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Abstract: The purpose of this research paper is to explore the connection between Corporate Governance, Environmental,
Social and Governance (ESG), Audit Committee (AC) and Financial Performance in European Investment Holding Companies.
This paper aims to understand whether there is a correlation between these elements. The study answers the following
research question: "What is the impact of corporate governance indicators, ESG and financial performance on investments
in public holding companies in Europe?" Our findings reveal significant correlations between corporate governance
structures and financial performance metrics, as well as the influence of ESG ratings on financial performance and corporate
governance. Additionally, we identify the effects of audit committee characteristics on financial performance and ESG
outcomes. The reported data is collected from a sample of companies included in the Refinitiv Eikon Database and analysed
using a panel data analysis at both regional and industry level. The sample is composed of 228 European Companies, covering
a period of 4 years, from 2019-2022. | chose this because it includes the impact of the pandemic and the post-pandemic
recovery period, providing insight into the adaptability and resilience of companies in the face of major economic challenges.
This research contributes to a deeper understanding of the dynamics between corporate governance, ESG practices and
financial performance, providing valuable insights for investors, managers and regulators aiming to navigate sustainable
investment strategies in the European market. This sample is considered large enough to provide meaningful data and draw
relevant conclusions. Companies from various European countries were included to reflect the diversity of the market and
to analyse variations in governance and ESG practices in different national contexts. The focus on public holding companies
provides a specific perspective on how these entities manage corporate governance and ESG, given their importance in the
European economy. The selection of the sample was based on the availability of financial and corporate governance data to
ensure the reliability and validity of the analysis. This data will be used to investigate how governance and ESG practices
influence companies' financial performance, thus providing important insights for understanding the relationship between
these aspects within the European market.

Keywords: ESG (Environmental, Social, Governance), Corporate Governance, Audit Committee (AC), CSR (Corporate Social
Responsibility), Financial Performance)

1. Introduction

Organisations are increasingly expected to play leading roles in creating a net-zero economy, meaning an
economic system where total greenhouse gas emissions are balanced by the amount removed. Organisations
are expected to lead this transition by reducing their carbon footprint and investing in sustainable practices. The
themes of corporate governance, financial performance, ESG, transparency, and disclosure have been a
prominent subject in accounting and finance literature in recent years.(Kim S., Li F. Z, 2021) The growing interest
from local and foreign investors, as well as the financial risks and opportunities it has presented, can be
attributed to the growing demand for greater (ESG) and sustainability disclosure. (Greenberg K, 2021);(Reali P.
et. al 2021) For investment holding companies, the benefits and hazards related to ESG factors are becoming
more significant. Investment businesses are interested in both the increasing attention that regulatory agencies
are paying to disclosures on ESG risks, as well as the ESG risks that they face as lenders. As a matter of fact, the
disclosure of ESG elements is an essential instrument for market discipline, enabling stakeholders to evaluate
the environmental risks and sustainable financing strategy of investment holding firms. Moreover, prioritising
sustainability is crucial for the business and its portfolio companies to successfully fulfill their mission. By
integrating sustainability into their operations, they can ensure long-term success and positive impact. “We
believe our sustainability agenda is important in ensuring our business and our portfolio companies are able to
deliver on our shared mission — to get products to patients who really need them.” (Chris Hollowwod,Chief
Executive Officer, Syncona Investment Management Limited, 2023)

2. Literature Review

In my research, | used a linear regression model to examine the relationship between the independent variables
(Corporate Governance Board Committee, Audit Board Committee, Environmental Pillar Score, Social Pillar
Score, Governance Pillar Score, Audit Committee Expertise, Revenue, Audit Committee Independence Score,
and Audit Committee Expertise Score) and the dependent variable (Net Income After Taxes). The analysis was
based on the following research hypotheses:
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o Null hypothesis (HO): There is no significant correlation between Net Income After Taxes and
independent variables
o Alternative hypothesis (H1): There is at least one independent variable that has a significant

correlation with Net Income After Taxes.

Growing stakeholder interest in corporate transparency and disclosure stems from societal pressure and
awareness. Stakeholders need more open, comparable, and trustworthy data on businesses' ESG
(environmental, social, and governance) risks and performance to make informed decisions (Nuhu Y., Alam A,
2024). Within businesses, major corporate decisions are made in the boardroom. In response to societal,
political, and regulatory pressures, boards have expanded their agendas to include sustainability issues, leading
to the formation of specialised committees like the CSR committee (Agnese P., et al., 2024).

2.1 Financial Outcomes of ESG and CSR Initiatives in Investment Holding Companies

With the industry's rapid expansion, worries over greenwashing and rainbow washing, which are related to the
Sustainable Development Goals, have grown. Covid-19 has also contributed to this increase. The investing
community has also been impacted by the worries around greenwashing. (Meyers S. et.al, 2024)

Concept as ESG or Corporate social responsibility (CSR) has experienced considerable growth over the last
decade, not least in the financial sector. In 2010, the market value of all assets managed under socially and
environmentally responsible criteria reached USS$3 trillion, which corresponds to a 380 percent increase
compared to 1995 (US SIF, 2010). In turn, this has triggered a large number of academic studies that try to
establish whether responsible investment is associated with higher returns and/or lower risk.

There is substantial literature on the financial implications of companies' CSR activities. CSR can be seen as a
voluntary effort to address negative social and environmental impacts, potentially reducing profits. This
behavior contrasts with mainstream economic theory, which views profit-maximisation as a company's primary
motive. Studies such as (Bansal and Roth, 2000; Reinhardt and Stavins, 2010) suggest that CSR investments are
influenced by economic conditions, internal strategies, and external mediators like governmental and non-
governmental organisations. Key drivers for CSR adoption include increased managerial awareness and a
favorable economic climate, which help integrate social responsibility into a firm's competitive strategy. This
integration can enhance market position through product innovation, cost optimisation, and access to new
technologies.

Resource dependence theory posits that improved ESG performance strengthens a company's access to critical
resources, such as financial capital. Thus, companies might focus on projects that support these resource
dependencies, indirectly benefiting the environment while serving other strategic goals. These theories highlight
how ESG performance influences capital allocation and environmental investment, showcasing the complex
interplay between sustainability and financial decision-making. (Yu. Z. et.al, 2024)

2.2 Audit Committee’s Attributes

The role and attributes of the audit committee have become increasingly significant as business practices evolve,
particularly with respect to their influence on the degree and reliability of corporate social responsibility
disclosures. A broader audit committee is thought to bring together people with different backgrounds and
viewpoints. This diversity can aid in the development of a more thorough understanding of the business's effects
on the environment and society. A larger committee would have more people with experience in corporate
social responsibility, ethics, or sustainability, which would improve the committee's capacity to direct and
promote CSR disclosure. (Dwekat et al., 2020; Fahad & Rahman, 2020; Yekini & Jallow, 2012)

According to a report published by Deloitte (2024), as the regulatory environment becomes increasingly complex
and organisations face new and ongoing challenges, audit committees are shouldering additional
responsibilities. Their scope now extends beyond traditional areas like financial reporting, internal controls, and
ethics programs to include pressing issues such as cybersecurity, artificial intelligence, and climate risk,
particularly in the context of regulatory disclosure compliance.

Attention should also be given to audit committee independence. Independent directors are supposed to
approach decision-making with an impartial and objective viewpoint. Independent directors on the audit
committee may help provide more objective evaluations and a stronger sense of accountability in the context
of CSR disclosure, resulting in assuring accurate and transparent CSR reporting. (Al-Najjar, 2011; Qaderi et al.,
2023; Uyar et al., 2023).
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Regular audit committee meetings offer an opportunity for in-depth conversation and supervision of business
operations, including CSR projects. More frequent meetings enable committee members to monitor the CSR
disclosure process actively, raise relevant questions, and keep updated, resulting in more thorough and
thorough reports. Also, by holding regular meetings, the audit committee can keep up with new developments
in CSR. More convening opportunities enable the committee to react quickly to new events in a corporate
environment that is changing quickly. This keeps CSR disclosure timely, relevant, and in line with changing
stakeholder expectations.

2.3 Corporate Governance in Investment Holding Companies

Currently, numerous nations have established minimum corporate governance standards. While these
indicators differ widely among countries, listed companies on the stock exchange are obligated to adhere to
these standards. The quality of accounting disclosure and assessment of information quality are influenced by
the structure of corporate governance and provide guidance to analysts for accurately predicting future
performance. (Cheng et. al 2019)

Investing in companies with a robust monitoring system result in higher efficiency. According to agency theory,
managers aim to maximise their own interests within a company. They prioritise investing free cash flow in
projects, even those that may not be profitable, to serve their own interests. Strengthening the quality of
corporate governance leads to improved investment efficiency. A strong monitoring system in a company can
be indicated by high investment efficiency, leading to an increase in investment efficiency. Corporate
governance's proactive monitoring of high-risk investment events allows for the early identification of
ineffective investments in the organisation, thus preventing inadequate investments. (He Y. et. al 2019).

In a report titled "Corporate Governance Policy in the European Union"-"Through an investor’s lens”, published
by (CFA Institute, 2016), the complex nature of corporate governance in European investment holding
companies is emphasised, emphasising the importance of achieving a balanced approach between control and
independence. Standardised policies and procedures, including whistleblower policies, are implemented
uniformly across subsidiaries to ensure consistent governance practices. Managing the relationship between
parent and subsidiary requires careful attention to align subsidiary governance with the parent company's
values, ethics, and strategic direction. This necessitates significant oversight from parent boards, as they invest
considerable time in overseeing subsidiary business and risks. Effective subsidiary governance prevents
unnecessary bureaucracy while maintaining strong control, ensuring that sound governance practices are
consistently upheld across the organisation. This approach helps mitigate reputational and economic risks,
fostering a cohesive and effective governance framework across all levels of the company.

3. Methodology

Given the theoretical framework, as well as the fact that there is currently a great interest in the nexus between
Corporate Governance, ESG, Audit Committee and Financial Performance in European Investment Holding
Companies, the main purpose of the research is to identify and analyse if there is a connection between all these
indicators and how do they influence each other, and how they can vary depending on the observation time and
the specifics of the scores used. Thus, through a quantitative research methodology, we analysed the
information presented in the Refinitiv Eikon database.

In this regard, | resorted to selecting a sample of all public Investing Holding Companies in Europe, namely 223
companies, which published data on Refinitiv Eikon, between 2019 and 2022.

Therefore, | analysed the correlation between the financial performance indicators such as net income after
taxes and revenue, AC indicators such as AC independence and expertise along with all the 3 ESG pillars score
(Environmental, Social, Governance), for a period of 4 years, respectively, 2019 — 2022, based on data published
by 223 companies in the European Investing Holding Companies industry. Russia and Ukraine were excluded
from the study because they are in a conflict zone.

This approach was chosen to ensure a thorough representation of the industry across the specified period.

Encompassing all companies in the European Holding Companies industry and utilising data from Refinitiv Eikon
ensured comprehensive representation as well as the reliability of the analysis.

The selected variables are relevant for assessing key aspects such as corporate governance, sustainability, and
audit effectiveness, providing valuable insights into industry financial performance.
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The sample consisting of 223 companies encompasses all companies in Europe that have published information
regarding the analysed variables during the period 2019 — 2022, while also highlighting a varied distribution
within the sample. Some countries, such as United Kingdom (49), Germany (41), and Bulgaria (42), have a
significantly larger number of included companies, presumably reflecting the combination of attractiveness of
capital markets, favorable regulations, tax benefits, access to investors and developed or developing financial

infrastructure in these countries for Investment Holding Companies Industry.

On the other hand, there are countries with a reduced number of companies in the sample, which may reflect
the combination of economic, regulatory, capital market infrastructure and political context, all influencing
companies' decision. Overall, the distribution of companies suggests considerable geographic diversity in the
sample, thus reflecting the complexity and variety of the European Investment Holding Companies. The detailed

composition of the sample used to test the two hypotheses is presented below.

Table 1: Distribution of companies

Country Number of Companies
Austria 3
Belgium 6
Bulgaria 42
Croatia 1
Cyprus 3
Denmark 2
Estonia 1
Finland 1
France 9
Germany 41
Hungary 3
Italy 2
Luxembourg 3
Netherlands 7
Norway 6
Poland 5
Republic of Montenegro 2
Romania 2
Slovak Republic 1
Slovenia 4
Spain 1
Sweden 24
Switzerland 5
United Kingdom 49

Source: Authors’ own research
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Figure 1: Number of Public Investment Holding Companies in Europe by Country
Source: Authors’ own research

Analysing data from 2019 to 2022 enables the identification of trends over time, while the distribution of the
sample across various European countries demonstrates the geographic diversity within the industry. The
decision to analyse the last four years was based on the idea of observing changes following the Covid-19
pandemic in relation to ESG scores, Audit Committee (AC) scores, and financial performance, using 2019 as the
reference point. | considered that reporting on the pandemic period is essential to understand the global impact
on the Investment Holding Companies industry, the changes in human behavior, and the necessary adaptations,
thus providing relevant insights and information for managing similar future events.

To highlight the correlation between independent variables such as Corporate Governance Board Committee,
Audit Board Committee, Environmental Pillar Score, Social Pillar Score, Governance Pillar Score, Audit
Committee Expertise, Revenue, Audit Committee Independence Score, Audit Committee Independence

Audit Committee Expertise Score, and the Net Income After Taxes dependent variable, this research employs a
linear regression model, which was executed using the SPSS application. The linear regression model is
formulated as follows:

Yi=B0 +B1X1i+B2X2i+B3X3i+P4X4i+ei

Where:
o Yi= Net Income after Taxes dependent variable for observation i;
. B0 = model intercept.
. B1, B2, B3, B4 = coefficients associated with independent variables (Audit Committee Expertise
Score, Audit Committee Independence Score, Environmental Pillar Score, Governance Pillar Score,
Social Pillar Score, and Audit Committee Independence)
o €i = random error associated with observation i.

4. Results and Discussions

To analyse both the null hypothesis and the alternative hypothesis, for the analysed period 2019 — 2022, for
each year, a distinct regression analysis was performed, respectively the linear regression model was run within
the SPSS application 4 times. The centralised results of the 4 regression models, related to the 4 years analysed,
are presented centrally in Table no. 1 — Results of Regression Models.

Table 2: Results of Regression Models

Year R R Square Adjusted R Square Std. Error of the Estimate
2022 7312 534 512 554067783
2021 .8472 717 .704 271469821
2020 9162 .839 .831 629817206
2019 .9282 .861 .855 175636507

Source: Authors’ own research
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The strength and direction of the association between two variables are determined by the correlation
coefficient Pearson (R). In the present case, the independent variables and the independent variable show a
positive, moderate to strong correlation, as indicated by the value of 0.731 obtained at the level of the most
recent year examined, that of 2022.

About 53.4% of the variability at the level of 2022 can be explained by the independent variables, according to
the coefficient of determination (R Square), which calculates the percentage of the dependent variable's
variability that can be explained by the independent variables in the model.

From 2019 to 2021, there is an increasing trend in the R and R Square values, indicating an improvement in
model fit and the strength of the linear relationship. However, in 2022, there is a noticeable decrease in these
values, suggesting a weaker model performance for that year. At the same time, given the associated value in
the year 2022 analysed to the Adjusted R Square coefficient of 0.512, | can say that the analysed model indicates
a significant correlation between the variables in the model, but about 48.8% of the variation of the dependent
variable remains unexplained by the independent variables included in the model. On the other hand, during
the entire analysed period, an increase in the coefficient of determination (R Square) can be observed. Starting
with the second year (2021), the values consistently exceed 50%, indicating an improvement in the model's
ability to explain the variation in the dependent variable (Net Income after Taxes). Specifically, the R Square
values are 0.534 in 2022, 0.717 in 2021, 0.839 in 2020, and 0.861 in 2019.

To evaluate the performance of the regression model and determine the level of significance of the independent
variables in explaining the variability in the Net Income after Taxes, | will present the ANOVA (Analysis of
Variance) results in the following table.

Table 3: Analysis of Variance

Year) F Sig.
2022 23,996 <.001b
2021 53,559 <.001°
2020 110,406 <.001°
2019 146,009 <.001°

Source: Authors’ own research

The ANOVA results demonstrate that for each year analysed, the regression models are statistically significant,
meaning the independent variables significantly explain the variability in the Net Income after Taxes.

The increasing F-values from 2022 to 2019 suggest that the explanatory power of the model was highest in 2019
and gradually decreased each year thereafter.

Despite the decrease in F-values, the models remain statistically significant across all years, confirming the
overall robustness and validity of the regression analysis.

These insights from the ANOVA results underscore the importance of the independent variables in explaining
the Net Income after Taxes’ variability over the analysed period, providing a strong foundation for further
analysis and interpretation of the regression models.

In order to highlight the relative contribution of each independent variable to the dependent variable (probably
Net Income after Taxes), | will present the results on the situation of B and Beta coefficients in a centralized
manner.
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The analysis of standardised beta coefficients in regression studies reveals how each independent factor affects
Net Income After Taxes. These coefficients show the change in Net Income After Taxes for a one standard
deviation shift in each independent factor, accounting for other variables in the model.In this study, Revenue is
consistently found to have a positive and significant effect on Net Income After Taxes over a period of years,
highlighting its significant role in influencing the dependent variable. This indicates that higher revenue is
strongly linked to higher Net Income After Taxes. Variables that have both significant positive and negative
effects point to the intricate relationship between different financial performance indicators and aspects of
corporate governance. For example, the large negative coefficient for the Corporate Governance Board
Committee in 2020 indicates that an increase in this factor leads to a decrease in Net Income After Taxes. On
the other hand, the consistent positive coefficients for revenue over several years show a strong positive
relationship between increased revenue and higher Net Income After Taxes. The Social and Environmental Pillar
Scores show a wide range of variation over the years, with these scores sometimes having negative effects and
other times positive effects, highlighting the subtle role these factors play in overall financial performance. For
instance, in some years, better environmental performance is linked to lower Net Income After Taxes, while in
others, it's linked positively. Similarly, the impact of the social pillar score varies, reflecting its complex and
context-dependent relationship with financial results. In conclusion, these findings reveal the complex
connections between financial performance, corporate governance, and sustainability indicators, with revenue
consistently being a strong indicator of Net Income After Taxes.

5. Conclusion

The examination of corporate governance in European investment holding firms uncovers a complex link
between corporate governance structures, ESG factors, and financial performance. The research found notable
connections between corporate governance measures and financial performance criteria, illustrating that strong
corporate governance and efficient audit committees have a positive impact on financial results. However, the
influence of these factors is not consistent over all periods and can vary significantly depending on the broader
economic and regulatory context.

The findings underscore the significance of revenue as a consistently strong positive factor in affecting net
income after taxes, while the impacts of corporate governance board committees and audit board committees
displayed variability. Notably, the ESG scores demonstrated fluctuating influences, with some years indicating
adverse effects, highlighting the intricate nature of these associations. The importance of conducting thorough,
situation-specific analysis becomes evident when examining the connections between corporate governance,
ESG practices, and financial performance.

Financial performance is impacted by multiple factors working together, and the impact of each factor can vary
depending on the specific circumstances of each period. Understanding these metrics necessitates in-depth
scrutiny of each factor and how they interrelate over varying time frames.

Simply put, there is no straightforward and direct correlation between corporate governance and financial
performance; rather, there exists a intricate web of connections that necessitates detailed scrutiny.

In summary, our research offers valuable perspectives for investors, executives, and policymakers seeking to
formulate sustainable investment strategies in the European market. The combination of governance,
environmental, social, and governance factors has a significant impact on financial performance, emphasising
the interconnected nature of these elements rather than a sole determining factor. Given this intricate web of
relationships, a more nuanced and thoughtful approach to corporate governance and ESG integration is essential
to maximise financial results.
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