Who joins a sinking ship and why? Some evidence on
outside directors who join fraudulent firms.

By
Samir Ghannam

Supervisory Panel:
Martin Bugeja
Zoltan P. Matolcsy
Helen Spiropoulos

Submitted to the Accounting Discipline Group
in fulfilment of the requirements for the degree of
Doctor of Philosophy
at the
University of Technology Sydney
December 2015

Certificate of original authorship
I certify that the work in this thesis has not previously been submitted for a degree nor
has it been submitted as a part of requirements for a degree except as fully
acknowledged within the text.
I also certify that the thesis has been written by me. Any help that I have received in
my research work and preparation of the thesis itself has been acknowledged. In
addition, I certify that all information sources and literature used are indicated in the
thesis.

Signature of Student:
Date:

i

Acknowledgments
In writing this thesis, it gives me great pleasure to make some special
acknowledgments to those who have provided academic and moral support
throughout my studies.
First and foremost, I would like to thank my Supervisors – Zoltan Matolcsy, Martin
Bugeja and Helen Spiropoulos – for your contributions to the thesis and to my
development as a researcher. You always knew how to encourage me to do work and
kept me on track even in the most difficult periods. Your work ethic, determination
and enthusiasm about research and life were truly inspirational. You were available at
any time when I needed your help and I always felt very comfortable to approach you
with any of my concerns.
I’m also grateful to all the members of Accounting Discipline Group. Nelson, Hannah,
Alex, Matt, Gabriel, thanks a lot for all the laughs and conversation over the years. If it
wasn’t for you coming to the office would be much more dull and mundane. Anna and
Yaowen, it was a great pleasure to be involved in your subjects. You were always very
diligent in your work and provided your tutors with all the care and support that we
needed. Judy, Neil, Katt and Annie, thank you for being friendly even after all the
numerous problems and requests that I have brought upon you.
Last, but certainly not the least I would like to thank my parents. Although you are very
far away your belief in me and your support has always given me courage and will to
work hard. You have celebrated every single one of my achievements and have always
supported me at my most difficult times. Thank you so much.
ii

Table of Contents
Certificate of original authorship .................................................................................................... i
Acknowledgments.......................................................................................................................... ii
Abstract .......................................................................................................................................... v
Chapter 1........................................................................................................................................ 1
1.1 Introduction ......................................................................................................................... 2
1.2 Thesis structure.................................................................................................................... 9
Chapter 2...................................................................................................................................... 11
Literature Review and Hypothesis Development ........................................................................ 11
2.1 Director replacement as a recovery action........................................................................ 12
2.2 Experience of the replacement directors .......................................................................... 14
2.3 Qualifications of the replacement directors ...................................................................... 15
2.4 Firm and director reputation ............................................................................................. 18
2.5 Career outcomes of outside directors ............................................................................... 21
2.6 Compensation of outside directors ................................................................................... 24
2.7 Director replacement and firm value................................................................................. 25
Chapter 3...................................................................................................................................... 28
Sample and variable definitions................................................................................................... 28
3.1 Sample................................................................................................................................ 29
3.2 Variable Definitions............................................................................................................ 33
Chapter 4...................................................................................................................................... 40
Research design and empirical results......................................................................................... 40
4.1 Descriptive Statistics .......................................................................................................... 41
4.2 Univariate Analysis of Directors’ Experience and Qualifications (H1 and H2) ................... 44
4.3 Multivariate Analysis of Directors’ Experience (H1) .......................................................... 46
4.4 Multivariate Analysis of Directors’ Qualifications (H2) ...................................................... 49
4.5 Univariate Analysis of Directors’ Career Outcomes (H3) ................................................... 58
4.6 Multivariate Analysis of Directors’ Career Outcomes (H3) ................................................ 60
4.7 Univariate Analysis of Directors’ Compensation (H4)........................................................ 72
4.8 Multivariate Analysis of Directors’ Compensation (H4) .................................................... 75
4.9 Market reaction to director appointments (H5) ................................................................ 82
Chapter 5...................................................................................................................................... 88
Conclusions .................................................................................................................................. 88
iii

References ................................................................................................................................... 94
APPENDIX 1 ............................................................................................................................101
APPENDIX 2 ............................................................................................................................102
APPENDIX 3 ............................................................................................................................103
APPENDIX 5 ............................................................................................................................105
APPENDIX 6 ............................................................................................................................106
APPENDIX 7 ............................................................................................................................107
APPENDIX 8 ............................................................................................................................108
APPENDIX 9 ............................................................................................................................109
APPENDIX 10 ..........................................................................................................................110
APPENDIX 11 ..........................................................................................................................111
APPENDIX 12 ..........................................................................................................................112
APPENDIX 13 ..........................................................................................................................113
APPENDIX 14 ..........................................................................................................................114
APPENDIX 15 ..........................................................................................................................115
APPENDIX 16 ..........................................................................................................................117

iv

Abstract
Existing literature shows that, following the revelation of fraud, outside directors with
a weaker ability to monitor and advise are likely to be removed. This thesis investigates
the characteristics of the directors who replace these departing directors. I find that
within two years fraudulent firms appoint more experienced and qualified directors
than a control sample of non-fraudulent firms. As a result, the proportion of qualified
directors on the board of fraudulent firms is on average higher than the proportion of
qualified directors on the board of the control firms. I also investigate the incentives
for outside directors to join fraudulent firms and find that joining culpable firms in the
post-fraud period enhances an outside directors’ ability to obtain more future board
seats. Outside directors also benefit from higher compensation offered by fraudulent
firms in the post-fraud period. Lastly, I explore the stock market’s assessment of the
director replacement process. The results demonstrate that in the first year after the
fraud is revealed the stock market reacts negatively to the appointment of new
outside directors; however, in the second year the market reaction becomes positive.
All the findings in the thesis are robust to a variety of sensitivity tests
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