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investment decision making, Saudi
Arabia.

covering the period 2015 to 2024. The direct effect regression results show that
board size, board independence, board diversity, and audit committee
effectiveness significantly enhance financial communication transparency,
while CEO duality and ownership structure negatively affect financial
communication transparency. Mediating analysis further demonstrated that
financial risk management partially mediates the positive impacts of board
size, diversity, independence, and audit committees on FCT, while fully
mediating the negative effects of CEO duality and ownership structure on
financial communication transparency. This suggests that effective risk
management systems absorb governance weaknesses and reinforce
transparency, which is important to increase investors' positive decision-
making in their investment. The study contributed theoretically by extending
agency, stakeholder, and resource dependence theories and provides practical
implications for boards, regulators, and policymakers, emphasizing the
importance of robust governance and financial risk management frameworks
to achieve sustainable transparency and stakeholder confidence in their
investment decisions.

1. Introduction

Financial communication transparency (FCT) consisted of clarity in financial information that firms
disclose to their stakeholders [42]. It played an integral role in minimizing the information asymmetry
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between management and stakeholders for enhancing investor confidence to make proper
investment decisions in the companies [26]. In another perspective, transparency also mitigates
agency conflicts by holding managers accountable for financial reporting to improve investor
decision-making [34]. This is the reason, firms that maintain high levels of transparency attract more
domestic and foreign investment, which helps to strengthen corporate reputation in competitive
markets [8]. Extant literature also highlighted that transparent FCT facilitates better decision-making
among investors and other stakeholders because accurate information allows for informed
assessments to increase performance [31]. Other studies also indicated that high transparency
enhances organizational sustainability by promoting ethical conduct, compliance with regulatory
requirements, and alignment with stakeholder expectations to increase their positive decision-
making in investment [5; 12; 72]. Therefore, improving FCT is a critical strategic objective for large
manufacturing firms where both domestic and international stakeholders increasingly demand
accountability and reliable disclosure because it directly influences investor decision-making and
confidence in allocating capital.

FCT becomes an integral factor in attracting more internal and external investor to make their
best investment decision. To increase the FCT, one important factor is the management of financial
risk management (FRM), which involves the mitigation of financial risks that may increase positive
decision-making of investors in companies' shares [67]. In large manufacturing firms, where financial
and operational complexities are substantial, robust FRM frameworks are particularly essential for
ensuring accurate and reliable reporting [6]. Effective FRM enables firms to anticipate potential
uncertainties, reduce exposure to financial shocks, and maintain the integrity of financial reporting
[52]. Empirical evidence also suggested that firms with well-developed FRM practices are better able
to provide accurate, timely, and comprehensive financial disclosures, as these practices strengthen
internal control systems, enhance monitoring capabilities, and minimize the likelihood of errors or
manipulation in reporting [20]. Furthermore, FRM also facilitates proactive decision-making through
allowing management to evaluate financial threats and implement corrective measures, which
contribute to both operational stability and transparency in reporting [71]. In another perspective,
through providing structured approaches to identify, monitor, and manage financial risks, FRM not
only protects firms from potential losses but also serves as a critical factor in enhancing FCT reliability,
which is vital for large-scale Saudi manufacturing firms seeking to build investor confidence in their
investment decision-making [53]. These prior studies emphasize improving the FRM structure to
improve the FCT, which in turn supports more informed and effective investor decision-making.

Therefore, addressing those factors is important to help improve the FRM to increase investors’
confidence and improve their investment decisions. Corporate governance (CG) mechanisms played
an integral role in supporting FRM, which helps to enhance FCT. CG mechanism with board size,
independence, diversity, audit committees, CEO leadership structure, and ownership patterns
provide the necessary oversight, advisory, and monitoring functions for ensuring that managers'
interests are as with stakeholders' interests [1]. The companies where the complexity of operations
and decision-making is significant, strongly support CG mechanisms improve the decision-making
process which are particularly important for mitigating financial and operational risks [82]. Larger
boards provide diverse expertise and perspectives, improving monitoring, advisory, and oversight
functions which helps to increase FCT [36]. Independent directors ensure that decisions are made
objectively and reduce managerial influence, promoting accountability and reducing the risk of
information manipulation [19]. Board diversity, including gender, professional, and educational
diversity, helps to reduce groupthink to increase FCT [27]. Moreover, board committees enhance
compliance with accounting standards, evaluate risk disclosures, and monitor internal control
systems [10]. Extant studies highlight that effective CG ensures improvement in FCT with proper
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management of FRM. Therefore, this study focused on testing the influence of CG on FCT through
improving FRM practices.

Despite extensive research on CG, FRM, and FCT, various significant gaps remained unexplored,
particularly in Saudi Arabia. The existing literature mainly focused on direct effects of CG mechanisms
on FCT [24; 69] and has primarily focused on the topic of earnings management and financial
reporting quality [59]. Similarly, research has investigated FRM role in improving reporting quality
and reducing operational uncertainties [57]. However, limited empirical evidence exists on how FRM
mediates between CG mechanisms and FCT, especially in large-scale manufacturing firms in Saudi
Arabia, where governance structures, risk exposures, and disclosure practices may differ significantly
from those in developed economies [13]. Lastly, prior studies have limited attention on developed
nations while has limited attention on developing, particularly Saudi Arabia's large-scale
manufacturing companies [45; 73; 79]. This gap is particularly critical for Saudi Arabia, where large
manufacturing firms are increasingly subject to investor scrutiny and regulatory oversight that
requires high-quality disclosure practices.

To address prior gaps, the study explored the CG mechanism's influence on improving FCT with
the mediating role of FRM in large Saudi manufacturing firms, which in turn supports more informed
and effective investor decision-making. By treating FRM as a mediator, the study offers a strong CG
structure's influence on transparency both directly and indirectly. The findings are expected to
contribute theoretically by extending robust risk management frameworks that enhance oversight,
reduce managerial opportunism, and ensure transparent reporting, even in the presence of
governance weaknesses such as CEO duality or concentrated ownership, which in turn supports more
informed and effective investor decision-making. Practically, the study had valuable insights for the
manufacturing companies’ policymakers in Saudi Arabia through emphasizing the importance of
integrating FRM into governance structures to improve disclosure quality, protect stakeholder
interests, and strengthen investor confidence. Consequently, this study not only filled existing
literature gaps but also provides meaningful contributions for both academic research and practical
governance in enhancing FCT among large-scale Saudi manufacturing firms, which leads to improving
investor’s decision in making their investment.

2. Literature Review

2.1 Theoretical Background

Corporate governance (CG) mechanisms and financial risk management (FRM) are critical factors
in enhancing financial communication transparency (FCT). FRM strengthens the disclosure by
ensuring systematic identification and reporting of risks, and it is only possible when the companies
have a stronger CG mechanism [66]. A stronger CG mechanism helps to reduce information
asymmetry, improve disclosure quality, and build stakeholder trust [26]. Considering the relationship
between previous studies, the study framework was formulated based on various theories. For
instance, agency theory highlighted that strong CG mechanisms reduce managerial opportunism and
ensure that risks identified through FRM are communicated transparently [54]. On the other hand,
Stakeholder theory emphasizes that transparent risk disclosure satisfies diverse stakeholder demands
and enhances corporate legitimacy by demonstrating accountability and ethical responsibility [47].
Further, resource dependence theory suggests that governance-driven FRM practices enable firms to
secure vital resources by signaling their ability to manage risks effectively [68]. Further studies also
explained that corporations that adopt transparent disclosure practices to align with regulatory,
professional, and industry expectations are better able to increase the FCT [4]. Collectively, these
theories establish that effective FRM, reinforced by sound governance, significantly improves FCT
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through reducing information asymmetry, enhancing stakeholder trust, and strengthening corporate
credibility, which in turn supports more informed and effective investor decision-making.

3. Hypothesis Development

3.1 Board Size and Financial Communication Transparency

Board size shows total board members in the board [4]. From a resource dependence perspective,
larger boards bring diverse expertise, networks, and perspectives that can strengthen decision-
making and enhance monitoring over disclosure practices [4]. A larger board helps to improve
transparency by providing expertise [66]. In other words, the big board helps to provide greater
oversight over management [4]. Empirical evidence is mixed. Beasley [15] finds that firms with smaller
boards may be more effective in ensuring disclosure quality. By contrast, Fuzi et al. [32] report that
larger boards are positively associated with voluntary disclosure. Similarly, Ahmed et al. [3] study
finds comparable evidence that board size improves the FCT. Sharma et al. [73] study also argued that
the optimal board size depends on firm complexity, with larger boards beneficial in diversified firms
where broader expertise is required. Overall, while findings are not uniform, the prevailing evidence
indicates that board size significantly affects financial communication transparency. Hence, the study
hypothesis below,
H1: Financial communication transparency is significantly influenced by board size.

3.2 Board Independence and Financial Communication Transparency

Board independence indicates the board independence ratio in the total board [36]. Agency
theory emphasizes that independent director’s act as effective monitors improve the interest of
stakeholders through removing information asymmetry [54]. Independent directors help to demand
timely, accurate, and comprehensive disclosure to enhance firm legitimacy. Porter and Sherwood
[63] show that firms with a high level of independence in directors are engaged in financial fraud.
Sharma et al. [73] findings also indicated that independence on boards and audit committees reduces
earnings management. Kafidipe et al. [42] reports that firms with more independent directors
disclose more financial information. Rahman and Kabir [64] confirmed that independent directors
significantly increase corporate voluntary disclosure. Furthermore, Sobhan et al. [75] study also
argues independent directors presence is particularly impactful in emerging markets with weaker
regulatory systems. Thus, independent boards are consistently associated with enhanced
transparency in financial communication, and hence, the study has the hypothesis below,
H2: Financial communication transparency is significantly influenced by board independence.

3.3 Board Diversity and Financial Communication Transparency

Board diversity encompasses variations in gender, age, ethnicity, educational backgrounds, and
professional expertise among directors [16]. Others suggested that diverse boards increase
responsible behavior as per stakeholder demands which is inclined to raise transparency [59]. Ahmed
et al. [3] empirical study shows that gender diversity on boards positively affects FCT. El-Deeb and
Mohamed [27] also found that female directors improve monitoring and increase board attendance,
leading to stronger oversight of disclosure quality. Attia et al. [11] demonstrate that diversity in board
provides higher levels of socially responsible disclosures. Tawiah et al. [78] highlighted that gender
diversity reduces earnings management, improving financial reporting transparency. Ahmed et al. [3]
confirm similar findings where they argued that diverse boards enhance legitimacy in the eyes of
stakeholders, encouraging firms to disclose more. Accordingly, study hypothesis is,
H3: Financial communication transparency is significantly influenced by board diversity.
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3.4 CEO Duality and Financial Communication Transparency

CEO duality arises when an individual has board chair and also CEO chair [62]. CEO duality reduces
oversight effectiveness, and facilitates managerial entrenchment, ultimately reducing disclosure
transparency [62]. Zakiyyah and Rusmanto [84] found that CEO duality has a negative relation with
FCT. Sari et al. [70] observe that CEO duality positively correlated with lower voluntary disclosure.
Ahmed et al. [3] also reported similar evidence, where they highlighted that linking CEO duality with
reduced transparency. Liu and Wu [50] show that CEO duality weakens board effectiveness. Recent
studies of Ahmed et al. [3] also confirmed that CEO duality undermines voluntary disclosure. These
studies enforced that CEO duality diminishes financial communication transparency by consolidating
excessive power in one individual, and accordingly, the study has a hypothesis below,
H4: Financial communication transparency is significantly influenced by CEO duality.

3.5 Board Committees and Financial Communication Transparency

Board committees are specialized mechanisms that enhance monitoring and accountability. Audit
committees play the most prominent role in ensuring disclosure quality, as they oversee financial
reporting, external audits, and compliance with accounting standards [23]. Resource dependence
theory suggested that committees provide boards with specialized expertise that strengthens
oversight over disclosure processes [10]. Empirical evidence consistently highlights their importance.
Krivogorsky [48] finds that committed of boards along with their financial expertise reduce the
likelihood of financial misstatements. EI-Deeb and Mohamed [27] report that firms with effect
committees provide higher quality voluntary disclosures. Merter and Ozer [56] demonstrated that
frequent committee meetings improve monitoring and enhance FCT. Noureldeen et al. [61] confirm
that audit committee independence and activity significantly improve disclosure quality. Overall,
effective board committees strengthen transparency by ensuring rigorous oversight of financial
communication processes and hypothesis is,
H5: Board Committees have a significant influence on financial communication transparency.

3.6 Ownership Structure and Financial Communication Transparency

Ownership structure shows the equity portion distributed among shareholders such as families,
institutions, and governments [38]. Agency theory predicts that concentrated ownership may reduce
disclosure incentives because controlling shareholders can access information privately and may
prefer opacity to extract private benefits [29]. In contrast, institutional investors are considered
strong advocates of transparency as they require reliable information for investment decisions [7].
Empirical studies provide extensive evidence. Synn and Williams [76] find that firms with the better
ownership increase the voluntary information disclosure. Nguyen et al. [60] similarly reported that
family-controlled firms are less transparent. By contrast, Nguyen et al. [60] show that institutional
ownership is positively related to voluntary disclosure. Moreover, Khan et al. [44] find that foreign
ownership enhances disclosure. These findings confirm that ownership structure significantly
influences FCT, with institutional ownership promoting openness and concentrated ownership often
limiting it, and hence the hypothesis below,
H6: Ownership structure has a significant effect on financial communication transparency.

3.7 Financial Risk Management and Financial Communication Transparency

FRM refers to the identification, and modification of financial risks. From a stakeholder
perspective, transparent disclosure of risks builds organizational credibility and stakeholder trust [74].
FRM is an integrated approach to risk oversight and has been strongly associated with enhanced
financial reporting quality. Empirical studies provide consistent support. Chew et al. [22] find that
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firms with formal ERM frameworks disclose more comprehensive risk information. Akash et al. [4]
highlight that risk disclosure improves transparency by offering forward-looking insights to investors.
Jouali et al. [39] report that ERM adoption by insurers is positively associated with firm value to
improved disclosure quality. Ju and Zhu [40] finds that ERM implementation enhances risk-related
disclosures. Yousefinejad et al. [83] also documented that risk management systems improve
transparency in firms by institutionalizing disclosure practices. Collectively, these studies confirm that
FRM significantly enhances FCT, and accordingly study hypothesis is,

H7: Financial risk management has a significant influence on financial communication transparency.

3.8 Financial Risk Management Mediating Role

Previously, it has been found that the relationship among CG, FRM, and FCT is mostly addressed
with the direct effect, while it has limited attention on the indirect mediating effect of FRM. In the
prior literature, FRM becomes an integral factor in the organizations to enhance FCT by systematically
identifying, assessing, and mitigating risk exposures [83]. This is the reason companies are currently
adopting enterprise risk management (ERM) frameworks, which integrate risk oversight across
operational, financial, and strategic areas to ensure reporting consistency [2]. Yousefinejad et al. [83]
also demonstrated that corporations with comprehensive ERM structures disclose richer details
about their risk exposures and management strategies, leading to stronger investor trust. In this way,
FRM serves a dual purpose, which is protecting firms from vulnerabilities and helping to increase FCT
[2]. CG mechanisms played an integral role in supporting FRM, which helps to enhance FCT.
Governance structures provide the necessary oversight, advisory, and monitoring to increase
stakeholder interests [49].

As, CG mechanisms significantly strengthen the link between FRM and FCT. Companies with a
stronger CG mechanism played a critical role in institutionalizing FRM practices through setting
disclosure standards with global reporting requirements [42]. Firms with dedicated risk governance
structures are able to disclose forward-looking information on potential threats, thereby enhancing
the breadth and depth of financial communication [42]. Further study also highlighted that
transparent disclosures of risk exposures and mitigation strategies help to guide investment decisions
[42]. For this purpose, the CG mechanism helps to proactively disclose risk-related information,
secure social acceptance and regulatory credibility, which helps to increase the FCT [49]. Thus, strong
governance structures enable corporations to use FRM not just as a protective mechanism but also
as a platform for transparent financial dialogue with stakeholders.

Empirical studies also reinforced that a well-structured CG mechanism helps to improve the FRM
to lead FCT. For instance, a recent study conducted on CG and FCT and found CG positive influence
on FCT [49]. They further highlighted that a strong reporting needs to be addressed when companies
have better risk management strategies [26]. Other study also highlighted that CG mechanisms
amplify the effectiveness of FRM by ensuring that risk information is not only collected but also
disclosed in a credible and timely manner [26]. Khadka et al. [43] further highlighted that governance
structures create accountability channels that compel managers to transform risk management
insights into transparent communication for stakeholders. In the same vein, an empirical study also
highlighted that FRM practices integrated with sound governance have been linked with improved
voluntary disclosures, which enhance market efficiency and stakeholder protection [42]. These
findings enforced that corporations that align risk management with strong governance systems not
only safeguard their financial stability but also create a culture of openness in financial reporting, and
hence study has following hypothesis,

H8: Board size significantly influences financial communication transparency through financial risk
management mediation.
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H9: Board independence significantly enhances financial communication transparency through
financial risk management mediation.

H10: Board diversity significantly contributes to financial communication transparency through
financial risk management mediation.

H11: CEO duality significantly affects financial communication transparency through financial risk
management mediation.

H12: The existence and effectiveness of board committees significantly improve financial
communication transparency through financial risk management mediation.

H13: Ownership structure significantly improves financial communication transparency through
financial risk management mediation.

4. Research Methods

To test the study hypothesis, researchers used quantitative methods. This approach is suitable for
the study as it enables the structured measurement and statistical examination of the relationships
among variables [43]. In the research design, a longitudinal research design was used because data
was collected from 2015 to 2024 in multiple time frames [43]. The longitudinal research design was
selected because it allows for the examination of changes and trends over time, which provides
different economic cycles and regulatory environments [80]. Therefore, this design chose for this
research.

4.1 Sample and Context Selection

The secondary quantitative data were collected from the 100 large-scale manufacturing
companies of Saudi Arabia. Secondary data collection is being justified because it provides accurate,
consistent, and verifiable information over the longitudinal period required for this study [9].
Furthermore, secondary data collection minimizes biases that may arise from survey responses and
ensures that historical trends can be analyzed accurately. On the other hand, the core reason for
choosing the large-scale companies is that these companies typically have more complex
organizational structures, diversified operations, and extensive regulatory reporting requirements,
which makes them ideal subjects for studying CG, FRM, and FCT. In other words, the large-scale
manufacturing companies also help to provide financial data in multiple time frames that is essential
for the longitudinal analysis.

4.2 Econometrics Models

In the present study, earning management has been used as a proxy for the FCT, which is defined
as the absence of manipulative practices [41]. The earnings management in the current study has
been used through estimating the total accruals (TA), non-discretionary accruals (NDA), and
discretionary accruals (DA). The measurement process is as follows:

TA = DA+NDA

DA =TA - NDA

The TA is being calculated using the [65] modified Jones model. This model extends the classical
Jones model by incorporating two additional performance-related variables: Return on Assets (ROA)
and the Book-to-Market ratio (BM). The modified equation is specified as:

TAit / Ai,t-1 = B0 (1/Ai,t-1) + B1 ((AREVit — ARECit) / Ai,t-1) + B2 (PPEit / Ai,t-1) + B3 ROAIt + B4
BMit + Zit (EQ-1)

Where:
TA = Total accruals of the firm

Ai,t-1 = Beginning year total assets.
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AREVit = revenue change from previous year

ARECit = receivable change from the previous year

ROAIt = Return on assets

BMit = book value to market value

(it = Error term

From this regression, NDA are obtained, and DA are then computed as:

DAit = TAit - NDAIt

Study has four models. For data analysis, the study applies panel data regression techniques to
account for both firm-specific and time-specific effects while examining the impact of CG mechanisms
and FRM on FCT [30]. The independent variables include BSIZE, BIBD, CEO, ACOM, and OS, with FRM
as the mediating variable, and FCT as the dependent variable. Control variables such as FS, LEV, and
AUDQ are also included to avoid omitted variable bias. This methodology is justified as it allows for
rigorous testing of direct and indirect relationships, captures temporal variations, and provides
meaningful insights for researchers, policymakers, and corporate practitioners in enhancing financial
disclosure practices in Saudi Arabia.

FCTit = BO + B1 BSIZEit + B2 CEOit + B3 BDit + B4 ACOMit + B5 Blit + B6 OSit + B7 LEVit + B8 AUDQjt

+ B9 FSIZEit + €it (Model-1)

FRMit = BO + B1 BSIZEit + B2 CEQit + 33 BDit + B4 ACOMit + 35 Blit + 6 OSit + B7 LEVit + B8 AUDQit
+ B9 FSIZEit + €it (Model-2)

FCTit = B0 + B1 FRMit + B2 LEVit + B3 AUDQiIt + B4 FSIZEit + €it (Model-3)

FCTit = BO + 31 BSIZEit + B2 CEOit + B3 BDit + B4 ACOMit + B5 Blit + 6 OSit + B7 FRMit + 8 AUDQit
+ B9 FSIZEit +B9 LEViT+ eit (Model-4)

Where:

FCT = Financial communication transparency index for firm i in vyear t

BSIZEit = Board size
CEOQit = CEO duality
PODit = Board independence
ACOMIt = Audit committee effectiveness
OSit = Ownership structure
LEVit = Leverage ratio
AUDQjt = Audit quality
FSIZEit = Firm size
it = Error term

Table 1

Variable Measurements

Variable Proxy/Measurement References
Independent Variable

Board Size Total board members Garg [33]

Board Independence Board independence percentage Garg [33]

Board Diversity Female diversity index Nahar et al. [58]
Ownership Structure Largest shareholder’s ownership proportion measure in ordinary shares Berezinets et al. [17]
Board Committee Presence of audit committee (dummy: 1 = present, 0 = absent) Zhou et al. [35]
CEO duality If CEO is also a board chair then it equal to 1 otherwise 0 Elsayed [28]
Dependent Variable

Financial communication Discretionary accruals (Modified Jones Model) / Earnings management Islam et al. [37]
transparency indicators
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Table 1

Variable Measurements (cont...)

Variable Proxy/Measurement References

Mediating variable

Financial risk Non-performing loans and total receivables ratio Kiptoo et al. [46]

management

Control Variables

“Firm Size” total assets natural log Dogan [25]

Audit Quality Audit firm size (Big 4 = 1, otherwise = 0) / Audit tenure / Auditor industry ~ Zhou et al. [35]
expertise

Financial Leverage Total debt / Total assets Zaman [85]

5. Data analysis and Results

5.1 Descriptive Statistics

This segment shows descriptive statistics in Table.2. The financial communication transparency
index (FCT) shows a moderate average value of 0.62, which is indicating that most firms maintain a
fair level of reporting transparency, though variation, exists across companies. Average board
members are 8 which is consistent with typical governance structures in large firms. CEO duality
appears in about 42% of cases, suggesting that a significant proportion of firms combine the roles of
CEO and board chair. Board independence averages 52%, reflecting moderate representation of
independent directors. Audit committee effectiveness indicate moderate performance, with a mean
of 0.760. Ownership structure averages 56%, suggesting a notable concentration of ownership in
these firms. Leverage ratios average 44%, pointing to moderate use of debt financing. Lastly, firm size
averages 7.49 (log of assets), confirming that the data reflect relatively large-scale manufacturing
companies in Saudi Arabia.

Table 2

Descriptive Findings

Variable Average SD Min Max
FCT 0.623 0.144 0.41 0.885
BSIZE 7.820 2.164 5 11
CEO 0.420 0.499 0 1
BI 0.521 0.133 0.30 0.80
ACOM 0.760 1.318 0 1
0S 0.556 0.201 0.20 0.90
LEV 0.442 0.192 0.10 0.80
AUDQ 0.480 0.505 0 1
FSIZE 7.492 0.867 6.01 8.99

5.2 Diagnostics Tests

The results in panel data were applied in four econometrics models. Before estimation, all models
were subjected to standard diagnostic tests for results validity. The findings confirm that none of the
models suffer from severe autocorrelation, heteroscedasticity, or multicollinearity problems, as the
test statistics fell within the acceptable thresholds suggested in econometric literature [81].
Specifically, the Wooldridge test for autocorrelation did not indicate serial correlation, the Breusch—
Pagan/Cook—Weisberg test for heteroscedasticity suggested homoscedastic residuals, and the
variance inflation factor (VIF) values across models was below 10 of threshold [18]. Table.3 shown
diagnositics results.
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Table 3

Diagnostic Test Results for Panel Data Models

Test / Threshold M-1 M-2 M-3 M-4 Criteria
Wooldridge Test for Autocorrelation (p > 0.05 = no autocorrelation) 0.273 0.351 0.428 0.312 p>0.05
“Breusch—Pagan Test for Heteroscedasticity (p > 0.05 = homoscedastic)” 0.221 0.417 0.389 0.298 p>0.05
Mean VIF (Variance Inflation Factor) 231 244 218 2.56 VIF<10

Note: All diagnostic test values confirm that the models satisfy the assumptions of panel data estimation.

5.3 Regression Results

M-1 and M-2 regression findings in Table.4 reveal that CG mechanisms play a central role in
shaping both FCT and FRM. BSIZE shows a significant positive outcome on both outcomes, suggesting
that larger boards provide broader expertise and monitoring capacity that enhance disclosure and
strengthen risk oversight. Similarly, BD and Bl exert strong positive and highly significant effects,
indicating that diverse and independent boards encourage unbiased decision-making and more
transparent communication practices. The ACOM also significantly contributes to improved
transparency and risk management, consistent with its role in monitoring reporting integrity. CEO has
a significant negative impact, implying that CEO attention in two perspectives weakens the
governance effectiveness, thereby reducing the quality of financial communication and risk oversight.

Table 4
Empirical Results

Model-1 Model-2
Variable BETA SE BETA SE
Constant 0.68 0.120*** 0.52%** 0.11
BSIZE 0.020 0.006*** 0.030*** 0.007
CEO -0.112 0.045*** -0.101%** 0.042
BD 0.285 0.042*** 0.395*** 0.038
ACOM 0.203 0.061*** 0.248*** 0.058
Bl 0.252 0.049*** 0.344*** 0.046
oS -0.040 0.021* -0.048*** 0.019
LEV -0.145 0.034*** -0.198*** 0.032
AUDQ 0.180 0.043*** 0.153*** 0.041
FSIZE 0.058 0.018*** 0.049*** 0.017

Control variables also provide important insights. OS has an effect on transparency but a
significant negative effect on FRM, indicating that concentrated ownership may discourage extensive
disclosure due to private benefits of control. LEV consistently shows a strong negative effect across
both models, suggesting that higher debt levels create pressures that reduce reporting transparency
and increase exposure to financial risks. In contrast, AUDQ and FSIZE are both significant positive
predictors. Collectively, the findings confirm that robust governance structures are essential for
enhancing transparency and mitigating risks in corporate financial communication.

In Model 4 in Table.5, where financial risk management (FRM) is included as a mediator, FRM
remains strongly positive and highly significant (B = 0.405, SE = 0.041, p < 0.001), which confirms that
it channels part of the impact of governance mechanisms on FCT. Comparing with Model 1, the effect
of BSIZE reduces from B = 0.020 (p = 0.002) in Model 1 to 8 =0.011 (p = 0.028) in Model 4, indicating
partial mediation through FRM. BD drops from = 0.285 (p < 0.001) to B = 0.135 (p = 0.001), and B
falls from B =0.252 (p <0.001) to B =0.118 (p = 0.010), again suggesting partial mediation where FRM
absorbs part of their direct effect. Audit committee effectiveness (ACOM) also weakens, from B =
0.203 (p=0.001) in Model 1 to  =0.098 (p = 0.054), becoming only marginally significant. CEO, which
was negative and significant in Model 1 (B =—0.112, p = 0.013), becomes insignificant in Model 4 (B =
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—0.061, p = 0.137), suggesting that FRM fully mediates its adverse effect. OS also loses significance
(Model 1: B = —=0.040, p = 0.056 - Model 4: B = —0.029, p = 0.148), implying its weak effect on
transparency is largely absorbed by FRM. Taken together, the results confirm that FRM plays a
significant mediating role, reducing the strength of governance variables while still allowing key
mechanisms to exert both direct and indirect influence on FCT.

Table 5
Empirical Results

Model-3 Model-4
Variable Beta SE BETA SE
Constant 0.331 0.091 *** 0.550 0.131%**
FRM 0.550 0.038*** 0.405 0.041%**
LEV -0.102 0.033*** -0.089 0.032%**
AUDQ 0.118 0.041*** 0.095 0.039***
FSIZE 0.049 0.017*** 0.034 0.016**
BSIZE — — 0.011 0.005%*
CEO — — -0.061 0.041
BD — — 0.135 0.041%**
ACOM — — 0.098 0.051*
Bl — — 0.118 0.046***
oS — — -0.029 0.020

6. Discussion

The present study conducted on mediating role of FRM in the relationship between CG
mechanisms and FCT in large Saudi manufacturing firms. Findings indicated the positive significant
impact of board size on FCT. This specifies that companies with larger boards tend to reveal financial
information more transparently which provides more accurate information. Dalton et al. (1999) found
same results who argued that larger boards enhance governance quality. Similarly, Efunniyi et al. [26]
found that board size contributes positively to advisory and monitoring functions. Thus, the current
study supports the view that larger boards improve transparency in financial reporting. Furthermore,
CEO duality influence negatively to FCT. These outcomes show that CEO duality centralizes decision-
making power, limiting independent oversight. This awareness of authority may reduce
accountability and increase the likelihood of withholding or manipulating financial information. This
result aligns with Efunniyi et al. [26], who highlighted that CEO duality undermines the board’s
capacity to monitor. They also reported that firms with CEO duality decrease the transparent
information disclosure. Therefore, reducing CEO duality can significantly improve FCT.

Besides, board diversity results highlighted increases effect on FCT. This finding is important as
diversity enhances decision-making, reduces groupthink, and ensures different stakeholder
perspectives are considered. A diverse board is also more likely to demand accountability from
management, thereby strengthening transparency. Supporting this finding, EI-Deeb and Mohamed
[27] showed that diversity in boards improves firm performance and disclosure practices. Thus,
diversity is a crucial driver of transparent financial communication. On the other hand, the audit
committee also significantly improves financial communication transparency. These findings
highlighted that firms in Saudi Arabia have well-functioning audit quality to ensure reliable and
accurate FCT. Therefore, this finding indicates that audit committees act as a direct monitoring
mechanism, ensuring compliance with accounting standards and ethical disclosure practices. Prior
literature strongly supports this finding. Babalola et al. [14] found that audit committees enhance
FCT.

Board independence improves strong positive influence on FCT. Independent directors improve
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disclosure quality by monitoring management actions more effectively. This finding shows that effect
on independent directors from the shareholders or management is not more. This ensures unbiased
financial communication that improves market trust. This result align with Efunniyi et al. [26], who
highlighted significant role of independent directors in enhancing firm value. Thus, independence is
central to transparency. On the other hand, ownership structure shows a negative and marginally
significant impact on FCT. These results indicated that large controlling shareholders often have
private access to information, reducing the need for transparent communication to the wider market.
Minority shareholders may therefore face disadvantages. Ismail et al. [38] results are same with
current research where they argued that concentrated ownership can lead to information hoarding.
Hence, ownership patterns significantly influence transparency. Further mediating effect results
show that board size remains positive with a lower coefficient in response to direct effect. This
reduction indicates that part of the board size’s effect on transparency operates through financial risk
management. The importance of this finding is that larger boards enhance monitoring which not only
directly improve financial communication but also indirectly strengthen risk management
frameworks. Better risk oversight allows boards to ensure accurate and timely disclosure. This result
supports with Shi et al. [74], who suggested that larger boards provide stronger advisory capacity.

In addition, results showed that CEO duality becomes insignificant with the mediating effect,
unlike its significant negative effect in the direct effect. This suggests that FRM fully mediates the
relationship, absorbing the harmful effects of concentrated leadership. The importance of this finding
lies in showing that robust FRM practices can counterbalance the governance weaknesses caused by
CEO duality. Even when power is centralized, effective risk frameworks ensure accountability and
reduce the likelihood of opaque reporting. This aligns with Mendiratta and Tasheva [55]. Further
results highlight that board diversity significantly influence to FCT which is weaker as compare to
direct effect. This indicates partial mediation by FRM. The importance of this finding is that diverse
boards not only strengthen transparency directly but also raise better risk assessment and
management practices by incorporating varied perspectives, which in turn enhances disclosure
quality. Supporting this, Ben-Amar et al. [16] highlighted that diversity reduces risk-related disclosure
gaps. Thus, FRM strengthens the diversity—transparency linkage. On the other hand, audit committee
effectiveness with the mediating effect is only marginally significant compared to the direct effect.
This shows that FRM mediates much of its effect. The importance here is that audit committees
ensure compliance and proper risk disclosures, but when FRM is explicitly considered, their direct
contribution to transparency weakens. Board independence has a significant impact on FCT while
remaining weaker compared to direct. This highlights partial mediation. The importance is that
independent directors improve FCT directly through reducing managerial opportunism, and
indirectly, by enforcing risk management standards. This finding supports Cappellieri et al. [21], who
found that independent boards reduce fraud and strengthen transparency indirectly.

Furthermore, ownership structure becomes insignificant with the mediating effect, which shows
the full mediation. In other words, FRM absorbs the earlier (negative) influence of ownership
concentration. Study results lies that while ownership concentration may reduce disclosure
incentives, a strong FRM system ensures transparent reporting, even in firms with dominant
shareholders. This echoes with the study of Ismail et al. [38]; [51; 77], who noted that concentrated
ownership can weaken transparency. Lastly, the mediating effect also supported the view that FRM
itself is a highly significant impact on financial risk management. Akash et al. [4] found the same
results, which posit that risk monitoring reduces managerial opportunism, and with resource
dependence theory, which suggests that governance resources enhance risk control, which leads to
improved FCT. In the same vein, an empirical study also highlighted that FRM practices integrated
with sound governance have been linked with improved voluntary disclosures, which enhance market
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efficiency and stakeholder protection [42]. These prior studies highlight the importance of FRM as a
mediating variable for the current study.

7. Implications and Future Recommendations

The study highlighted various implications. Theoretically, firstly, research findings contributed to
the CG literature by demonstrating that board size, independence, diversity, and audit committees
significantly enhance FCT, which in turn increases the investors' positive investment decision in
companies. These findings reinforce agency theory, which highlights that effective CG strengthen
monitoring, and improve the disclosure credibility. Secondly, the study contributes to resource
dependence theory by showing that boards with diverse expertise and independence provide
essential organizational resources that enhance oversight and transparency outcomes. Thirdly, the
study extends stakeholder theory by demonstrating that CG mechanisms and FRM ensure that the
stakeholder’s interest is protected from transparent financial reporting. Furthermore, FRM mediates
between CG mechanisms and FCT because it ensures accountability even in the presence of
governance weaknesses such as CEO duality or concentrated ownership. These findings also provide
a theoretical contribution for future research, as scholars can explore how FRM interacts with other
organizational factors, governance practices, or institutional contexts to further enhance financial
communication transparency and stakeholder trust.

Various practical implications are highlighted. Firstly, the study provides practical guidance for
corporate boards that supports the significance of structural CG mechanisms to enhance FCT, which
is important to increase positive investor decision-making. These practices allow firms to monitor
management effectively, provide accurate and timely disclosures, and reduce information asymmetry
for investors and other stakeholders. Secondly, policymakers and regulators can utilize research
outcomes to design and enforce regulations that promote effective CG to improve FCT. For instance,
encouraging independent and diverse boards or mandating strong audit committees can improve
transparency, corporate accountability, and stakeholder confidence. Thirdly, research underlined the
critical role of FRM in ensuring FCT. FRM serves as a mediating mechanism, allowing firms to mitigate
governance weaknesses and maintain high-quality reporting. Furthermore, study findings contribute
to future research by providing a foundation to investigate additional mediating or moderating
factors, such as corporate culture, technological integration, or regulatory environments that could
further strengthen the governance and transparency relationship and enhance stakeholder trust.

Study has numerous limitations. Firstly, the study focused only on one country of large-scale
manufacturing companies, which limited the study's generalizability. To address these limitations,
further research could explore other countries conducting multi-group analysis to determine the
variation in findings. Secondly, the study was limited to the mediating effect while ignoring the
moderating effect. Therefore, further research could explore the moderating effect of institution
guality to increase the scope of the study. Lastly, research findings were limited to static panel data;
further research could be conducted on dynamic panel data to determine the changes in results.

8. Conclusion
This study demonstrates CG with board size, independence, diversity, and audit committee
effectiveness play a critical role in enhancing FCT in large Saudi manufacturing firms, while CEO duality
and ownership structure negatively affect transparency. Further, the mediating effect result also
highlighted the mediating role of FRM, which not only strengthens the positive effects of CG but also
mitigates the negative effects of CEO duality and OS. This confirms that effective FRM frameworks
serve as a safeguard to ensure accurate, reliable, and transparent FCT even when CG structures face
weaknesses. The study with the significant findings contributed to agency, resource dependence, and
stakeholder theories by emphasizing how CG mechanisms and FRM jointly improve monitoring,
388



Decision Making: Applications in Management and Engineering
Volume 8, Issue 2 (2025) 376-394

accountability, and stakeholder trust. Practically, the results offer guidance for boards, regulators,
and policymakers to reinforce CG structures and FRM systems as pathways to transparency,
accountability, and sustainable growth, which in turn could increase investors’ confidence to increase
their positive decision-making in their investment.
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