 0.000000 1.000000
Std. Dev. 0.798118 1.841273 20.30532 0.221066 1.363759
Skewness 3.686671 1.823877 0.224552 0.485799 0.337504
Kurtosis 43.54902 7.358376 1.963517 3.240218 2.645160
Jarque-Bera 12739.42 242.2617 9.569929 7.512807 4.361596
Probability 0.000000 0.000000 0.008354 0.023368 0.112951
Sum 20.21728 805.0000  4267.440 55.60000 634.0000
Sum Sq. Dev.  114.0217 606.8611 73802.78 8.747778 3329111
Observations 180 180 180 180 180
COMINDEP
Correlation COMSIZE GENDIV DD
COMSIZE 1.000000
COMINDEP 0.121786 1.000000
GENDIV -0.028075 0.403435 1.000000
DD 0.326181 0.389477 0.136467 1.000000
Coefficient Uncentered
Variable Variance VIF
COMSIZE 0.000116  5.762225
COMINDEP 1.58E-06 3.256425
GENDIV 0.010249 3.129395
DD 0.000253  7.638915
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Eigenvalues: (Sum = 4, Average = 1)

Cumulative  Cumulative
Number Value Difference  Proportion Value Proportion
1 1.719963  0.588507 0.4300 1.719963 0.4300
2 1.131455  0.479396 0.2829  2.851418 0.7129
3 0.652059  0.155536 0.1630  3.503477 0.8759
4 0.496523 --- 0.1241 4.000000 1.0000
F-statistic 4.985455 Prob. F(3,176) 0.6954
Obs*R-squared 14.09822 Prob. Chi-Square(3) 0.0197
Scaled explained SS  42.88605 Prob. Chi-Square(3) 0.3208
Cross-
Method Statistic ~ Prob.**  sections Obs
Null: Unit root (assumes common unit root process)
Levin, Lin & Chu t* -7.51171 0.0000 3 535
Null: Unit root (assumes individual unit root process)
Im, Pesaran and Shin W-stat -8.43833 0.0000 3 535
ADF - Fisher Chi-square 53.6591 0.0000 2 356
PP - Fisher Chi-square 57.6541 0.0000 2 358
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Variable Coefficient Std. Error t-Statistic =~ Prob.
COMSIZE 0.005320  0.029355 0.181236  0.8564
COMINDEP 0.003608 0.002959 1.219260 0.0244
GENDIV 0.172315 0.252568 0.682254  0.4960
DD -0.026801  0.042525 -0.630250 0.0294
C 0.044609 0.176335 0.252980  0.0006
R-squared -0.000109 Mean dependent var  0.112667
Adjusted R-squared -0.023100 S.D. dependent var ~ 0.800343
S.E. of regression 0.809535 Sum squared resid 114.0303
Durbin-Watson stat ~ 2.174986 Long-run variance 0.462985
Variable Coefficient Std. Error t-Statistic =~ Prob.
COMSIZE 0.005320 0.029355 0.181236  0.8564
COMINDEP 0.003608 0.002959 1.219260 0.0244
GENDIV 0.172315 0.252568 0.682254  0.4960
DD -0.026801  0.042525 -0.630250 0.0294
C 0.044609 0.176335 0.252980  0.0006
R-squared -0.000109 Mean dependent var  0.112667
Adjusted R-squared -0.023100 S.D. dependent var  0.800343
S.E. of regression 0.809535 Sum squared resid 114.0303
Durbin-Watson stat  2.174986 Long-run variance 0.462985
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