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Abstract

:

The energy sector is essential to a country’s economy and social life. In recent years, the energy market in Romania has experienced a certain dynamism, influenced by multiple factors such as regional conflicts, national and EU energy legislation, liberalization of the energy market, and increasing demand for energy products. These factors determined a sharp increase in electricity, gas, and oil prices in Romania in recent years. Based on the above, the present study aims to analyze Romanian energy companies’ financial performances and determine whether there is any correlation between their governance and their performance. In order to fulfill the research objectives, financial performance data were extracted and analyzed for a number of 43 energy companies in Romania, considering the financial statements prepared up to 31 December 2021. Using the scoring method, governance indices were determined for each company. Finally, using a linear regression model, we analyzed the correlation between governance and performance of the 43 companies. The results of the study indicate that there is a direct correlation of moderate intensity between the two variables, with the performance of energy companies being higher if they have implemented a governance system.
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1. Introduction


Corporate governance is defined as the system by which companies are governed and controlled [1]. The professional body IFAC gives several definitions of corporate governance concepts. Thus, corporate governance involves a set of relationships between a company’s executive management, board of directors, shareholders, and other associated parties. Corporate governance provides the structure through which the objectives of the firm are set, as well as the means of achieving those objectives and monitoring performance. Good corporate governance should provide the motivation for achieving objectives that are in the best interests of the firm and its shareholders and should facilitate effective monitoring, thereby encouraging firms to use resources efficiently [2].



According to the IFAC recommendations, corporate governance is a conceptual framework for organizations, with two dimensions: compliance and performance. Compliance covers the role and structure of management as well as its remuneration. The performance focuses on strategy and value creation. This dimension helps management to make strategic decisions, identify risks, find the key to performance, and identify key decision points. Therefore, there is a need to develop best practices and techniques to be used effectively in different economic entities [3].



Internationally, the concept was pioneered by the UK private sector, i.e., by shareholders who wanted better control over the management of companies while maximizing financial results. Subsequently, the concept was taken up and implemented in several countries, thanks to the role played by the Organization for Economic Co-operation and Development (OECD) in publishing generally applicable principles of a recommendatory nature. The first set of principles was developed in 1999, and an improved version was published in 2004 [1].



The O.E.C.D. has also published a series of guidelines on the implementation of these principles by country states at a national level. These principles cover: shareholders’ rights (guarantee of ownership, right to dividends, right to be informed of important decisions affecting the company’s business, right to participate and vote in general meetings), fair treatment of all shareholders (minority shareholders enjoying the same rights as majority shareholders), the role of the different parties involved in the management and control of the company (employees, creditors, suppliers, customers, financial institutions), transparency and disclosure of information (the corporate governance system ensures timely and accurate information to all stakeholders on the financial statements, results, shareholding and governance of the company), the responsibilities of the board of directors and executive management for their activities.



These principles have been incorporated in several scientific papers, with most studies showing that implementing corporate governance principles at company levels has beneficial effects for shareholders, leading to the maximization of their profits. In recent years, however, the world economy has faced and is still facing financial problems caused by several factors, and, for this reason, it has been questioned whether better corporate governance can lead to greater global economic and financial stability.



The corporate governance system is primarily designed to protect the interests of investors. The losses caused to shareholders by the management of multinational companies because of financial scandals have led some of them to develop a mechanism to protect their interests.



Adrian Cadbury (1992) is one of the promoters of the corporate governance concept. The concept has also been adopted to a certain extent at the international level, with the management of multinational companies being responsible for implementing the principles of corporate governance at the level of the entities’ activities [4].



Internationally, there are several corporate governance models, including the shareholder model and the stakeholder model. The shareholder model is the model found in Anglo-Saxon countries. It is characterized by the fact that its implementation in companies is aimed at maximizing the economic benefits of shareholders, profits and share prices being among them. The stakeholder model is present in most European countries except the Anglo-Saxon and Nordic countries. It is characterized by the fact that its implementation in companies is not necessarily aimed at maximizing the economic advantages of shareholders but at protecting the interests of all parties involved in the corporate governance mechanism (customers, suppliers, employees, shareholders, managers, and state institutions) [5].



Inadequate governance and control of public interest enterprises can affect global economic and financial stability, in some cases leading to global financial crises. Based on these considerations, the most developed countries issued the “OECD Principles of Corporate Governance” in 1999.



These principles are one of the basic pillars of global economic and financial stability. Developed countries have implemented these corporate governance principles in their legislation. The US, for example, in 2002, hit by financial scandals, passed the Sarbanes-Oxley Act, which introduced certain governance obligations for US companies. European Union countries have also introduced corporate governance principles into their legislation. The United Kingdom has put shareholders at the forefront, and countries such as France, Germany, and Italy have paid more attention to the role of employees and financial institutions as participants in corporate governance.



In view of the above-mentioned role of governance in maximizing the financial performance of companies and the fact that electricity, gas, and oil are indispensable in economic and social life, this study aims to analyze the degree of implementation of governance principles in Romanian energy companies.



Additionally, given that energy entities can be considered of public interest, contributing to ensuring macroeconomic balance, we consider it necessary that they present financial stability. Starting from the premise that the implementation of corporate governance or its improvement can influence the efficiency of the activity of energy companies and increase their financial performance, this study aims to analyze the correlation between governance and performance in Romanian energy companies. The present study is important because it answers the question of whether better corporate governance can prevent the decline in the financial results of energy companies, their default, and possible national and even international energy and economic crises. The results of the study can then be used by companies to improve their corporate governance and risk management strategies. Good corporate governance is particularly important in financial reporting, as it is a key factor in ensuring confidence in the capital markets by providing quality information. Good corporate governance emphasizes the importance of non-executive directors, the audit committee, and their structures and relationships with management. It also focuses on internal controls, internal audits, external audits, and corporate governance disclosures.



The energy sector is essential to a country’s economy and social life. In recent years, the energy market in Romania has experienced a certain dynamism, influenced by factors such as regional conflicts, national and EU energy legislation, liberalization of the energy market, and increasing demand for energy products. These factors determined a sharp increase in electricity, gas, and oil prices in Romania in recent years. Below we have presented the evolution of annual inflation of the prices of energy goods in Romania according to the forecasts of the National Bank of Romania (Figure 1).



Annual inflation of the prices of energy goods of over 35% is observed in the second quarter of 2022, and, according to the National Bank of Romania’s forecasts, the prices of these goods should stabilize in the period of 2023–2024, but we believe that some factors are likely to continue to influence the dynamics of these prices. Additionally, considering the dependence of the companies’ activities on these energy products, there was a chain increase in prices in Romania, with inflation being 16.4% in December 2022 compared to December 2021.



The increase in inflation overlapped with the increase in the monetary policy interest rate in December 2022, which was 6.75%. These factors influenced the purchasing power of the population, and, from there, it resulted in a series of chain effects on the demand for goods and services. For example, one of the strongest effects was related to the increase in prices for metallurgical products such as concrete steel used in construction works whose price even exceeded 7 lei per kilogram at the beginning of 2022, the metallurgical market being dependent on the price of electricity used in this industry.



Electricity and gas prices have significantly risen, seeing the highest values in Eurostat records in the second half of the year 2022. Policies and interventions in EU countries have been aimed at mitigating the effects of higher energy sales prices to final customers because of the unprecedented rise in payment costs on the local and European markets. The measures adopted in Romania in this respect were price capping, compensation of energy bills, and temporary tax exemption for consumers [7]. In the European Union countries, the highest increase in electricity prices for household consumers in 2022 compared to 2021 was recorded by Romania (+112%), followed by the Czech Republic (+97%) and Denmark (70%). In terms of gas prices, Romania is the second country with the highest increases (+165%), with the Czech Republic (+231%) in the first place.



Given the importance of energy goods in the economic and social life of a country, we proposed study to analyze the trend in terms of the financial performance of energy companies in this case in Romania in the period 2012–2021 and whether there is any correlation between the governance of these companies and their financial performance.



The paper is organized as follows: next, the literature on the role of corporate governance and performance relationship testing is reviewed and described in Section 2. The research methodology is described in Section 3, followed by a presentation of results (Section 4) and a discussion on the results (Section 5). Research findings, implications, and limitations are discussed in Section 6.




2. Literature Review


2.1. Importance of Corporate Governance


The COVID-19 crisis has had a significant economic impact worldwide and generated different reactions from different business segments. The crisis has introduced exceptional uncertainty in running a business [8]. Can the adoption of corporate governance diminish the impact of such a crisis?



In times of crisis, several governance mechanisms can help, namely, risk management committees, board diversity, independent directors, foreign investors, institutional ownership, ownership concentration, CEO’s dual roles, family ownership [9,10]. The presence of independent commissioners (with monitoring role) can protect the decline of ROA in times of crisis [11].



Additionally, appropriate internal corporate governance can prevent stock price crash risk [12].



The COVID-19 crisis reduced performance and increased risks for private businesses in many sectors. The quality of the country’s governance system can prevent the effect of an economic shock (such as the COVID-19 crisis) on firms’ operations [13].



Corporate governance mechanisms have an impact on SME perceptions of COVID-19’s influence, alerting companies to adjust their business strategy and organizational structure to better cope with the effects of the current crisis [14]. Various studies have examined the characteristics of corporate governance: the difference made by diversity on corporate board [15,16,17], independence and financial knowledge for the board and the audit committee [18,19,20,21], role of auditors [22,23,24], owner structure [25,26,27,28].



Other studies have tested the relationship between the existence of corporate governance and firm performance, demonstrating that corporate governance adds value to firm performance [29,30,31].



Using the principles of corporate governance positively influences the performance of state-owned enterprises [32,33,34].




2.2. The Energy Sector


Several international research studies have been developed on the concepts of performance and governance in the field of energy companies, and most of them have demonstrated that better corporate governance causes an increase in the economic and financial performance of companies.



Corporate governance practices influence sustainability as part of an organization’s corporate social responsibility performance. Boards of directors need to focus on innovation and organizational change to increase sustainability in the social and environmental dimensions and adapt to the new turbulent times [35].



Governance mechanisms, such as environmental management system certification, environmental organization, publication of sustainability reports, strategic environmental planning, and quality of governance, can help combat climate change influenced by carbon emissions from the electricity industry [36].



Financial auditing of energy companies should integrate sustainable development and social responsibility, as currently these companies only follow financial performance that is not significantly affected by social responsibility [37].



The existence of a significant number of independent board members could have a positive impact on environmental performance [38].



Companies’ adoption of renewable energy is influenced by both internal governance (indicated by the characteristics of the board of directors) and external governance (indicated by the institutional environment). Adoption increases in the case of a strong external governing body and decreases in the case of the duality of the board of directors and the greater weight of the executive. Firms in common law systems tend to use fewer renewable sources [39].



ESG (environmental, social, and governance) sustainability reporting significantly influences operational performance, especially in emerging economies. The influence is insignificant on financial performance and market performance, according to a study on sectoral energy performance in economies in 50 countries in the period 2008–2017 [40].



Different combinations of ESG pillars (environmental, social, and governance aspects) can influence the financial performances of companies differently. The social pillar improves financial performance [41,42].



Total assets, the amount of proactive environmental costs, the proportion of technicians, and the number of patents contribute most to companies’ environmental performances [43,44].



In the communication of companies with stakeholders, an important role is played by the disclosure of non-financial information, especially those related to corporate governance. Disclosure should be mandatory, even for information that is not considered to be in the best interest of companies (such as executive remuneration and employment policy) [45]. Earnings per share, return on equity, type of company, size of company, age of company, and auditing firm positively influence the company environmental disclosure [46].



For companies in the energy sector, performance is influenced by various factors:




	-

	
number of board members (a positive influence) [47];




	-

	
the presence of women on the board (a negative influence) [47];




	-

	
the higher number of directorships of directors (high tenure affects the fulfilment of duties and independence and weakens corporate governance) [48];




	-

	
gender diversity of executives [49]: innovation is negatively affected by the proportion of female executives. Economic innovation is promoted by women in high tax burden areas. Women’s caution in eco-innovation decisions stems from high investment risk. The results of a study performed for listed companies in China’s energy industry demonstrate the importance of CEO–CFO pairing indicators on corporate decision-making and crash risk. It was found that the assignment of a CEO (chief executive officer) and CFO (chief finance officer) of the same gender had a beneficial impact on the long-term share price stability of energy companies [49].









The positive relationship between corporate governance and company valuation has been demonstrated: the higher the governance standards, the higher their ROA, ROE, or Tobin’s Q [50,51].



Corporate governance has a significant impact on the capital structure of companies in the energy industry. The level of leverage is negatively affected by board size and state ownership, two indicators of the quality of corporate governance. The financial expertise of larger boards allows energy companies to finance themselves predominantly through their own capital. Debt financing is negatively influenced by the state as the dominant investor [52].



Governance positively affects operational efficiency. ESG compliance is more pronounced in European companies. Asian companies are more disciplined in the energy sector. Accounting performance (ROA and ROE) differs significantly between GRI (Global Reporting Initiatives) and non-GRI companies [53].



A survey of 55 European companies in different categories in the energy industry indicated a positive association between ESG disclosure and firm value measured using market value [54]. The profitability of electricity companies was positively influenced by vertical integration and was lower for state-owned companies [55].



In Romania, the sustainability of renewable energy companies is questionable. Their investments have been based on state subsidies. Innovation and improvement of business processes allows for improved financial performance [56].



The financial performance of Romanian companies is positively affected by corporate social responsibility actions [57].



The relation between governance and performance was also studied for entities in the banking and insurance sectors in Romania [58,59].



Literature in the field shows that the purpose of corporate governance is to increase the value of a company, and this value is itself influenced by the increase in economic and financial performance (such as turnover). Starting from this, the present study aims to investigate whether the implementation of a governance system in Romanian energy companies has shown to improve their financial performance. This could be performed by demonstrating whether there is a direct correlation between the degree of implementation of corporate governance and the increase in financial performance of the companies through research study. If the conclusion shows that there is a direct correlation between the degree of implementation of corporate governance (Ig) and the performance of companies (CA turnover), then recommendations can be made to improve corporate governance so that the performance of companies can increase even more, taking into account not only the interests of shareholders but also the interests of other participants in a company’s business.





3. Materials and Methods


3.1. Research Materials and Methods according to the Literature


Several research studies have been developed internationally to demonstrate the correlation between governance and performance, using specific research methods.



We identified several studies that constructed an index of corporate governance and tested its relationship with firm performance, presented in Table 1. Many studies constructed an index from the components of corporate governance and measured performance based on ROE, ROA, or Tobin’s Q indicators.




3.2. Sample Selection and Data Collection


In order to fulfill the research objectives of the present study, several steps were taken. Thus, the data of 43 energy companies in Romania were extracted, out of a total of 85, operating in the fields of electricity generation, transmission and distribution, natural gas, and oil. The sample is representative, and the data were extracted based on reports published annually in the period 2012–2021. We note that data were not yet available for all selected companies at the time the case study was developed for the financial year 2022. The data extracted for the companies that were the subject of the study related to turnover (CA), net profit (Pn), and number of employees (Ns) recorded at the end of the financial year.




3.3. Presentation of the Validation Model


We proposed the following hypotheses:



H1. 

There is a significant direct correlation between the governance of energy companies and their performance.





H2. 

The governance of energy companies has a significant influence on the variation in energy company performance.





The data obtained were centralized for each company, and then the correlation between performance and governance was analyzed using a simple linear regression model presented below:


y = x α + ε,



(1)




where



	
y is the dependent variable (explained, endogenous, resultant), in the case study represented by the performance (Ca) of the companies analyzed;



	
x is the vector of independent variables (explanatory, exogenous), of dimension 1 × p, in the case study represented by the governance index (Ig) obtained using the scoring method;



	
α is the vector of coefficients, of dimension p × 1, the parameters of the model;



	
ε is a variable, interpreted as an error (disturbance, measurement error).






For these companies, data on the corporate governance system were also extracted, and a governance index (Ig) was determined using the scoring method. Thus, the maximum number of points for each company was 10, and the minimum number was 0 points (for companies that did not implement a corporate governance system).



In determining the scoring score, information such as general principles, risk management system, and internal control, fair rewards, motivation, and adding value through investor relations were considered. Each system of questions received a maximum of 2.5 points.



Information on general principles refers to the implementation of a corporate governance code, the existence of transparency regarding the members of the governing bodies, and the existence of specialized committees such as audit, nomination, and remuneration committees.



Information on the internal management and control system refers to the organization by companies of internal audit activity for the purpose of independently assessing, on a regular basis, the safety and effectiveness of the risk management and internal control system and corporate governance practices.



Information on fair reward and motivation refers to the existence of transparency regarding the remuneration policies of members of management bodies.



Information on adding value through investor relations refers to the existence of transparency regarding the organization of general meetings of shareholders/members and the respect of their voting rights.



In order to measure the degree of implementation of corporate governance in the companies covered by the research study, we used the scoring method, calculating a score for each company based on a set of questions presented in Table 2.





4. Results


To estimate the coefficients of a linear model by the least squares method and to calculate the necessary statistics for the associated statistical tests, the Regression procedure, one of the most complex in the Excel statistical processing package, was used.



Before using this model, we centralized the companies’ data, i.e., their governance index (Ig) and their performance, represented by their turnover as of 31 December 2021, as shown below in Table 3.



Next, we processed the data obtained using the Regression procedure from the Excel statistical processing package and using EViews software. After processing the data, we obtained the following results (Table 4).



The correlation ratio (Multiple R) has a value of 0.51, indicating the existence of a correlation of moderate intensity between the two variables. At the same time, the regression model explains 26% of the variation in company performance (i.e., turnover)—in other words, 26% of the total variation in turnover is explained by changes in corporate governance.



The regression model is valid at a 5% significance level (Significance F < 0.05) (Table 5).



The slope parameter of the regression model (the coefficient of the explanatory variable Ig) is statistically significant for a significance level of 5%, showing that we can expect the company’s performance (turnover) to increase on average by EUR 111.13 million when improving the Governance Index by one scoring point (Table 6). Residual analysis with prediction error values and standardized error values is presented in Table 7. The probabilities are presented in Table 8. The residual diagram (Figure 2) and Line Fit Plots (Figure 3) allow analysis of the quality of the chosen model.



The linear regression equation is:


y = 115.77 + 111.14∙x

       (167.22) (29.28)



(2)







The correlation matrix (Table 9) indicates that there is a direct correlation of moderate strength between the two variables, and the Pearson correlation coefficient (of 0.51) is statistically significant at a 5% significance level. Hypothesis H1 (There is a significant direct correlation between the governance of energy companies and their performance) is validated by identifying a Pearson correlation coefficient with a positive, statistically significant value.



The correlogram (Figure 4) indicates the existence of a direct link between the variables, and the linear regression equation modelling the trend in this link is presented, expressing the dependence of company performance on corporate governance.



In order to refine the model presented above to ensure the validation of all assumptions of the linear regression model and to improve its ability to explain the variation in the response variable, this variable was log transformed and included in a shape model:


   l n     C A   i     =   β   0   +   β   1   ·   I g   i   +   ε   i     ,   i =   1 , N  ¯    



(3)




where



	
β_0, β_1 are the model parameters (Intercept and Slope parameters);



	
i = energy company;



	
CAi = performance quantified by the turnover of energy company i;



	
Igi = Governance index of energy company i;



	
N = population volume.






The application of the natural logarithm function to the values of the response variable can be beneficial for model optimization if outliers are observed between the values of this variable.



Applying the log–linear regression method, the following model resulted in:


  l n     C A   i     = 2.618 + 0.419 ·   I g   i    



(4)







The model is statistically valid at 5% significance level (Sig = 0.0000015 < 0.05) (Table 10), both parameters (Intercept and Slope) are statistically significant at the same significance level (Sig(β_0) = 0.0000003 < 0.05; Sig(β_1) = 0.0000015 < 0. 05) (Table 11), with the sign of the slope parameter indicating a direct correlation between the governance of energy companies and their performance, with an increase in the governance index leading to a relative increase in turnover.



In addition, the model has a higher explanatory power than the previous one, explaining 43.6% of the relative variation in company performance (Table 12).



The quality of the model was also assessed through the analysis of the distribution of residuals (testing the hypothesis of normality of errors, the hypothesis of homoscedasticity of errors and the hypothesis of non-homoscedasticity of errors). Verification of the normality of the distribution of the residuals was checked both by graphical procedures (Error Histogram and Normal P-P Plot) and by numerical procedures: Kolmogorov–Smirnov and Shapiro–Wilk tests. (Figure 5 and Figure 6).



The results demonstrated the validation of the hypothesis of normality of the errors, at a significance level of 5% (Sig.(Shapiro–Wilk) = 0.792 > 0.05, accepting the null hypothesis of the test, according to which there is no significant difference between the distribution of errors and the normal distribution) (Table 13).



The hypothesis of homoscedasticity of errors was tested using the White Test, yielding the following auxiliary regression model:


    e   2   = 4.226 − 0.014 · I G − 0.01 ·   I g   2    



(5)







The calculated value of the White (Lagrange Multiplier) test (0.39) is lower than the critical value (Hi_patrat_crit = 5.99), leading to acceptance of the null hypothesis of the test, which supports homoscedasticity of errors (5% significance level, p value = 0.82 > 0.05) (Table 14).



The hypothesis of non-autocorrelation of errors was tested using the Durbin Watson test, whose calculated value obtained is 1.417 (see Table 12) (critical values at 5% significance level: 1.246 and 1.344). The conclusion following the application of the test is to accept the null hypothesis that the errors are not autocorrelated.



Following the validation of the regression model and its quality assessment, Working Hypothesis 2 is verified, i.e., the governance of energy companies has a significant influence on the variation in energy company performance.




5. Discussion


The results of the study show that the working hypotheses are verified following the validation of the regression model and the assessment of its quality; thus, the governance of energy companies has a significant influence on the variation in the performance of energy companies in Romania. Thus, it is shown that the higher the corporate governance (Ig) system the higher the performance of energy companies. More specifically, energy companies that have implemented governance rules have a higher turnover than companies that have not implemented a governance system or where the corporate governance index is low.



From the analysis of the results of the study, it can be noted that, in general, companies listed on a regulated market (Bucharest Stock Exchange) obtained a maximum score of the governance index (Ig), i.e., 10 points. It is worth noting that their turnover is also among the highest of the 43 companies surveyed. Thus, two companies in the oil sector that are listed on the stock exchange stand out, with a turnover of EUR 4766 million and EUR 2455 million, respectively, in the 2021 financial year, a listed company in the field of electricity production by hydropower plants, which achieved a turnover of EUR 1280 million in the 2021 financial year, and a listed company in the field of natural gas extraction, which achieved a turnover of EUR 1157 million, and a company producing coal-based electricity, which achieved a turnover of EUR 662 million in the 2021 financial year. From the analysis of the survey results, we found that those companies for which we estimated a low governance index also have poor financial performances. Thus, the lowest turnovers were obtained by some companies that buy and sell electricity, where the governance index (Ig) is zero, and the turnover is 263,000 euros, i.e., 1.8 million euros.



The results of the study show the importance of the energy sector in a country’s economy, by contributing to the formation of gross domestic product, the formation of budget revenues, and the provision of jobs.



According to the study, the cumulative turnover of the 43 companies surveyed for the period 2012–2021 is approximately EUR 154.68 billion, of which EUR 23.9 billion is the turnover achieved in 2021. Analyzing the turnover dynamics, in the financial year 2021, there was an increase in turnover compared to the financial year 2020 for most of the energy companies surveyed, especially among the large electricity producers that recorded turnover increases of even more than 60%. This increase in turnover was due to an increase in sales prices to distributors and consumers as well as an increase in the quantity of electricity sold. In terms of natural gas production and sales, seven companies had an increase in turnover in 2021 compared to 2020 between 18% and 84%. In the period 2012–2021, the surveyed companies achieved a cumulative profit of about EUR 7.95 billion, of which EUR 1.54 billion was the cumulative profit for the surveyed companies achieved in the financial year 2021. The average cumulative turnover profitability for the 43 companies for the period 2012–2021 was 5.14%. In the financial year 2021, the average return on aggregate turnover for the 43 companies was 6.45%, and it is worth noting the return of even 47.66% obtained by one of the largest electricity producers in Romania, which has a majority state capital, which is quite attractive in the capital market.



The energy companies under study play a very important role in the macroeconomic stability of the country, providing jobs for 52,919 employees, according to the financial reports as of 31 December 2021.



After analyzing the results of the study, we found that there is a direct correlation between the governance and financial performance of energy companies. Thus, the higher the governance index the higher the financial performance of the companies. This conclusion is justified by the following aspects:




	-

	
greater transparency in the appointment of board members leads to the selection of the best professionally trained people so that their decisions will also lead to increased financial performance and shareholder value of companies;




	-

	
implementation of corporate governance principles regarding the separation of the control function from the executive function leads to a streamlining of the work of the members of the Management Board, the Supervisory Board, the Executive Board, and the Executive Management;




	-

	
the functioning of the Nomination Committee and the Remuneration Committee contributes to increasing transparency regarding the appointment and remuneration of the members of the governing bodies, the basic principle being that the payment of directors’ fees should be in line with the financial performance of the companies;




	-

	
the establishment of specialized committees, such as the audit committee, helps to streamline corporate decision-making by facilitating communication between those responsible for corporate governance and the external auditor;




	-

	
implementing a risk management system makes companies more efficient when control is strengthened by appointing internal auditors;




	-

	
the appointment of statutory auditors, together with increased transparency on financial reporting, increases the confidence of current and potential investors in the financial results reported by companies, helping to attract new capital;




	-

	
greater transparency of company decisions leads to greater respect for shareholders’ rights, such as the right to be informed, the right to vote, the right to be elected, the right to receive dividends.









All the corporate governance principles mentioned above contribute to making companies more efficient, maximizing profits, and maximizing dividends for shareholders.



We believe that the results of the study may be important for the following reasons: firstly, the national, European, and even international energy market is in a difficult period due to the regional geopolitical situation in Ukraine. Thus, even before the beginning of the conflict, the price of gas and electricity rose, which subsequently increased in Romania, leading to a sharp rise in inflation. Another reason why this study may be important is that the sample selected includes the most important energy companies. Thus, at the political level, there are discussions on the sale of shares in the most important hydropower producer, in which the Romanian state holds most shares. The most important companies in the fields of oil extraction and processing, gas extraction, transmission and distribution, and electricity distribution were also included in the study.




6. Conclusions


The implementation of corporate governance is optional in Romania. Our results could have positive implications for the business environment, as increased performance through the application of corporate governance is an incentive for the implementation of corporate governance. Corporate governance is a key element in improving economic efficiency and growth as well as increasing investor confidence. It provides the framework/context through which the company’s objectives are set and the means to achieve these objectives.



The limitation of the study undertaken is the unavailability of the necessary data for some companies.



The estimated governance index of these companies (Ig) can be used in future studies to determine strengths and weaknesses and to improve the governance systems of the companies covered in this study.



Further research may consider other factors in the construction of the corporate governance index, such as the presence of women on the board of directors, age of directors, directors’ education, etc.
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Figure 1. Annual inflation of energy goods prices. Source: processing data from the graph mentioned in: https://www.bnr.ro/Proiectii-BNR-22694-mobile.aspx, accessed on 26 April 2023 [6]. 
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Figure 2. Residual Plot. 






Figure 2. Residual Plot.



[image: Energies 16 05041 g002]







[image: Energies 16 05041 g003 550] 





Figure 3. Line Fit Plot. 
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Figure 4. Correlogram between Governance Index and Performance. 
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Figure 5. Histogram. 
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Figure 6. Normal P-P Plot. 
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Table 1. Studies with index of corporate governance.
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	Period of Analysis
	Number of Companies/Country
	Performance Measured as
	Index Structure
	Conclusion
	Study





	2009–2014
	407/India
	return on net worth

return on assets
	board structure, ownership structure;

market for corporate control;

product market competition
	Positive relation with performance
	[60]



	2007–2009
	Croatia
	Tobin’s Q
	transparency of the business;

relations with shareholders;

the board of directors;

the supervisory board;

internal audit and control;
	Strong relation with performance
	[61]



	2016–2020
	221/Malaysia
	ROE

EBIT
	ratio of family directors on board equals to or exceed those of independent directors;

the appointment of family women directors;

family director as the board chairman

family CEO duality
	Negative relation with performance
	[62]



	1999–2008
	2212/UK
	ROA

ROE

ROIC

Tobin’s Q
	percentage of NEDs on the board;

majority of NEDs independent;

presence of remuneration committee; presence of audit committee;

presence of nomination committee; at least half of audit committee members are independent;

independent NED chairing audit committee
	Positive relation with performance
	[63]



	2009–2016
	53/India and 53/Gulf Corporate Council countries
	ROE

Tobin’s Q
	board accountability index;

audit committee index;

transparency disclosure index
	Board accountability and audit committee have an insignificant impact on firms’ performances
	[64]



	2010–2017
	26/Brazil
	Market value
	composition of the board of directors

ownership and control structure

compensation to managers;

protection of minority shareholders

transparency; and quality of the independent audit
	Positive relation with performance
	[65]



	2010–2016
	116/Brazil
	
	(i) ownership and control structure; (ii) information disclosure and transparency; (iii) composition of the board of directors; (iv) management incentives; (v) shareholder rights
	Composition of the board of director was the one with the greatest weight in the composition of the governance index.
	[66]



	2009–2016
	84/Jordan
	Market share
	disclosure and transparency;

board effectiveness and composition;

shareholders’ rights
	Firms with better overall corporate governance have better performance
	[67]
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Table 2. Estimating the Governance Index (Ig) of Romanian energy companies.
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	Test Number
	Description of the Question
	Score





	T1
	Does the company publish a governance code?
	If the answer is “YES”, score = 0.25, otherwise the score is 0



	T2
	Does the company publish policies to combat conflicts of interest?
	If the answer is “YES”, score = 0.25, otherwise the score is 0



	T3
	Does the Management Board consist of at least five members?
	If the answer is “YES”, score = 0.25, otherwise the score is 0



	T4
	Are there independent board members?
	If the answer is “YES”, score = 0.25, otherwise the score is 0



	T5
	Does the company disclose information about any relationship with a shareholder who directly or indirectly owns shares representing more than 5% of all voting rights?
	If the answer is “YES”, score = 0.25, otherwise the score is 0



	T6
	Does the company publish information on the existence of a secretary on the Board responsible for supporting the work of the Board?
	If the answer is “YES”, score = 0.25, otherwise the score is 0



	T7
	Is there information on the evaluation of members of the Management Board?
	If the answer is “YES”, score = 0.25, otherwise the score is 0



	T8
	Does the company publish information about the number of board meetings?
	If the answer is “YES”, score = 0.25, otherwise the score is 0



	T9
	Does the corporate governance statement include information on the exact number of independent members?
	If the answer is “YES”, score = 0.25, otherwise the score is 0



	T10
	Does the company publish information on the existence of Nomination Committees?
	If the answer is “YES”, score = 0.25, otherwise the score is 0



	T11
	Does the company publish information on the existence of Audit Committees?
	If the answer is “YES”, score = 0.25, otherwise the score is 0



	T12
	Is the chairman of the Audit Committee an independent non-executive member?
	If the answer is “YES”, score = 0.25, otherwise the score is 0



	T13
	Does the Audit Committee review the internal control system annually?
	If the answer is “YES”, score = 0.25, otherwise the score is 0



	T14
	Does the company publish internal audit information?
	If the answer is “YES”, score = 0.25, otherwise the score is 0



	T15
	Does the Audit Committee assess conflicts of interest in relation to transactions of the company and its subsidiaries with related parties?
	If the answer is “YES”, score = 0.25, otherwise the score is 0



	T16
	Does the Audit Committee assess the effectiveness of the internal control system and the risk management system?
	If the answer is “YES”, score = 0.25, otherwise the score is 0



	T17
	Does the Audit Committee monitor the application of internal audit standards?
	If the answer is “YES”, score = 0.25, otherwise the score is 0



	T18
	Does the company publish information on audit committee reports to management?
	If the answer is “YES”, score = 0.25, otherwise the score is 0



	T19
	Does the company publish policies on equal treatment of shareholders?
	If the answer is “YES”, score = 0.25, otherwise the score is 0



	T20
	Does the company publish policies on transactions with shareholders holding more than 5% of the share capital?
	If the answer is “YES”, score = 0.25, otherwise the score is 0



	T21
	Does the company publish information on the outsourcing of internal audit?
	If the answer is “YES”, score = 0.25, otherwise the score is 0



	T22
	Does the Internal Audit Department report functionally to the Board through the Audit Committee?
	If the answer is “YES”, score = 0.25, otherwise the score is 0



	T23
	Does the company publish information on the remuneration policy for members of the governing bodies?
	If the answer is “YES”, score = 0.25, otherwise the score is 0



	T24
	Does the company publish an investor relations section on its website?
	If the answer is “YES”, score = 0.25, otherwise the score is 0



	T25
	Does the company publish its updated Articles of Association on its website?
	If the answer is “YES”, score = 0.25, otherwise the score is 0



	T26
	Are the professional CVs of the members of the governing bodies published on the website?
	If the answer is “YES”, score = 0.25, otherwise the score is 0



	T27
	Are current financial reports and regular reports (quarterly, half yearly, and annual) published on the website?
	If the answer is “YES”, score = 0.25, otherwise the score is 0



	T28
	Does the company publish information on general meetings of shareholders on its website?
	If the answer is “YES”, score = 0.25, otherwise the score is 0



	T29
	Does the company publish information on dividend payments?
	If the answer is “YES”, score = 0.25, otherwise the score is 0



	T30
	Does the company publish on the website the contact details of a person to provide information on request?
	If the answer is “YES”, score = 0.25, otherwise the score is 0



	T31
	Does the company publish information on the statutory auditor’s reports?
	If the answer is “YES”, score = 0.25, otherwise the score is 0



	T32
	Does the company publish information on its dividend distribution policy?
	If the answer is “YES”, score = 0.25, otherwise the score is 0



	T33
	Does the company publish information on revenue and expenditure forecasts?
	If the answer is “YES”, score = 0.25, otherwise the score is 0



	T34
	Does the company’s management respect the right of shareholders to attend general meetings?
	If the answer is “YES”, score = 0.25, otherwise the score is 0



	T35
	Do the external auditors attend the general meeting of shareholders?
	If the answer is “YES”, score = 0.25, otherwise the score is 0



	T36
	Does the Board of Directors provide shareholders with a brief assessment of the internal control and significant risk management systems?
	If the answer is “YES”, score = 0.25, otherwise the score is 0



	T37
	Can journalists attend general meetings of shareholders?
	If the answer is “YES”, score = 0.25, otherwise the score is 0



	T38
	Do the quarterly and half yearly financial reports include information in both Romanian and English?
	If the answer is “YES”, score = 0.25, otherwise the score is 0



	T39
	Does the company hold press conferences to present its financial results?
	If the answer is “YES”, score = 0.25, otherwise the score is 0



	T40
	Does the company publish information on social responsibility?
	If the answer is “YES”, score = 0.25, otherwise the score is 0
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Table 3. Governance and performance situation of Romanian energy companies.
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	Company
	Governance (Ig)
	Performance (CA) -Mil. Euro-





	C1
	0
	1.83



	C2
	0
	4.82



	C4
	0
	13.12



	C5
	0
	126.67



	C7
	0
	4.48



	C8
	0
	42.34



	C9
	0
	2.37



	C10
	0
	0.26



	C12
	0
	13.65



	C15
	0
	60.29



	C18
	0
	215.19



	C20
	0
	7.99



	C21
	0
	1894.11



	C22
	0
	12.54



	C24
	0
	3.83



	C25
	0
	39.13



	C31
	0
	8.88



	C33
	0
	2.20



	C27
	1
	1.16



	C32
	2
	6.18



	C14
	2.5
	2.58



	C28
	3
	4.85



	C41
	3
	216.29



	C26
	4
	721.15



	C29
	4
	95.95



	C42
	4
	766.36



	C36
	5
	1378.70



	C11
	6
	1201.22



	C19
	6
	1571.10



	C43
	6
	1599.26



	C6
	8
	489.51



	C16
	8
	654.97



	C17
	8
	677.02



	C3
	10.00
	666.53



	C13
	10
	68.86



	C23
	10
	934.52



	C30
	10
	82.98



	C34
	10
	662.50



	C35
	10
	1280.37



	C37
	10
	11.96



	C38
	10
	1157.05



	C39
	10
	4766.70



	C40
	10
	2455.41







Source: own processing based on data extracted from the website www.mfinante.gov.ro [68].
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Table 4. Summary output.
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	Regression Statistics
	





	Multiple R
	0.510



	R Square
	0.260



	Adjusted R Square
	0.242



	Standard Error
	789.119



	Observations
	43
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Table 5. ANOVA.
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	df
	SS
	MS
	F
	Significance F





	Regression
	1
	8,969,718.298
	8,969,718.298
	14.40436752
	0.000478229



	Residual
	41
	25,531,037.7
	622,708.2366
	
	



	Total
	42
	34,500,756
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Table 6. Determining the Slope Parameter of the Regression Model.
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	Coefficients
	Standard Error
	t Stat
	p-Value
	Lower 95%
	Upper 95%
	Lower 95.0%
	Upper 95.0%





	Intercept
	115.7653
	167.2220
	0.6923
	0.49266
	−221.9464
	453.4769
	−221.9464
	453.4769



	Governance (Ig)
	111.1378
	29.2830
	3.7953
	0.00048
	51.9997
	170.2760
	51.9997
	170.2760
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Table 7. Residual Output.
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	Observation
	Predicted Performance (CA) -Mil. Euro-
	Residuals
	Standard Residuals





	1
	115.765261
	−113.93289
	−0.146130053



	2
	115.765261
	−110.9436
	−0.142295993



	3
	115.765261
	−102.64588
	−0.131653356



	4
	115.765261
	10.909086
	0.013991967



	5
	115.765261
	−111.28643
	−0.142735702



	6
	115.765261
	−73.42977
	−0.094180844



	7
	115.765261
	−113.39561
	−0.145440933



	8
	115.765261
	−115.50222
	−0.148142864



	9
	115.765261
	−102.11388
	−0.130971013



	10
	115.765261
	−55.470699
	−0.071146584



	11
	115.765261
	99.429208
	0.12752766



	12
	115.765261
	−107.77722
	−0.138234805



	13
	115.765261
	1778.3479
	2.280904729



	14
	115.765261
	−103.22537
	−0.132396611



	15
	115.765261
	−111.93315
	−0.143565187



	16
	115.765261
	−76.634376
	−0.098291064



	17
	115.765261
	−106.88319
	−0.137088122



	18
	115.765261
	−113.56748
	−0.145661371



	19
	226.9031069
	−225.74008
	−0.289533674



	20
	338.0409528
	−331.85871
	−0.425641177



	21
	393.6098758
	−391.03336
	−0.50153844



	22
	449.1787987
	−444.32406
	−0.569888961



	23
	449.1787987
	−232.88435
	−0.298696905



	24
	560.3166447
	160.83067
	0.20628103



	25
	560.3166447
	−464.36883
	−0.595598329



	26
	560.3166447
	206.047
	0.264275377



	27
	671.4544906
	707.24797
	0.907114523



	28
	782.5923365
	418.62893
	0.536932441



	29
	782.5923365
	788.50678
	1.011336882



	30
	782.5923365
	816.66742
	1.047455651



	31
	1004.868028
	−515.35509
	−0.660993178



	32
	1004.868028
	−349.90275
	−0.44878442



	33
	1004.868028
	−327.84737
	−0.420496244



	34
	1227.14372
	−560.61553
	−0.71904411



	35
	1227.14372
	−1158.2797
	−1.485606768



	36
	1227.14372
	−292.62162
	−0.375315778



	37
	1227.14372
	−1144.1595
	−1.467496224



	38
	1227.14372
	−564.64827
	−0.724216499



	39
	1227.14372
	53.224597
	0.068265739



	40
	1227.14372
	−1215.1867
	−1.558595541



	41
	1227.14372
	−70.090776
	−0.089898259



	42
	1227.14372
	3539.552
	4.539820825



	43
	1227.14372
	1228.2669
	1.575372183
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Table 8. Probability output.






Table 8. Probability output.





	Percentile
	Performance (CA) -Mil. Euro-





	1.1627907
	0.263043



	3.4883721
	1.16303



	5.8139535
	1.832367



	8.1395349
	2.197783



	10.465116
	2.369651



	12.790698
	2.576513



	15.116279
	3.83211



	17.44186
	4.478833



	19.767442
	4.82166



	22.093023
	4.854736



	24.418605
	6.182241



	26.744186
	7.988037



	29.069767
	8.882069



	31.395349
	11.95699



	33.72093
	12.53989



	36.046512
	13.11938



	38.372093
	13.65138



	40.697674
	39.13089



	43.023256
	42.33549



	45.348837
	60.29456



	47.674419
	68.86399



	50
	82.98419



	52.325581
	95.94782



	54.651163
	126.6743



	56.976744
	215.1945



	59.302326
	216.2944



	61.627907
	489.5129



	63.953488
	654.9653



	66.27907
	662.4954



	68.604651
	666.5282



	70.930233
	677.0207



	73.255814
	721.1473



	75.581395
	766.3636



	77.906977
	934.5221



	80.232558
	1157.053



	82.55814
	1201.221



	84.883721
	1280.368



	87.209302
	1378.702



	89.534884
	1571.099



	91.860465
	1599.26



	94.186047
	1894.113



	96.511628
	2455.411



	98.837209
	4766.696
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Table 9. Correlation Matrix.






Table 9. Correlation Matrix.





	

	
Performance_CA

	
Governance_Ig






	
Pearson Correlation

	
Performance_CA

	
1.000

	
0.510




	
Governance_Ig

	
0.510

	
1.000




	
Sig. (1-tailed)

	
Performance_CA

	

	
0.000




	
Governance_Ig

	
0.000

	




	
N

	
Performance_CA

	
43

	
43




	
Governance_Ig

	
43

	
43
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Table 10. ANOVA a.






Table 10. ANOVA a.





	
Model

	
Sum of Squares

	
df

	
Mean Square

	
F

	
Sig.






	
1

	
Regression

	
127.248

	
1

	
127.248

	
31.682

	
0.0000015 b




	
Residual

	
164.673

	
41

	
4.016

	

	




	
Total

	
291.921

	
42

	

	

	








a. Dependent Variable: LN_CA. b. Predictors: (Constant), Ig.
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Table 11. Coefficients a.






Table 11. Coefficients a.





	
Model

	
Unstandardized Coefficients

	
Standardized Coefficients

	
t

	
Sig.




	
B

	
Std. Error

	
Beta






	
1

	
(Constant)

	
2.618

	
0.425

	

	
6.165

	
0.0000003




	
Ig

	
0.419

	
0.074

	
0.660

	
5.629

	
0.0000015








a. Dependent Variable: LN_CA.
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Table 12. Model Summary b.






Table 12. Model Summary b.





	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate
	Durbin-Watson





	1
	0.660 a
	0.436
	0.422
	2.00410
	1.417







a. Predictors: (Constant), Ig. b. Dependent Variable: LN_CA.
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Table 13. Tests of Normality.






Table 13. Tests of Normality.





	

	
Kolmogorov–Smirnov a

	
Shapiro–Wilk




	
Statistic

	
df

	
Sig.

	
Statistic

	
df

	
Sig.






	
Standardized Residual

	
0.067

	
43

	
0.200 *

	
0.984

	
43

	
0.792








* This is a lower bound of the true significance. a. Lilliefors Significance Correction.
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Table 14. Auxiliary model results.






Table 14. Auxiliary model results.





	
Auxiliary R Square

	
0.009184

	
Coefficients




	
Lagrange Multiplier

	
0.394910

	
Intercept

	
4.226




	
Chi_Square_crit

	
5.991465

	
Ig

	
−0.014




	
p Value

	
0.820817

	
Ig2

	
−0.010
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