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Abstract

Following the publication of the Spanish Code of Corporate Good Governance in 1998 (known as the
Olivencia Code), some companies voluntarily created audit committees in line with the
recommendation that all firms, and especially listed companies, should do so. The aim of this work is to
analyse the factors associated with voluntary audit committee formation in companies listed on the
Spanish Capital Market through 1999. In particular we analyse factors such as board independence and
size, the board chairman/CEO duality, auditor size, agency costs, ownership, economies of scale,
institutional investors, the audit report and auditor tenure. We find that voluntary audit committee
formation is positively correlated with the proportion of independent directors on the board of
directors and economies of scale, while the evidence reveals a non-linear (quadratic) relationship
between board size and voluntary audit committee formation. We also formed another sample
excluding financial institutions, for which we found that audit committee formation is positively
associated with board independence and economies of scale, and negatively associated with the audit
report and audit tenure.
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1. Introduction (2002), the Listed Companies Transparency Act

(2003), the Aldama Report (2003) and the recently
Spanish interest in Codes of Good Governance approved Unified Code of Good Governance (2006)
(hereinafter CGG) as a means of improving have all envisaged the progressive implementation of
management is relatively recent in comparison with mechanisms to improve corporate governance. The
the long tradition of such Codes in the English- AC, which became mandatory for listed companies
speaking nations (see Garcia Benau et al., 2003), with the passage of the Financial System Reform Act,
while the audit committee (AC) has gained a key role has consolidated its status as a key body in this
as the body entrusted with controlling and overseeing regard. Its objectives include the identification of the

the preparation and public reporting of financial principal risks to which a firm is actually or
information in order to assure quality, reliability and potentially exposed (Conthe Code) and the restoration
credibility (Wolnizer, 1995). of user confidence in financial reporting by enhancing

A succession of international financial scandals, the transparency and credibility of the financial
of which the Gescartera, BBVA, Forum Filatélico and statements.
Afinsa cases are the touchstones in Spain, made clear While the existing literature contains numerous
the need to further strengthen the effectiveness of studies analyzing the factors underlying the voluntary
ACs. For example, the Sarbanes-Oxley Act (2002) formation of ACs, the majority of these refer to
tightened the requirements for AC membership and English-speaking countries, which possess a longer
competences, and established the duty of public CGG tradition and deep capital markets with
disclosure of information relevant to the appointment widespread ownership of listed companies. In Spain,
of the external auditor, among other matters (see meanwhile, the implementation of Good Governance
Willekens et al., 2004, among others). mechanisms has prompted the publication of a

After the publication of the Olivencia Report in succession of papers, among which we may cite the
Spain in 1998, the Financial System Reform Act work of Rodriguez Gutiérrez (2005) as an initial
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contribution on the subject of wvoluntary AC
formation, although it now needs to be fleshed out
with new hypotheses and research issues.

In this paper, we propose to broaden the scope of
studies in this field. Our objective is to determine the
factors that led listed Spanish firms voluntarily to
create ACs in 1999, the year after the publication of
the Olivencia Code (CEECECAS, 1998). We consider
a number of factors that have not previously been
considered in studies of this nature, such as the
presence of institutional investors on the Board of
Directors, the type of audit report received and the
duration of audit firms’ engagements. In contrast to
earlier studies, we have also looked at the existence of
non-linear relations between board size and voluntary
AC formation.

The results of our study are relevant to the
understanding of the behavior of listed firms and
testing of the hypotheses derived from agency theory
in civil legislation based on markets outside the
Anglo-Saxon (common law) sphere.

Though ACs are now mandatory for listed
companies, it would be highly desirable for major
Spanish concerns, whether listed or otherwise;
gradually to implement CGG recommendations. In
this light, the identification of the factors underlying
AC formation could produce a call effect for other
firms, thereby contributing to the generalization of
ACs as a part of companies’ organizational structures.

The paper continues as follows. Section 2, which
comes after this introduction, provides a brief review
of the existing literature, examining the
methodologies employed and findings obtained from
other studies. The third section describes the
hypotheses tested, the methodology and the sample
utilized in the empirical study. Section 4 presents and
examines the results obtained, and in the last section
we set out our main conclusions.

2. Review of the literature

The existing AC literature begins with an initial
descriptive approach (Bacon, 1979 and Braiotta,
1986), whereafter we may discern three main lines of
research. The first seeks basically to examine the
effectiveness of ACs. To this end, scholars have
empirically tested whether the existence of an AC in a
firm improves the quality and credibility of published
information, and whether it helps prevent fraudulent
accounting practices. This involved examining a
series of variables associated with the quality of
financial information in order to establish whether
there were any statistically significant differences
between a group of firms that had set up ACs and
another group that had not.

The second line of research emerged in the 1990s
in response to growing doubts about the effectiveness
of ACs following the publication of a number of
studies that had detected managerial malpractice in
firms that did have an AC as part of their governance
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structure. This led some scholars to focus on the
relationships between AC effectiveness and their
internal functioning and membership (an excellent
review of these two lines of research may be found in
Turley and Zaman, 2004).

The objective of the third and final group of
papers, into which this study falls, was to analyze the
factors related with voluntary AC formation. Let us
now look at this line of research. In the framework of
agency theory and in the presence of information
asymmetry, the creation of an AC provides a
mechanism for the control of financial information.
Given the additional cost of establishing a committee,
various studies have sought to identify the
characteristics of firms that have voluntarily created a
control body of this kind.

The first point to note is the absence of
conclusive evidence in those studies that examine the
relationship between the different variables used to
measure agency costs and the voluntary formation of
an AC. This is the case even in research carried out in
English-speaking countries, where agency theory has
been more extensively verified. Thus, Collier (1993)
concluded that certain factors associated with the
separation between ownership and control, and debt
had a positive influence on voluntary AC formation.
The influence of agency costs was confirmed by
Pincus et al. (1989) in the United States. These
scholars found that factors such as a low level of
share ownership by directors and a high level of debt
or leverage had a significant influence. However, Piot
(2004) showed in the French context that the
percentage of shares owned by management was
negatively associated with voluntary AC formation,
and he was unable to find evidence of a statistically
significant relationship with the firm’s level of
indebtedness. In contrast, Menon and Williams
(1994), who considered firms in the US over-the-
counter (OTC) market in 1986 and 87, Bradbury
(1990), who looked at the New Zealand stock market,
and Willekens et al. (2004), studying the Belgian
context, found no significant association between the
agency costs of debt and ownership, and voluntary
AC formation.

Meanwhile, Pincus et al. (1989), Collier (1993),
Menon and Williams (1994) and Willekens et al.
(2004) looked at the characteristics of the Board of
Directors, finding a positive association between the
percentage of independent directors sitting on the
board and voluntary AC formation, although Piot
(2004) was unable to confirm this evidence in the
French context.

Finally, Bradbury (1990) and Piot (2004) found a
positive relationship between the number of members
of the Board of Directors and voluntary AC
formation, but Menon and Williams (1994),
Willekens et al. (2004) and Rodriguez-Gutiérrez
(2005), working in the Spanish context, failed to
repeat these results.
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Another factor that has been widely tested is the
size of the audit firm. Thus, Pincus et al. (1989),
Menon and Williams (1994), Willekens et al. (2004)
and Piot (2004) all found a positive association
between the examination of the financial statements
by one of the audit majors and voluntary AC
formation, though the results obtained by Bradbury
(1990), Collier (1993) and Rodriguez Gutiérrez
(2005) were not statistically significant.

A further factor analyzed is the size of the
company (i.e. economies of scale derived from the
implementation of other control mechanisms). Pincus
et al. (1989), Willekens et al. (2004), Piot (2004) and
Rodriguez Gutiérrez (2005) all found evidence for a
positive correlation between this factor and voluntary
AC formation, but their results were not corroborated
by Bradbury (1990), Collier (1993) or Menon and
Williams (1994).

Other factors that have been positively associated
with voluntary AC formation include the liquidity of a
firm’s securities (Pincus et al., 1989), investment in a
company by other firms (Collier, 1993) and listing on
a new market (Rodriguez Gutiérrez, 2005). Finally, a
range of factors such as international stock market
listings, the duality of the office of chairman of the
Board of Directors and chief executive, the breadth of
the ownership structure and listing in the IBEX 35
index in Spain have all been analyzed (Collier, 1993;
Piot, 2004; Rodriguez Gutiérrez, 2005) have all been
considered, although the findings were not
statistically significant.

3. Hypotheses, methodology and sample
3.1 Hypotheses tested

International studies have associated various factors
with voluntary AC formation, including the
independence and size of the Board of Directors, the
size of the audit firm, economies of scale and agency
costs (see Pincus et al., 1989; Bradbury, 1990;
Collier, 1993; Menon and Williams, 1994; Piot, 2004
and Willekens et al., 2004). This evidence supports
the formulation of the following model:
Voluntary AC formation = f (membership, size and
structure of the Board of Directors, enhancement of
financial information quality, economies of scale from
the implementation of other control mechanisms,
agency costs, institutional investors)

The relevance of these factors will be tested on
the basis of the hypotheses proposed below.

3.1.1. Membership, size and structure of
the Board of Directors

Independence and size of the Board of
Directors

Various studies (inter alia, Pincus et al., 1989; Collier,
1993; Menon and Williams, 1994; Piot, 2004 and
Willekens et al., 2004) have shown that the number of
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independent directors with seats on the Board of
Directors is an explanatory factor for voluntary AC
formation, since such board members reduce
information asymmetries between independent and
executive directors. The independence of the Board of
Directors is fundamental to the performance of
control functions and effectiveness (Baysinger and
Butler, 1985; Hermalin and Weisbach, 1988;
Weisbach, 1988; Rosenstein and Wyatt, 1990;
Hermalin and Weisbach, 1991; Rosenstein and Wyatt
1997; John and Senbet, 1998; Bhagat and Black,
2000). An interesting summary of the relationship
between board independence and corporate results
may be found in Hermalin and Weisback (2003).
Nevertheless, this function may be adversely affected
by information asymmetries between independent and
executive directors, because the latter have access to
internal information concerning the firm’s operations.
According to Willekens et al. (2004), the formation of
ACs helps mitigate these asymmetries, because they
allow independent directors to obtain information
from internal and external auditors, among other
sources. In this light, independent directors will be
more open to voluntary AC formation, not only
because the existence of a committee not only reduces
information asymmetry, but also because it helps
enhance their reputation with shareholders and
provides a measure of legal protection. Consequently,
the larger the percentage of independent board
members, the more likely it is that these directors will
support the voluntary formation of an AC. The
hypothesis tested will be:

Hoi: Voluntary AC formation
associated with the percentage of
members of the Board of Directors.

It is not easy, a priori, to establish whether the
size of the Board of Directors has a positive or
negative influence on the effectiveness of supervision.
In principle, it might be thought that numerous
members would enrich the spread of opinions and
boost the supervisory capacity of the board (Pearce
and Zahra, 1992). However, this could also be seen as
an obstacle to quick, efficient decision making, given
the possibility of coordination, communication and
information problems (Pfeffer, 1972; O’Reilly et al.,
1989; Lipton and Lorsch, 1992; Jensen, 1993;
Willekens et al., 2004). Psychology has empirically
shown that large groups often suffer from
dysfunctions in terms of responsibility and
unproductiveness, resulting in limited effort and poor
quality work (Latene et al., 1979; Janis, 1989).

In the field of corporate governance, Song and
Windram (2004) have argued against large boards on
the grounds that they weaken individual
responsibility. According to Lipton and Lorsch
(1992), the optimum number of board numbers would
be between seven and nine. Empirical evidence in this
field is mixed, since various scholars (Jensen, 1993;
Yermarck, 1996; Eisenberg et al., 1998) have shown
that there is a close association between size and
effectiveness, while others have shown that this

is positively
independent
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relationship is negative (Kin, et al., 1995; Yermarck,
1996; Eisenberg et al., 1998; Azofra et al., 1999;
Wiblin and Wood, 1999; Andrés et al., 2000). Other
contributions, meanwhile, provide evidence that the
relationship is not linear, since increases in the size of
the Board of Directors raise the value of a firm to the
point where the effect of an additional board member
switches from positive to negative (Fernandez et al.,
1998), or ceases to exist (Yermarck, 1996).

Thus, large boards that lack motivation because
individual members lack weight (Song and Windram,
2004) may be dominated by the management team
and fail to favor the formation of ACs, which could
control executive activity. Meanwhile, it might be
argued, given the scant effectiveness of large boards,
that the firm would be more likely to form an AC in
order to strengthen control and facilitate
communication between directors and the external
auditors (see, inter alia, AISG, 1977 and Collier,
1997). In this context, it is difficult a priori to predict
the relationship between the size of the board and the
creation of a CA, and for this reason we shall test for
the presence of either a linear or a non-linear
(quadratic) relationship between the variables board
size and voluntary AC formation. Specifically, the
hypothesis® is as follows:

Hg,: Voluntary AC formation can be positively or
negatively associated with the number of members of
the Board of Directors, or may take non-linear forms.

Duality of office of the chairman of the
Board of Directors and the Chief
Executive Officer (DPC)
When the offices of chairman of the Board of
Directors and that of Chief Executive Officer are held
by the same person, the result may be opportunistic
behavior (Jensen, 1993), or the board may lose
efficiency and effectiveness (Blackburn, 1994). The
literature provides evidence that such duality does
indeed have repercussions and may lead to the
preparation of poor quality financial information
(Forker, 1992) or the manipulation of earnings
(Dechow et al., 1996), and it may hinder the board’s
efforts to supervise the work of the management team
(see Weir et al., 2002). As regards ACs, Beasley and
Salterio (2001) showed that firms in which the office
of chairman of the board and chief executive were
held by the same person were more likely to have
ACs with less external (independent members) than
would be required under Canadian law, and were also
less likely voluntarily to include qualified people with
experience in the business world as members of their
ACs. Based on the dysfunctional effects described in
the literature, we predict that a chief executive who is
also chairman of the Board of Directors may
influence the remaining members to prevent the
voluntary formation of an AC, the mission of which
would be to oversee the quality of financial
information and control the management of the
business. Our hypothesis, then, is as follows:

Hos: Voluntary AC formation is negatively
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associated with the duality of office between the
chairman of the board and the chief executive.

3.1.2. Enhancement of the quality of
financial information

Auditor’s reputation

Aside from voluntary AC formation, where a firm
engages high quality audit services, this may be
another sign of its concern to improve the objectivity,
credibility and reliability of its financial reporting.
Since this variable is very difficult to evaluate
externally, empirical studies have traditionally used
the auditor’s reputation and image as a surrogate. A
good example of the use of this term is the recently
approved VIII Directive (EU, 2006), article 4 of
which only authorizes individuals or firms of good
reputation to conduct audit examinations.

The empirical literature contains numerous
papers describing the differentiated reputation of
International Audit Firms, which is translated into the
price of their services (among others, Francis, 1984;
Palmrose, 1986; Johnson et al. 1995; Karim and
Moizer, 1996; Gul, 1999; Peel and Roberts, 2003 and
Carson et al, 2004). Based on Klein and Lefler’s
(1981) model, this premium price can only be
maintained long term if it is associated with high
quality audit services. Likewise, the results of
DeFond’s (1992) empirical study support the
hypothesis that not all providers of audit services
enjoy the same reputation, and that the market
perceives the Big Audit Firms (BAF) as providing
higher quality audit services. In Spain, the image and
reputation enjoyed by the BAF are borne out by
Garcia Benau et al. (1998) and Moizer (2004).

In this light, we predict that the presence of a
BAF in a company may be viewed as a control
mechanism in itself, given these firms’ reputation and
the quality of the information they prepare.
Consequently, the auditor will be perceived as more
independent, which implies more and closer control
and, therefore the need to implement other oversight
mechanisms such as the AC will be reduced. The
hypothesis formulated is as follows:

Hos: Voluntary AC formation is negatively
associated with the fact that the auditor engaged is
one of the Big Audit Firms.

Audit tenure

Audit quality may be improved if the same audit firm
is kept on or reappointed, because with time the audit
team gains understanding of the background, the
industry and the company, enhancing control of the
financial information prepared. If tenure is extended
too long, however, the relationship may generate
harmful side effects, such as auditor complacency,
less rigorous audit procedures and blind trust in the
client (Shockley, 1982), as well as declining service
quality (Deis and Giroux, 1992 and Cople and
Doucet, 1993). Similarly, Raghunathan et al. (1994)
argue that the auditor is likely to relax with the
passage of time, losing professional skepticism and
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becoming less innovative. A long-running
relationship may also result in company-auditor
familiarity (article 4.70 of the ICAEW Guide to
Professional Ethics), undermining independence. In
this regard, Richard and Vanstraelen (1999) found
that long engagements significantly reduced the
auditor’s willingness to issue qualified reports.

In the European Union, auditor rotation has in
fact been used as a mechanism to safeguard auditor
independence and has been adopted by the majority of
regulators. Italy has opted for the most extreme form
of this instrument, requiring listed companies to
change their auditors on a regular basis, although the
requirement for internal rotation of the professionals
assigned to an engagement is more common (EU,
2006).

In this light, we may predict that long audit
tenures may encourage the client to opt to create an
AC in order to assure the quality of financial
reporting, given the knowledge and experience
acquired by the audit team and the high cost of
switching firms. In this way, the AC will safeguard
the independence of the external auditor without the
need to change the provider of the service. Our
hypothesis, then, is as follows:

Hos: Voluntary AC formation is positively
associated with the length of audit tenure.

Audit report

Garcia-Ayuso et al. (2003), and Sanchez-Ballesta and
Garcia-Meca (2004) have tested the relationship
between firms’ profits and the issuance of audit
reports containing an unqualified opinion. According
to the latter, this is consistent with agency theory,
since a clean opinion increases the trust of
shareholders and stakeholders alike, encouraging
increased flows of funding into the business, which in
turn generates higher returns and raises the value of
the company.

Consequently, we may expect that the desire to
obtain an unqualified audit report may lead companies
that receive qualifications to create an AC in order to
improve the quality and rigor of financial reporting
(see, CEECECAS, 1998). Nevertheless, this does not
apply to all possible qualifications, but only to those
that can be corrected from one year to the next, such
as errors, non-compliance and matters related with
changes in accounting standards. ACs cannot,
however, correct matters such as uncertainties and
scope limitations, which may take years to rectify.
Consequently, we have included a variable that has
not previously been tested in order to measure the
influence of the opinion expressed in the audit report
on voluntary AC formation. The hypothesis is as
follows:

Hos: Voluntary AC formation is positively
associated with the receipt of an audit report
containing certain qualifications.
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3.1.3. Economies of scale from the
implementation of other control
mechanisms

The implementation of control mechanisms, including
the formation of an AC, entails costs for the company
concerned. According to Pincus et al. (1989), large
companies find it easier to absorb such costs than
small ones. To put this another way, the net benefit
derived from economies of scale is greater in large
companies. Size has therefore been included as a
factor in the model as a surrogate for the economies
of scale generated by the implementation of control
mechanisms. A positive association between size and
voluntary AC formation is expected. However, the
evidence provided by earlier studies is not conclusive.
Pincus et al. (1989), Piot (2004) and Willekens et al.,
(2004) conclude that a positive relationship exists
between the size of the firm and voluntary AC
formation, but other studies (Bradbury, 1990; Collier,
1993 and Menon and Williams, 1994) find no
evidence for this. Our hypothesis, then, is as follows:

Ho7: Voluntary AC formation is positively
associated with the size of the company.

3.1.4. Agency costs
Agency cost of debt

A company’s capital structure is the result of the
financial decisions taken by managers with the aim of
creating value. However, indebtedness is a financial
situation that may, a priori, generate agency costs.
According to Jensen and Meckling (1976), the agency
costs derived from indebtedness are directly related to
the proportion of debt on the balance sheet. These
agency costs include the implementation of control
mechanisms, such as the formation of an Audit
Committee (see Pincus et al., 1989 and Collier, 1993),
which creditors may demand to ensure that the
financial information provided is not massaged to
hide inefficient use of loans (see Ruiz Barbadillo et
al., 2005) and to allow observation of management’s
conduct of affairs. In this light, we have included the
level of indebtedness as a variable in the model. We
expect to find a positive association with voluntary
AC formation because creditors may be assumed to
demand more control mechanisms, including an AC,
the higher the level of indebtedness. Our hypothesis is
as follows:

Hos: Voluntary AC formation is positively
associated with the level of a company’s
indebtedness.

Agency cost of ownership

The delegation of management to executives by the
shareholders or partners of large firms also entails
agency costs. This principal-agent relationship is
defined, among other matters, by the existence of
information asymmetry, which encourages owners to
establish a range of control mechanisms to ensure that
the actions of managers conform with the guidelines
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established and that they do not act in their own
interest. In this light, it seems reasonable to expect
that the agency costs of ownership are positively
related with voluntary AC formation, since such ACs
represent a control mechanism that helps reduce
agency costs. Existing studies (see, for example,
Pincus et al., 1989; Menon and Williams, 1994 and
Piot, 2004) have measured the agency costs of
ownership using the percentage of shares owned by
managers as a surrogate. Jesen and Meckling (1976),
meanwhile, suggest that ownership by managers of a
significant percentage of a company’s shares reduces
the need for control. In this light, we shall examine
whether management share ownership reduces the
demand for control mechanisms, and we expect a
negative association with voluntary AC formation
(Pincus et al., 1989; Menon and Williams, 1994 and
Piot, 2004. Our hypothesis, then, is as follows:

Hoe: Voluntary AC formation is negatively
associated with the percentage of shares owned by
management.

Corporate ownership structure
(concentration vs. diversification)

In addition to ownership of shares by managers
and executives (Jensen and Meckling, 1976), other
scholars have found that the corporate ownership
structure may place bounds on management
discretionality (Demsetz and Len, 1985; Shleifer and
Vishny, 1986; Zeckhauser and Pound, 1990).

The presence of a majority shareholder with the
power to control and dismiss managers may mitigate
agency problems and influence decision making by
the Board of Directors, either through directorships or
through the presence of a shareholder representative,
thereby limiting possible opportunistic behavior
(Cuervo Cazurra, 1998). Such concentration of power
in the hands of major shareholders may, however,
raise the problem of who controls the controller
(Steinherr and Huveneers, 1990), because they are in
a position to use their influence to the detriment of
minority shareholders, who lack representation at
board level (La Porta et al., 1999, 2001; Burkart and
Panunzi, 2001). Meanwhile, the interrelationships
between owners and the Board of Directors have been
examined by scholars such as Morck et al. (1988),
Rediker and Seth (1995), Whidbee (1997) and Coles
et al. (2001). These authors consider that there is a
substitution effect between the Board of Directors and
owners, which acts as an internal control mechanism,
because a high level of control by shareholders
implies less potential for control by the board,
diminishing the importance of its work. This
phenomenon has been confirmed in the Spanish
context by Cuervo-Cazurra (1997) and Reyes Recio
(2000).

Grossman and Hart (1980), John and Senbet
(1998) and Azofra and Santamaria (2002) argue that
shareholders have little incentive to control the
actions of managers in an organization in which
shares can be easily sold without loss of value and the
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ownership of capital is widely dispersed. This is
because the cost of supervision would be higher than
the benefits obtained, which will be proportional to
the interest held in the company’s share capital.
Bradbury (1990) and Rodriguez Gutiérrez (2005) also
suggest that an increase in the number of non-
executive shareholders increases the likelihood that
the company will voluntarily form an AC.

Widespread share ownership in the common law
countries of the English-speaking world means that
companies are controlled mainly by managers, and
the Board of Directors therefore needs to harmonize
the interests of owners and managers. In Spain, where
the ownership of companies is much more
concentrated than in the Anglo-Saxon context, agency
problems between shareholders and managers are less
pronounced, while conflicts between majority and
minority shareholders are more frequent and intense.
In the Spanish context, then, we may predict that the
absence of incentives for minority shareholders,
together with majority shareholders’ control of
company boards, will diminish interest in voluntary
AC formation. Our hypothesis is as follows:

Hi: Voluntary AC formation is negatively
associated with the concentration of ownership of a
company in the hands of a single large shareholder.

3.1.5. Institutional investors

Another factor that has escaped examination to date,
but which we believe may influence voluntary AC
formation, is the representation of institutional
investors on company boards. As Monterrey (2004)
observes, the incentive for internal directors to
massage a company’s results is limited by the
effectiveness of control mechanisms. Institutional
investors represent a control mechanism of this kind,
because they have an interest in controlling
management activity, constraining the opportunism of
internal directors and reducing agency costs (see
Shleifer and Vishny, 1997). In this regard, Rajgopal et
al. (1999) showed that the existence of shareholdings
in the hands of institutional investors, who tend to be
well informed about the capital markets, inhibits the
internal directors on the board and provides a
disincentive for any attempt to manipulate the
accounts. Chung et al. (2002) obtained similar results,
documenting how institutional investors track the
actions of managers. Likewise, we predict that the
presence of institutional investors on company boards
will provide an incentive for voluntary AC formation,
because they will act as a control mechanism, tracking
the activities of internal directors and preventing them
from subordinating shareholder interests to their own.
In this light, we may express our hypothesis in the
following terms:

Hy;;: Voluntary AC formation is positively
associated with the presence of institutional investors
on the Board of Directors.

Finally, we have considered a number of control
variables reflecting the financial situation of the
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company and the industry.

Financial situation

The model includes three variables to control for the
company’s financial situation or return. Thus, we
examine whether the company incurred a loss in
either or both of the last two financial years, sales
growth and the return on assets. A poor financial
situation may increase agency costs, because it will
increase the likelihood that managers may manipulate
the financial information reported. It therefore seems
reasonable to suppose that the demand for control
mechanisms such as ACs will increase in the face of
financial difficulties. We expect to find a positive
association between losses incurred in the last two
years and voluntary AC formation, and a negative
association between high sales growth and high return
on assets and the voluntary formation of ACs, since it
may be assumed that the company’s financial
situation is good.

Sector

As Willekens et al. (2004) argue, it is necessary to
control for sector effects, because both agency
problems and the relevant control mechanisms may
differ between industries. The sector classification
used in this study was prepared in line with the
Spanish  National Classification of Economic
Activities (CNAE). Given the nature of the variables,
we make no conjecture about the expected sign.

3.2. Methodology

We shall calculate the following logistic regression
model to test whether the factors described above
encourage voluntary AC formation in Spain:

CAUD; = fi, + J1%INDEPCA+ f32# MIEMBROSCA + f3,# MIEMBROSCA’ + 3,DPD + 5;BIG5 +

S DEA + 3,0PINAUD + f3TAM + +B,LEV + f,,%ACCMAN + 8,,GCP + £, INVINST + f3,,PERD +

8
+ BuCV + BisRA+ D" BSECT, + ¢
i=1

where the dependent variable CAUD is equal to 1 if
the company has created an AC and 0 otherwise. The
independent variables are*:

Independence and size of the Board of
Directors

The variable %INDEPCA, which is measured as the
percentage of independent members of the Board of
Directors, has been defined as an approximation to
board independence. This percentage was calculated
as the ratio of independent directors to total board
members. Both the number of independent directors
and total directors were obtained either from the 1999
Board Index published by the consultancy Spencer
Stuart, or from corporate websites or from the Spanish
National Securities Market Commission (CNMV)
website. The variable #MIEMBROSCA measures the
size of the Board of Directors in terms of the number
of board members to analyze the linear relationship,
while the variable #MIEMBROSCA? is used to
analyze the non-linear relationship, which is
quadratic.

225

']

Duality of office of the chairman of the
Board of Directors and the Chief
Executive Officer

A dummy variable, DPC, has been defined to
examine duality of office of the chairman of the
company’s Board of Directors and Chief Executive.
The dummy takes a value of 1 where both offices are
held by the same person, and 0 otherwise. This
information was obtained from the CNMV website or
from the SABI data base.

Auditor’s reputation

The size of the audit firm and audit quality were
measured using the variable BIG5, a dummy taking a
value of 1 if the company was audited by one of the
big five audit firms (the base year for the study is
1999, when there were still five audit majors,
although this group shrank to four in 2002 after the
Enron scandal), and O otherwise. Information
concerning the audit firm responsible for the
examination of the company’s financial statements
was obtained either from the CNMV website or from
the SABI data base.

Audit tenure

The variable DEA, which measures the number of
years without a change of auditor between the initial
engagement until 1999, was defined as an
approximation to audit tenure. This information was
also obtained from the CNMV website.

Audit report

The dummy variable OPINAUD was defined to
reflect the audit report. It takes a value of 1 if the
audit report contained certain qualifications (i.e.
errors, non-compliance with generally accepted
accounting standards or inconsistency) and 0
otherwise. The audit opinion was obtained from the
CNMYV website.

Economies of scale from the
implementation of control mechanisms
We defined the variable TAM as an approximation to
the economies of scale generated from the
implementation of control mechanisms. This is
measured as the natural logarithm of total assets
(expressed in thousand of euros) by way of a
surrogate for the size of the company. Total assets
were obtained either from the SABI data base or from
the CNMV website.

Agency costs of debt and ownership

The agency cost of debt has been defined as LEV
(leverage or the level of indebtedness), measured as
the coefficient of total debt to total assets. Meanwhile,
the variable %ACCMAN was defined as an
approximation to the agency cost of ownership,
measured as the percentage of shares owned by the
company’s management team. Total debt was
obtained either from the SABI data base or from the
CNMV website, while information concerning the
percentage of shares held by managers comes from
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the section of the CNMV site referring to significant
shareholders and treasury stock.

Corporate ownership structure

The variable GCC was defined to measure the
concentration of ownership of the company. It is
measured as the percentage equity or shares in the
hands of the company’s majority shareholder. This
information was obtained from the annual reports of
each company.

Institutional investors

The wvariable INVINST was defined as an
approximation to institutional investors. This is a
dummy, which takes a value of 1 if institutional
investors are represented on the company’s Board of
Directors and 0 otherwise (in this paper, institutional
investors are considered to be represented on the
Board of Directors if its members include any
representative of an investment fund, pension fund or
insurer holding shares in the company). This
information was obtained from the CNMV website or
from the SABI data base.

Financial situation

The companies’ financial situation was defined
through the variables PERD, CV and RA. The first of
these variables is a dummy, which takes a value of 1
if the company incurred losses in either of the two
preceding fiscal years and 0 otherwise. The second
reflects the change or growth in sales, measured as the
coefficient of the difference between the current
year’s sales and sales for the prior year, and the third
represents the return on assets, measured as the
coefficient of income/losses on ordinary activities and
total assets. The information for both variables was
obtained either from the SABI data base or from the
CNMYV website.

Sector

Since our sample does not include observations for all
of the sectors included in the CNAE classification, we
have looked at only 9, which comprise extractive
industry (IE), manufacturing (IM), electricity, gas and
water (EGA), construction (CON), retail (COM),
hotels and catering (HOS), logistics and
communications (TAC), financial services (IF) and
real estate (AIA). These dummy variables take a value
of 1 where the company belongs to the sector in
question and O otherwise. In order to avoid
multicolinearity problems, one of the nine sectors
considered in the study was eliminated from the
model. Hence, the model includes only 8 dummy
variables to represent the sector®.

3.3 Sample

The initial sample for the study comprised the 142
companies listed on the Spanish capita market in
1999. The final sample, however, contains 122
companies, following the elimination of 20
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observations, either because it was not possible to
obtain data on one or more of the relevant variables,
or because certain variables exhibited extreme values,
or because the company in question had already
formed an AC prior to 1999. Likewise, we formed
another sample of companies excluding financial
firms in order to ensure that results were not biased
due to leverage or indebtedness, since this ratio is
very high in the financial services industry due to the
nature of the business. The total sample included only
12 financial institutions, and the sub-sample formed
thus comprised 110 companies.

As explained above, the Olivencia Code of
Corporate Good Governance published in Spain in
1999 recommended all firms, and especially listed
companies, to create ACs. However, the formation of
ACs was made mandatory with the passage of the
Financial System Reform Act in 2002.

Table | presents data concerning the presence of
ACs in listed Spanish companies, reflecting the
number and percentage of firms that had formed an
AC in 1999. As may be observed, some 33.60% of the
total sample of 122 companies had created an audit
committee, while the remaining 66.40% had not done
s0. These figures are not consistent with the results of
a KPMG (2001) study, which revealed that 67% of
European firms had formed an AC (United Kingdom
100%, France 80%, Belgium 59%, Switzerland 62%
and Germany 41%).

[Insert Table 1]

The information reflected in Table Il constitutes
an initial descriptive analysis of the composition of
ACs in 1999. As can be seen, the number of AC
members fluctuates, on average, around 3.63.
Looking at the composition of the ACs, Table Il
shows that ACs had an average of around 44%
independent members 1999. Meanwhile, the
percentage of external shareholder representatives
was also significant, representing 45% of total
committee members. Finally, 3% of committee
members were not directors, and 8% were executive
members. One of the main weaknesses of ACs in
listed Spanish companies is the presence of executive
committee members, even though the Olivencia Code
and the Aldama Code (2003), not to mention the
codes of the other countries referred to above,
recommend that ACs should not include executives or
even prohibit them entirely, since they cast doubt on
the AC’s independence. The KPMG (2001) study also
revealed that around one third of AC members in
other European countries (France, Belgium and the
Netherlands) were executive directors.

These data are a reflection of the importance of
precisely regulating eligibility to form part of an AC,
because their effectiveness and, above all, shareholder
and user trust depend to a great extent on this issue.

On average, ACs held 2.90 meetings in 1999,
which is approximately in line with the
recommendations of various codes of good
governance (see, inter alia, CEECAS, 1998; Aldama,
2003).
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[Insert Table II]

4. Analysis of results
4.1. Descriptive statistics for the
companies in the sample

The descriptive statistics for the companies in the
sample are shown in Table IlI, panels A and B. In
panel A we may observe, as indicated above, that
33.60% of the companies in the total sample had
formed an AC, and that the same person holds office
as chairman of the Board of Directors and Chief
Executive in 45%, while 92% were audited by the big
five audit firms. Specifically, PriceWaterhouse
Coopers (PWC) audited 22.13% of the sample
companies, Arthur Andersen (AA) 40.98%, Ernst and
Young (EY) 12.30%, KPMG 11.48% and Deloitte
and Touche (DT) 4.92%. The financial statements of
the remaining 8.20% were examined by other audit
firms (OAF). Meanwhile, 12% of the companies
received audit opinions  containing  certain
qualifications, institutional investors were represented
on the boards of 21% and 17% incurred losses in at
least one of the two preceding years. In terms of
sectors, just 1% of the companies belonged to the
extractive industry and 40% to manufacturing
industry. The logistics and communications sector and
financial services represented 12% each of the
companies in the sample, and 15% were involved in
the real estate sector. Electricity, gas and water
utilities represented 6% of the sample and
construction companies 5%. Finally, 7% of the
companies belonged to the retail sector and 2% to
hotels and catering.

As shown in Table 11, Panel B, company boards
had an average of 10.16 members, while the average
for independent directors was around 31.29%. The
average period elapsed between the initial audit
engagement and 1999 was 4.78 years, and mean total
assets were around €2,554,927. The mean level of
indebtedness was 51.90 %, the mean percentage of
shares held by the management team was 6.87% and
concentration of ownership averaged around 34.92%.
Finally, sales growth was in the region of 12.66% and
the mean return on assets was around 4.35%.

[Insert Table III]

The descriptive statistics excluding financial
institutions are shown in Table IV, panels A and B.
There is little difference in the data in panel A
compared to table IlI, except for the percentage of
firms operating in the financial sector: the elimination
of financial institutions reduces the percentage of
companies in this sector from approximately 9% to
3%.

The only significant change in table 1V, panel B
compared to table Ill concerns total assets, which
amount to an average €765,667 thousand.

[Insert Table IV]
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4.2. Univariate Analysis

Table V presents the mean values for the independent
and control variables for companies with or without a
CA, as well as the results of the parametric t test for
the continuous variables and the Chi-squared test for
the dichotomous variables, throwing light on
differences in the mean scores between both groups of
firms.

Based on the results, we may conclude that the
group of companies with an AC has a significantly
higher percentage of independent directors, includes
larger companies and exhibits a lower level of
management ownership than the group of firms that
lack an AC among their control mechanisms.
Meanwhile, the results of the tests performed on the
control variables show that the existence of an AC is
positively associated with the group of companies
displaying the fastest sales growth, which is
significantly lower in the manufacturing sector.

[Insert Table V]

Table VI shows the differences between mean
values for the companies with and without ACs after
the exclusion of financial institutions from the
sample. As may be observed, the results of the
parametric t test (continuous variables) and the Chi-
squared test (dichotomous variables) do not change.
We may therefore affirm that the group of financial
institutions does not introduce any bias into the above
results.

[Insert Table VI]
4.3. Multivariate Analysis

The results of the logistic regression for the total
sample are shown in table VII. The goodness of fit of
the model is 36.20, and the level of correct
classification (percentage correct predictions) is 87.70
%. Meanwhile, the Chi-squared test shows that the
model is statistically significant.

Table VII also shows that out of the three
variables used to measure the membership, size and
structure of the Board of Directors, the percentage of
independent directors is statistically significant and is
positively associated with voluntary AC formation.
The results also show a non-linear relationship
between the number of board members and voluntary
AC formation. Thus, the coefficient obtained for the
linear variable #MIEMBROS is positive but not
significant,  while  the  quadratic  variable,
#MIEMBROS?, is negative and significant. We may
therefore conclude that the positive, though not
significant, sign exhibited by the number of board
members indicates that increases in the number of
directors makes voluntary AC formation more likely,
while the non-linear quadratic relationship between
voluntary AC formation and the size of the Board of
Directors shows that the appointment of an additional
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member reduces the likelihood of voluntary AC
formation. The reason why the variable
#MIEMBROS is not statistically significant may lie in
the sample size, although significance (.168) is closer
to 0.1 than to 0.99.

Meanwhile, we may observe that the variables
size and sales growth have a positive and significant
influence on voluntary AC formation, while
manufacturing industry presents a negative sign and is
significant.

[Insert Table VII]

The results of the logistic regression change after
the exclusion of financial institutions from the
sample, as may be observed in Table VIII. Thus, the
variables that proved significant for the total sample
are joined by the negative influence of audit tenure,
DEA, certain qualifications in the audit report,
OPINAUD, and firms in the hotel and catering sector,
HOS. However, the quadratic board size variable,
#MIEMBROS? did not turn out statistically
significant for the sub-sample. In this light, we may
affirm that results do indeed vary compared to the
total sample, and we may therefore conclude that the
financial institutions do introduce bias in the initial
results.

[Insert Table VIII]

We calculated Spearman’s correlation
coefficients for all of the variables included in the
model to test for the presence of multicolinearity.
Table IX presents the results of the correlation matrix
for the total sample and table X for the sample of
companies excluding financial institutions. Based on
an analysis of these tables, the correlation between
certain pairs of variables is significant at the 1% or
5% significance level. These results are consistent
with the findings of earlier studies of ACs (see Menon
and Williams, 1994; Turpin and DeZoort, 1998;
Archambeault and DeZoort, 2001; Willekens et al.,
2004). However, none of the correlation coefficients
in either the total sample or the sub-sample excluding
financial institutions is sufficiently higher (> 80) to
cause significant multicolinearity problems (see
Archambeault and DeZoort, 2001). We also analyzed
the variance inflation factor (VIF) for all of the
independent variables in both the total sample and the
sub-sample excluding financial investments. The
results obtained show that no factor is sufficiently
large (> 10) to reflect the presence of multicolinearity
problems (see Neter et al., 1985).

[Insert Table IX]
[Insert Table X]

4.4 Validation of results
In order to validate the results obtained, we performed

the same study for 2000 and 2001, when the creation
of ACs was still voluntary for listed companies. The
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results obtained, which are not presented here, were
affected because none of the variables analyzed
proved to be statistically significant. One possible
explanation could lie in the evolution of AC
formation over time between 1994 and 2004. While
33.6 % of listed companies had created an AC in
1999, this percentage hardly changed in the following
three years, rising to almost 100% only after the
enactment of the Financial System Reform Act at the
end of 2002, which enshrined the AC as a mandatory
body in all listed companies, and the Transparency
Act in 2003.

5. Conclusions

The Spanish Financial System Reform Act was
passed in November 2002 in the wake of a series of
financial scandals. The Act required listed companies
to create an AC as a corporate good governance
mechanism, if they had not already done so. The
formation of ACs was voluntary for both listed and
unlisted companies in the period from the publication
of the Code of Corporate Good Governhance in 1998
until the Act entered the statute book in 2002.

In this paper, we have sought to shed light on the
factors and reasons that led companies listed on the
Spanish capital market in 1999 voluntarily to create
an audit committee. Based on the results obtained, we
may conclude that voluntary AC formation among the
companies listed on the Spanish capital market was
driven on the one hand by the quality of other
corporate governance mechanisms, such as board
independence, and by the size of the Board of
Directors. In the latter case, the result obtained for the
number of board members is not statistically
significant, but the significance of this variable was
close to 0.10 and the sign of the coefficient is
positive. Meanwhile, we have found that there is a
non-linear, quadratic, relationship between voluntary
AC formation and the number of board members.
This suggests that the likelihood of voluntary AC
formation increases the more members the Board of
Directors has. However, above a certain threshold, the
appointment of an additional director may reduce the
likelihood that the board will decide to create an audit
committee.

Meanwhile, our results also show that voluntary
AC formation is positively influenced by both the size
of the company, due to the existence of economies of
scale in the implementation of other control
mechanisms, and sales growth. Finally, voluntary AC
formation appears to be less likely in the
manufacturing sector.

Our results also suggest that the agency costs of
debt and ownership, and the ownership structure of
the company are important for both shareholders and
creditors but do not increase the demand for
additional control mechanisms, such as voluntary AC
formation. This result appears to indicate that listed
Spanish companies deal with agency costs using other
mechanisms. In this light, a future line of research
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might analyze the nature of such alternative
mechanisms. Our results also indicate that duality of
the offices of chairman of the Board of Directors and
chief executive do not affect voluntary AC formation
in listed companies, and nor do the size of the audit
firm, the presence of institutional investors on the
Board of Directors, qualified audit opinions or audit
tenure.

However, the findings vary somewhat if financial
institutions are excluded from the sample. In this case,
the factors driving voluntary AC formation are the
percentage of independent board members, the size of
the company and sales growth, while audit tenure and
audit opinions containing certain qualifications had a 6
negative influence. The results further suggest that the
voluntary formation of an audit committee is less
likely in manufacturing industry and the hotel and
catering sector. The remaining factors considered did
not influence voluntary AC formation.

16. CHUNG, R,

References

1. ACCOUNTANT INTERNATIONAL STUDY
GROUP (1977), Audit Committees-Current Practices
in Canada, the United Kingdom and the United States,
AISG, London.

2. ANDRES DE, P.; AZOFRA, V. and RODRIGUEZ, J.
A. (2000), “Endeudamiento, oportunidades de
crecimiento y estructura contractual, un contraste
empirico para el caso espafiol”, Investigaciones
Econdmicas, 24, 641-679.

3. ARCHAMBEAULT, D. and DEZOORT, F.T. (2001),
“Auditor opinion shopping and the audit committee, an
analysis of suspicious auditor switches”, International
Journal of Auditing, 5(1), 33-52.

4. AZOFRA, V.; DE ANDRES, P. and LOPEZ, F.
(1999), Corporate boards in OECD countries,
composition, committee structure and effectiveness,
Mimeo, Universidad de Valladolid.

5. AZOFRA, V. and SANTAMARiA, M.
(2002),“Gobierno y eficiencia de las cajas de ahorros
espafiolas”, in Las fecnologias de la informacion y
comunicaciones en la empresa.

6. BACON, J. (1979), Corporate Directorship Practices,
The Audit Committee. New York, The Conference
Board.

7. BAYSINGER, B. and BUTLER, H. (1985), “Corporate
governance and the board of directors, performance
effects of changes in board composition”, Journal of
Law, Economics and Organization, 1, 101-124.

8. BHAGAT, S. and BLACK, B. (2000), “Board
independence and long-term firm performance”,
Working Paper, University of Colorado.

9. BEASLEY, M. and SALTERIO, S.E. (2001), The

relationship  between board characteristics and

voluntary  improvements in  audit committee
composition and experience, Contemporary

Accounting Research, 18(4), Winter, 539-570.

BENGLOF, E. (1990),Capital structure as a mechanism

of control, A comparison of financial Systems in The

firm as a nexus of treaties, edited by, Aoki, M.;

Gustafsson, B. and Williamson, O. E., London, Sage.

BLACKBURN, V. (1994), “The effectiveness of

corporate control in the US corporations”, Corporate

Governance, An International Review, 2(4).

N

10.

11.

229 »

12.

13.

17.

18.

22.

. CUERVO-CAZURRA, A.

25.

6.

BRADBURY, M.E. (1990), “The incentives for
voluntary audit committee formation”, Journal of
Accounting and Public Policy, 9(1), 19-36.
BRAIOTTA, L. (1986), Audit Committees, An
International Survey. The Corporate Board, May-June,
18-23.

. BURKART, M. and PANUNZI, F. (2001), “Agency

conflicts, ownership  concentration and legal
shareholder protection”, Working paper series, 2708.
Center for Economic Policy Research.

. CARSON, E.; FARGHER; N.; SIMON, D.T. and

TAYLOR, M.T. (2004), “Audit fees and market
segmentation- Further evidence on how client size
matters within the context of audit fee models”,
International Journal of Auditing, 8, 79-91.

FIRTH, M. and KIM, J. (2002),
“Institutional monitoring and opportunistic earnings
management”, Journal of Corporate Governance, 8, 29-
48.

EEC (2006), Directive 2006/43/CE del Parlamento
Europeo y del Consejo de 17 de mayo de 2006 relativa
a la auditoria legal de las cuentas anuales y de las
cuentas consolidadas, por la que se modifican las
Directivas 78/660/CEE y 83/349/CEE del Consejo y se
deroga la Directiva 84/253/CEE del Consejo. Diario
Oficial de la Unioén Europea, 9 de Junio de 2006.
COLLIER, P. (1993), “Factors affecting the formation
of audit committees in major UK listed companies”,
Accounting and Business Research, 23, 421-430.

. COLLIER, P. A. (1997), “Corporate Governance and

Audit Committees”, Current Issues in Auditing. In
Michael Sherer and Tuart Turley (Eds.), 3rd Edition.
Paul Chapman Publishing Ltd. London.

. COMITE ESPECIAL PARA EL ESTUDIO DE UN

CODIGO ETICO DE LOS CONSEJOS DE
ADMINISTRACION DE LAS SOCIEDADES
(CEECECAS) (1998), El Gobierno de las Sociedades
Cotizadas. Comité Olivencia, CEECECAS, Madrid.

. CODIGO UNIFICADO DE BUEN GOBIERNO

(CUBG) (2006), Informe del grupo especial de trabajo
sobre buen gobierno de las sociedades cotizadas,
Comité Conthe, CUBG, Madrid.

COLES, JW.; MCWILLIAMS, V.B. and SEN, N.
(2001), “An examination of the relationship of
governance mechanisms to performance”, Journal of
Management, 27, 23-50.

. COPLEY, P.A.; DOUCET, M.S. (1993), “Auditor

tenure, fixed fee contracts,
substandard single audits”,
Finance, 13(3), 23-35.

and the supply of
Public Budgeting &

(1997), Estructura de
propiedad y comportamiento de la empresa, objetivos
alternativos de los accionistas en Espafia. Doctoral
Thesis, University of Salamanca.
CUERVO-CAZURRA, A. (1998), “La reforma del
consejo de administraciéon en Espafia, limites a la
aplicacion de los modelos anglosajones”, Informacion
Comercial Espaifiola, 769, 9-22.

DECHOW, P.M.; SLOAN, R.G. and SWEENEY, A.P.
(1996), Causes and consequences of earnings
manipulations, An analysis of firms subject to
enforcement actions by the SEC, Contemporary
Accounting Research, 13 (1), 1-47.

. DEFOND, M.L. (1992), “The association between

changes in client firm agency costs and auditor
switching”, Auditing, A Journal of Practice and
Theory, 11(1), 16-31.

®

NTERPRESS
VIRTUS,



Corporate Ownership &I Control / Volume 6, Issue 3, Spring 2009 (Continued - 1)

28.

29.

30.

31.

32.

33.

34.

35.

36.

37.

38.

39.

40.

41.

42.

43.

44,

45.

46.

DEMSETZ, H. and LEHN, K. (1985), “The structure
of corporate ownership, causes and consequences”,
Journal of Political Economics, 93, 1155-1177.

DEIS, D. R.; GIROUX, G.A. (1992), “Determinants of
audit quality in the public sector”, The Accounting
Review, 67(3), 462-479.

EISENBERG, T.; SUNDGREEN, S. and WELLS, M.
T. (1998), "Larger board size and decreasing firm value
in small firms", Journal of Financial Economics, 48,
35-54.

FERNANDEZ ALVAREZ, A. L; GARCIA, S. and
FERNANDEZ MENDEZ, C. (1998), “El papel
supervisor del consejo de administraciéon sobre la
actuacion gerencial, evidencia para el caso espailol”,
Investigaciones Econdmicas, 22, 501-516.

FORKER, J.J. (1992), “Corporate governance and
disclosure quality”, Accounting and Business Research,
22,110-124.

FRANCIS, J. (1984), “The effect of audit firm size on
audit prices”, Journal of Accounting and Economics,
(August), 133-151.

GARCIA AYUSO, M.; RUIZ, I. and ZAMORA, C.
(2003), “Una aproximacion a las relaciones de
gobierno corporativo en las empresas espaiiolas”,
Comunicacion presentada al XII Congreso AECA.
Cadiz, September-October

GARCIA BENAU, M. A,; RUIZ, E. and VICO, A.
(1998), Analisis de la estructura del mercado de
servicios de auditoria en Espafia, VI Premio de
Investigacion Contable “José Maria Fernandez Pirla”.
ICAC, Ministerio de Economia y Hacienda, Madrid.
GARCIA BENAU, M. A.; PUCHETA MARTINEZ,
M. C. and ZORIO GRIMA, A. (2003), “Los Comités
de auditorfa, ;utiles y necesarios”, Revista de
Contabilidad, 6(11), 87-122.

GROSSMAN, S. and HART, O. (1980), “Takeover
bids, the free-ride problem and the theory of the
corporation”, Bell Journal of Economics, 11, 42-64.
GUL, F.A.  (1999), “Audit prices, product
differentiation and economic equilibrium”, Auditing, A
Journal of Practice and Theory, 18 (1), 90-100.
HERMALIN, B. and WEIBASCH, M.S. (1988), “The
determinants of board composition”, Rand Journal of
Economic, 19 (4), 589-606.

HERMALIN, B. and WEIBASCH, M.S. (1991), “The
effects of board composition and direct incentives on
firm performance”, Financial Management, 20, 101-
112.

HERMALIN, B. and WEIBASCH, M.S (2003),
“Boards of Directors as an Endogenously Determined
Institution, A Survey of the Economic Literature”,
Federal Reserve Bank of New York Economic Policy
Review, April, 7-26.

JANIS, 1. (1989), Crucial Decisions. Free Press, New
York

JENSEN, M. (1993), “The modern industrial
revolution, exit and the failure of internal control
systems”, The Journal of Finance, 48, 831-880.
JENSEN, M.C. and MECKLING, W.H. (1976),
“Theory of the firm, Managerial behaviour, agency
costs and ownership structure”, Journal of Financial
Economics, 3(4), 305-360.

JOHN, K. and SENBET, L.W. (1998), “Corporate
governance and board effectiveness”, Journal of
Banking & Finance, 22, 371-403.

JOHNSON, E.; WALKER, K. and WESTERGAARD,
E. (1995), “Supplier Concentration and Pricing of

230

VIRTUS,

47.

48.

49,

50.

51.

52.

53.

54.

55.

58.

59.

60.

64.

65.

services in New Zealand”, Auditing, A Journal of
Theory and Practice, 2, 74-89.

KARIM, W. and MOIZER, P. (1996), “Determinants
of audit fees in Bangladesh”, International Journal of
Auditing, 31 (4), 497-509.

KIN, O.; KRACAW, W. and MIAN, S. (1995),
“Corporate takeovers, firm performance, and board
composition”, Journal of Corporate Finance, 1, 383-
412.

KLEIN, B. and LEFFLER, K. (1981), “The role of
market forces in assuring contractual performance”,
Journal of Political Economy, 89, 615-641.

KPMG’S AUDIT COMMITTEE INSTITUTE (2001),
Corporate Governance in Europe. Audit Committee
Quarterly.
www.kpmg.com/aci/international_europe.htm
INFORME DE LA COMISION ESPECIAL PARA EL
FOMENTO DE LA TRANSPARENCIA Y
SEGURIDAD EN LOS MERCADOS Y EN LAS
SOCIEDADES COTIZADAS (2003), Comision
Aldama, Madrid.

LA PORTA, R; LOPEZ DE SILANES, F. and
SHLEIFER, A. (1999), “Corporate ownership around
the world”, Journal of Finance, 54, 471-517.

LA PORTA, R; LOPEZ DE SILANES, F;
SHLEIFER, A. and VISHNY, R. (2001), “Investor
protection and corporate valuation”, Journal of
Finance, 57 (3), 1147-1170.

LATENE, B.; WILLIAMS, K. and HARKINS, S.
(1979), “Many hands make light the work; the causes
and consequences of social loafing”, Journal of
Personality and Social Psychology, 37, 822-832.

LAW 44/2002, of 22nd November 2002, Medidas de
Reforma del Sistema Financiera, BOE de 23 de
noviembre.

. LAW 26/2003, of 17th July 2003 Transparencia de

Sociedades Anonimas Cotizadas, (2003).

. LIPTON, M. and LORSCH, J. (1992), "A modest

proposal for improved corporate governance", Business
Lawyer, 48, 59-77.

MENON, K. and WILLIAMS, J.D. (1994), “The use of
audit committees for monitoring”, Journal of
Accounting and Public Policy, 13, 121-139.

MOIZER, P.; GARCIA BENAU, M.A.; HUMPHREY,
C. and VICO, A. (2004), “The corporate image of
auditors in a developing audit market within the E.U,
The case of Spain”, European Accounting Review, 13
(3), 506-582.

MONTERREY MAYORAL, J. (2004), “Informacion
contable y gobierno corporativo”, Revista de
Contabilidad, 7, monograph, 89-122.

. MORCK, R; SHLEIFER, A, and VISHNY, W. (1988),

"Management ownership and market valuation, an
empirical analysis", Journal of Financial Economics,
20, 292-315.

. NETER, J.; WASSERMAN, W. and KUTNER, M.

(1985), Applied statistical 2" Edition.

Homewood IL, Irwin.

models,

. O’REILLY, C.A.; CALDWELL, D.F. and BARNETT,

W.P. (1989), “Work group demography, social
integration, and turnover”, Administrative Science
Quarterly, 34, 21-37.

PALMROSE, Z. (1986), “Audit fees and auditor size,
Further evidence”, Journal of Accounting Research,
24(1), 97-110

PEARCE, J.A. and ZAHRA, S.A. (1992), “Board
compensation  from a  strategic  contingency

®

NTERPRESS



Corporate Ownership &I Control / Volume 6, Issue 3, Spring 2009 (Continued - 1)

66.

67.

68.

69.

70.

71.

72.

73.

74.

75.

76.

77.

78.

perspective”, Journal of Management Studies, 29, 411-
438.

PEEL, M.J. and ROBERTS, R. (2003), “Audit fee
determinants and auditor premiums, evidence from the
micro-firm sub-market”, Accounting and Business
Research, 33 (3), 207-233.

PFEFFER, J. (1972), "Merger as a response to
organizational interdependence”,  Administrative
Science Quarterly, 17, 382-394.

PIOT, CH. (2004), “The existence and independence of
audit committees in France”, Accounting and Business
Research, 34(3), 223-246.

PINCUS, K.; RUSBARSKY, M. and WONG, J.
(1989), “Voluntary formation of corporate audit
committees among NASDAQ firms”, Journal of
Accounting and Public Policy, 8(4), Winter, 239-265.
RAGHUNATHAN, B.; LEWIS, B. and EVANS, J.
(1994), “An empirical investigation of problem audits”,
Research in Accounting Regulation, 8, 33-58.
RAJGOPAL, S.; VENKATACHALAM, M. and
JIAMBALVO, J. (1999), “Is institutional ownership
associated with earning management and the extent to
which stock prices reflect future earnings?” Working
Paper, University of Washington.

REDIKER, K.J. and SETH, A. (1995), “Board of
directors and substitution effects of alternative
governance mechanisms”, Strategic Management
Journal, 16, 85-99.

REYES RECIO. L. E. (2000). La estructura de
propiedad y el consejo de administracion como
mecanismos de gobierno supervisores de las
actuaciones directivas, una aplicacion a las empresas
no financieras cotizadas en la Bolsa de Madrid.
Doctoral Thesis.

RICHARD, C. and VANSTRAELEN, A. (1999),
Renewable long-term audit mandates and audit quality,
A qualitative and quantitative analysis, Working Paper.
RODRIGUEZ GUTIERREZ, M. C. (2005), “Factores
relacionados con la constitucion voluntaria de Comités
de auditoria”, Revista Asturiana de Economia, 33, 137-
153.

ROSENSTEIN, S. and WYATT, J.G. (1990), “Outside
directors, board independence and shareholder wealth”,
Journal of Financial Economic, 26, 175-191.

RUIZ BARBADILLO, E.; BIEDMA LOPEZ, E. and
GOMEZ AGUILAR, N. (2005), Audit committee
independence in Spanish companies. 28" Annual
Congress of the European Accounting Association.
Gotenbourg, Sweden.

SANCHEZ BALLESTA, J. P. and GARCIA MECA,
E. (2004), “La influencia del gobierno corporativo en la
rentabilidad de las empresas espafiolas”, Boletin de
Estudios Economicos, 59(182), 305-322.

Appendices

Sample of companies with and without an audit committee

79.

80.

81.

82.

83.

84.

85.

86.

87.

88.

89.

90.

91.

92.

93.

SHLEIFER, A. and VISHNY, R. (1986), “Large
shareholders and corporate control”, Journal of
Political Economy, 94 (3), 458-461.

SHLEIFER, A. and VISHNY, R.W. (1997), “A survey
of corporate governance”, Jourhal of Finance, 52, 737-
783.

SHOCKLEY, R.A. (1982), “Perceptions of audit
independence, A conceptual model”, Journal of
Accounting, Auditing & Finance, 5, 126-143.

SONG, J. and WINDRAM, B. (2004), “Benchmarking
audit committee effectiveness in financial reporting”,
International Journal of Auditing, 8(3), 195-205.
STEINHERR, A. and HUVENEERS, CH. (1990),
Universal banks, the prototype of successful bank in
the integrated European market?, a view inspired by
German experience. CEPS.

TURLEY, S. and ZAMAN, M. (2004), “The Corporate
Governance effects of audit committees”, Journal of
Management and Governance, 8, 305-332.

TURPIN, R.A. and DEZOORT, F.T. (1998),
“Characteristics of firms that include an audit
committee in their annual report”, International Journal
of auditing, 2(1), 35-48.

WEIR, C.; LAING, D. and MCKNIGHT, P.J. (2002),
“Internal and external governance mechanisms, Their
impact on the performance of large UK public
companies”, Journal of Business Finance and
Accounting, 29 (5/6), 579-611.

WEISBACH, M. S. (1988), “Outside directors and
CEO turnover”, Journal of Financial Economic, 20,
431-460.

WHIDBEE, D.A. (1997), "Board composition and
control of shareholder voting rights in the banking
industry"”, Financial Management, 26 (4), 27-41.
WIBLIN, M. and WOOD, L.A. (1999), Are all agency
resolution mechanisms performance enhancing? 6th
Multinational Finance Society Congress, Toronto.
WILLEKENS, M.; BAUWHEDE, H.V. and
GAEREMYNCK, A. (2004), “Voluntary audit
committee formation and practices among Belgian
listed companies”, International Journal of Auditing,
8(3), 207-222

WOLNIZER, P. (1995), “Are audit committee red
herrings”, Abacus, 31(1), 45-66.

YERMARCK, D. (1996), "Higher market valuation of
companies with a small board of directors"”, Journal of
Financial Economics, 40, 185-213.

ZECKHAUSER, R.J. and POUND, J. (1990), "Are
large shareholders effective monitors? An investigation
of share ownership and corporate performance”. In
Hubbard, R.G. (ed.), Asymmetric information,
corporate finance and investment”. University of
Chicago Press, 149-180.

Table I. Study sample
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Table I1. Composition of Audit Committees

Panel A. Average number of members and audit committee meetings

Year NC NM NMMC= IND DOM oT EJE NR NMR=
NM/NC NR/NC

Total % | Total % | Total % Total %
1999 41 149 |3.63 66 44 | 67 45 |5 3 11 8 119 (290

NC, Number of audit committees in companies listed on the Spanish capital market
NM, Number of audit committee members

NMMC, Average number of audit committee members

IND, Number of independent audit committee members

DOM, Number of shareholder representatives on the audit committee

OT, Number of audit committee members who are not directors

EJE, Number of audit committee members who are executive directors

NR, Number of meetings held by the audit committee during the financial year
NMR, Average number of meetings held by the audit committee

Table I11. Descriptive statistics for the companies in the sample
Panel A. Dichotomous variables

Variable N Percentage dummy = 1(%)
CAUD 122 34
DPC 122 45
BIG5 122 92
PWC 122 22.13
AA 122 40.98
EY 122 12.30
KPMG 122 11.48
DT 122 4.92
OTFA 122 8.20
OPINAUD 122 12
INVINST 122 21
PERD 122 17

IE 122 1

IM 122 40
EGA 122 6
CON 122 5
COM 122 7
HOS 122 2
TAC 122 12

IF 122 12
AlA 122 15

Panel B. Continuous variables

Variable N Mean Median Standard Deviation

%INDEPCA 122 31.29 30.39 22.53
#MIEMBROSCA 122 10.16 9 475
DEA 122 4.78 3 3.78
TACTIVO(€) 122 2.554.927 276.382 15.000.000
TAM 122 12.58 12.53 1.95
LEV 122 51.90 50.45 28.79
%ACCMAN 122 6.87 0 13.98
GCP 122 34.92 29.87 25.62
cVv 122 12.66 2.58 56.43
RA 122 4.35 4.66 19.60

CAUD = 1 if the company has created an audit committee and 0 otherwise

DPC = 1 if the same person holds office as chairman of the Board of Directors and chief executive, and 0 otherwise
BIG5 =1 if the company is audited by one of the big five audit firms and 0 otherwise

PWC = 1 if the company is audited by PriceWaterhouseCoopers and 0 otherwise

AA =1 if the company is audited by Arthur Andersen and 0 otherwise

EY =1 if the company is audited by Ernst and Young and 0 otherwise

KPMG= 1 if the company is audited by KPMG and 0 otherwise

DT = 1 if the company is audited by Deloitte and Touche and 0 otherwise

OFTA =1 if the company is audited by other, non-big 5, audit firms and 0 otherwise

OPINAUD =1 if the audit report contains a qualification and 0 otherwise
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INVINST = 1 if the institutional investors hold seats on the Board of Directors and 0 otherwise

PERD =1 if the company incurred a loss in either of the two preceding financial years, and 0 otherwise

|IE = 1 if the company operates in the extractive industry and 0 otherwise

IM =1 if the company operates in manufacturing industry and 0 otherwise

EGA = 1 if the company operates in electricity, gas and water production and distribution, and 0 otherwise

CON = 1 if the company operates in construction industry and 0 otherwise

COM = 1 if the company operates in the retail sector, vehicle, motorcycle and moped repair, and personal and domestic consumer goods, and
0 otherwise

HOS = 1 if the company operates in hotel and catering sector and 0 otherwise

TAC = 1 if the company operates in the logistics and communications sector and 0 otherwise

IF = 1 if the company operates in the financial services industry and 0 otherwise

AIA = 1 if the company operates in the real estate sector and 0 otherwise

%INDEPCA = percentage of independent members on the Board of Directors measured as the ratio of independent to total board members
#MIEMBROSCA = Number of board members

DEA = number of years between initial auditor engagement and 1999 with no change in auditor

TACTIVO = Total assets expressed in thousands of euros

TAM = Natural logarithm of total assets as a surrogate for the size of the company

LEV = Leverage of level of indebtedness measured as the ratio of total debt to total assets

%ACCMAN = percentage of shares owned by management of the company

GCP = Concentration of ownership of the company measured as the percentage equity or shares held by the majority shareholder
CV = Sales growth measured as the ratio of the difference between current and prior year’s sales to prior year’s sales

RA = Return on assets measured as the ratio of income from ordinary activities to total assets

Table 1V. Descriptive statistics for the sample variables after the exclusion of financial institutions
Panel A. Dichotomous variables

Variable N Percentage dummy = 1(%)
CAUD 110 35
DPC 110 48
BIG5 110 91
PWC 110 20
AA 110 40.91
EY 110 11.82
KPMG 110 12.73
DT 110 5.45
OTFA 110 9.09
INVINST 110 22
OPINAUD 110 14
PERD 110 19

IE 110 1

IM 110 45
EGA 110 6
CON 110 5
COM 110 8
HOS 110 2
TAC 110 14

IF 110 3
AlA 110 16

Panel B. Continuous variables

Variable N Mean Median Standard Deviation
%INDEPCA 110 32.27 30.89 21.35
#MIEMBROSCA 110 10.11 9 4.37
DEA 110 4.69 3 3.73
TACTIVO(€) 110 765.667 247.906 1.883.097
TAM 110 12.31 12.42 1.76

LEV 110 47.90 49.15 27.29
%ACCMAN 110 6.90 0 14.16
GCP 110 32.62 28.30 22.79

CVv 110 15.03 4.86 58.95
RA 110 4.62 6.12 20.63
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Table V. Difference in mean scores for the independent and control variables between companies with and

without an audit committee for the total sample (N = 122 companies)

Variable Companies with an audit Companies without an Difference between | Univariate test”
committee (N=41) Mean audit committee (N=81) means (sig.)
(DT) Mean (Companies with AC —
(DT) Companies without
AC)
%INDEPCA 38.12 27.84 10.27 -2.696***
(17.34) (24.12) (.008)
#MIEMBROSCA 10.89 9.74 1.23 -1.361
(4.68) (4.775) (.176)
#MIEMBROSCA? 141.90 117.24 24.66 .948
(125.34) (140.62) (.345)
DPC .51 42 .09 .603
(.506) (.497) (.437)
BIG5 .93 91 .02 .000
(.26) (.28) (1.000)
DEA 4.85 4.74 A1 -.155
(3.92) (3.73) (.877)
OPINAUD .10 14 -.04 .100
(.:30) (.34) (.752)
TAM 13.05 12.34 0.71 -1.900*
(1.70) (2.04) (.060)
LEV 50.38 52.67 -2.29 413
(22.41) (31.63) (.681)
%ACCMAN 4.14 8.25 -4.11 1.777*
(9.81) (15.54) (.078)
GCP 30.22 37.30 -7.08 1.450
(21.82) (27.15) (.150)
INVINST .20 .22 -.02 .012
(.40) (.42) (.911)
PERD 12 .20 -.08 -1.311
(:33) (.40) (.192)
cv 28.51 4.64 23.87 1.822*
(79.29) (38.46) (.074)
RA 5.72 3.65 2.07 .625
(6.90) (23.57) (.429)
IE .02 .00 .02 21
(.15) (.00 (.727)
IM .27 A7 -.20 3.772*
(.45) (.50) (.052)
EGA .10 .04 .06 .894
(:30) (.19) (.344)
CON .10 .02 .08 1.729
(:30) (.16) (.189)
HOS .02 .01 .01 .000
(.15) (.11) (1.000)
TAC 12 12 .00 .000
(:33) (.33) (1.000)
IF 12 12 .00 .000
(.33) (.33) (1.000)
AlA .15 15 .00 .000
(.36) (.36) (1.000)
COM .10 .06 .04 122
(:30) (.24) (.727)

AThe t test was used to analyze the difference between the continuous variables, and Pearson’s chi-squared for the dichotomous variables
*** Significant at the 1% significance level
** Significant at the 5% significance level
* Significant at the 10% significance level
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Table VI. Difference in mean scores for the independent and control variables between companies with and
without and audit committee excluding financial institutions from the sample (N = 110 companies)

Variable Companies with an audit Companies without an Difference between | Univariate test”
committee (N=38) Mean audit committee (N=72) means (sig.)
(DT) Mean (Companies with AC —
(DT) Companies without
AC)
%INDEPCA 36.86 29.85 7.01 -1.800*
(17.35) (22.86) (.075))
#MIEMBROSCA 10.89 9.69 1.2 -1.374
(4.72) (4.15) (172)
#MIEMBROSCA? 140.42 110.97 29.45 1.329
(127.14) (100.70) (.187)
DPC .55 A4 A1 773
(.50) (.50) (.379)
BIG5 .92 .90 .02 .000
(.27) (.29) (1.000)
DEA 4.79 4.64 15 -.200
(3.93) (3.65) (.842)
OPINAUD A1 .15 -.04 159
(.31) (.36) (.690)
TAM 12.99 11.95 1.04 -3.025***
(1.66) (21.73) (.003)
LEV 47.96 47.88 .08 -.015
(22.88) (30.27) (.988)
%ACCMAN 3.47 8.71 -5.23 2.226**
(8.49) (16.15) (.028)
GCP 30.84 33.56 -2.72 .595
(22.33) (23.13) (.553)
INVINST .18 .24 -.06 147
(.39) (.42) (.701)
PERD 13 .22 -.09 .801
(.34) (.42) (.371)
CcVv 31.25 6.47 24.78 1.758*
(81.79) (40.41) (.085)
RA 6.02 3.88 2.14 -.515
(7.08) (25.02) (.607)
IE .03 .00 .03 107
(.16) (.00 (.744)
IM .29 .53 -.24 4.794**
(.46) (.50) (.029)
EGA A1 .04 .07 .790
(.31) (.20) (.374)
CON 11 .03 .08 1.588
(.31) (.16) (.208)
HOS .03 .01 .02 .000
(.16) (.11) (1.000)
TAC 13 14 -.01 .000
(.34) (.35) (1.000)
IF .05 .01 .04 .326
(.23) (.12) (.568)
AlA .16 17 -.01 .000
(.37) (.38) (1.000)
COM A1 .07 .04 .082
(.31) (.26) (.775)

AThe t test was used to analyze the difference between the continuous variables, and Pearson’s chi-squared for the dichotomous variables
*** Significant at the 1% significance level
** Significant at the 5% significance level
* Significant at the 10% significance level
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Table VII. Results of the logistic regression for the total sample (N = 122 companies)

CAUD; = i, + $1%INDEPCA + B2# MIEMBROSCA + f3;# MIEMBROSCA? + 3,DPD + 3;BIG5 +
SsDEA+ Z,0PINAUD + B,TAM + +B,LEV + B,,%ACCMAN + $3,,GCP + S, INVINST + 8,,PERD +

8
+ uCV + BisRA+ D" BSECT, + ¢

i=1

Variables Predicted Estimated Wald Significance
sign parameters test

CONSTANT +/- -4.719 2.740 .098*
%INDEPCA + .041 8.748 .003***
#MIEMBROSCA +/- .267 1.897 .168
#MIEMBROSCA? +/- -.011 2.945 .086*
DPC — -.100 .032 .857
BIG5 — -.261 .085 771
DEA + -.099 1.728 .189
OPINAUD + -.866 951 .329
TAM + 327 2.965 .085*
LEV + -.008 AT74 491
%ACCMAN — -.028 1.375 241
GCP — -.012 1.154 .283
INVINST + 214 .085 770
PERD + -.104 .019 .890
Ccv — .010 4.053 .044*>*
RA — -.002 .011 916
IE +/- 23.161 .000 1.000
IM +/- -1.848 4.452 .035**
EGA +/- -.162 .015 .902
CON +/- -.481 126 722
HOS +/- -3.369 2,515 113
TAC +/- -.830 .659 417
IF +/- -.248 .050 .823
AlA +/- -1.532 2.135 144

Chi%= 36.863** (Sig. .034)
Pseudo R*= 36.20%
% Classification = 87.70%

*** Significant at the 1% significance level
** Significant at the 5% significance level
* Significant at the 10% significance level

Table VIII. Results of the logistic regression excluding financial institutions from the sample (N = 110)

CAUD; = f3, + f1%INDEPCA + B2# MIEMBROSCA + f3;# MIEMBROSCA® + 3,DPD + f3;BIG5 +
SsDEA + B,0PINAUD + B, TAM + + 5, LEV + B,,% ACCMAN + £3,,GCP + 3, INVINST + f3,,PERD +

8
+ B1CV + BisRA+ > BSECT, + &

i=1

Predicted Estimated Wald Significance
Variables sign parameters test
CONSTANT +- -4.745 1.951 .162
%INDEPCA + .043 7.389 .007***
#MIEMBROSCA +/- -.363 1.635 201
#MIEMBROSCA? +/- .013 1.417 234
DPC — .216 138 .710
BIG5 — -.520 .315 574
DEA + -.145 2.986 .084*
OPINAUD + -1.962 3.388 .066*
TAM + .650 7.196 .007***
LEV + -.003 .049 .824
%ACCMAN — -.029 1.342 247
GCP — -.018 1.644 .200
INVINST + 225 .086 770
PERD + -.252 105 746
cv — .010 3.380 .066*
RA — -.012 274 .601
IE +- 25.662 .000 .999
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IM
EGA
CON
HOS
TAC
IF
AlA

+/-
+/-
+/-
+/-
+/-
+/-
+/-

-2.021
-1.223
-.679
-4.192
-1.102
2.929
-1.699

4.385
751
.236

3.466

1.001

2.031

2.228

.036**
.386
.627

.063*
317
154
.136

Chi’= 41.043** (Sig. .012); Pseudo R*= 43%:; % Classification = 88.90%

*** Significant at the 1% significance level; ** Significant at the 5% significance level; * Significant at the 10% significance level

Table IX. Spearman’s correlation coefficient for the total sample

***The correlation is significant at 1%; **The correlation is significant at 5%
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%INDE | #MIEM | DPC BIG5 DEA | OPINA | TAM LEV | %aAcc | ccp [ INVIN | PERD cv
PCA | BROS uD MAN ST
CcA
#MIEMBR | -.042
0SCA
DPC 224%* .107
BIG5 - .158 .091
.188**
DEA .052 .286** .031 .083
OPINAU .043 .034 .062 -.161 -.072
D
TAM - .395** .162 243** - 206**  -.039
195** * *
LEV -.094 -.096 112 .062 -.101 .070 .356**
%ACC- -.001 - -.058 - -.129 -.066 -.146 .050
MAN .199** 221**
GCP - -.106 -098  .221**  -.023 -150  .256** .108 .038
.364** *
INVINS -.077 135 132 .010 -.086 -.012 -.012 .025 A479*%* 016
T *
PERD .100 - 111 - -.167 .292%* - 151 .016 =177  -.078
.201** .180** * .254%**
CcVv .044 .049 .203** .024 -.008 - -.024 -.020 .048 .027 .091 .006
.185**
RA .003 -.015 .105 .098 -.023 - - - .011 106 -.065 - .245%*
230%*  223**  351** .355** *
IE -.053 .057 -.082 .027 116 243**  -105 -.076 -.080 .089  -.047 -.041 -.071
*
IM 123 - -.003 -.060 -177 101 - - .077 -09% -059 -.019 -.042
242%* .285%*  261**
EGA -112 319*%*  201** .074 142 .015 .343** 116 -.065 -.073  -.042 -112 127
* *
CON .100 .187** 175 .068 248**  -085  .198**  -.038 -.016 .045 .067 -.104 .005
*
HOS .148 -.039 142 .039 .060 -.048 .104 .060 .012 -071  -.067 112 .165
TAC -.010 .106 .162 .021 -.155 -.064 -.097 .072 -014 -010 .232* .094 .020
*
IF - .047 - 112 .058 -.064  .354** 380** -012 .218* -.012 -171 -
221** .239** * * * 268**
* *
AIA .053 -.106 - - .051 -.015 - -.139 -.033 =117 -.047 178 188**
A91%*  213** .198**
COM -.048 -.034 -.004 .084 -.017 -.010 -.003 .037 .012 109 -.070 .037 -.039
RA | IE [ IM [ eeca | con Hos | TAac ] IF [ AA
IE 102
IM 212%* -.074
EGA .028 -.022 -.202**
CON -.069 -.021 -.186** -.056
HOS -.058 -.012 -.106 -.032 -.029
TAC .037 -.034 -.307*** -.092 -.085 -.048
IF -.258*** -.034 -.307*** -.092 -.085 -.048 -.140
AIA -.208** -.038 -.341%** -.103 -.095 -.054 -.156 -.156
COM .187** -.026 -.231** -.070 -.064 -.036 -.106 -.106 -.117
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Table X. Spearman’s correlation coefficient excluding financial institutions from the sample

***The correlation is significant at 1%; **The correlation is significant at 5%

Notes

%INDE | #MIEM | DPC BIGS DEA | OPINA | TAM Ltev | %acc | aep | invin | PERD cv
PCA | BROS ub MAN ST
cA
#MIEMBR | -.179
0SCA
DPC .209** .074
BIG5 - 179 115
.196**
DEA .020 .225%* .016 .083
OPINAU .029 .032 .041 -.151 -.073
D
TAM -.149 A49** - 254%*  231**  203** .006
* *
LEV -.025 -102  .226** .016 -.140 131 .215%*
%ACC- .034 - -.038 - -.135 -.072 =177 .072
MAN 201%* 235%*
GCP - 013 -053  225*% 020  -144 .237** 036 .00l
277%%
INVINS | -104 114 151 014  -145 -017 -016  .051  457** 025
T *
PERD .088 - .087 -.168 =172 279** - .229%* .015 - -.089
227** * .218** 167
Ccv -.020 .020 154 .055 .000 - 133 154 .059 118 .088 -.050
244%*
RA -.045 -.017 .051 133 .001 - -.126 - -.002 175 -.076 - 151
.284** .219** A16**
* *

IE 086 059  -092  .030 124  241% -104 -085 104 -051 -047  -.095
IM 095 - 059 -035  -184 070 - -071 081 -  -075 -063  -.165
.285** .207** .054

*
EGA -137  337**  196** 082 153 005 .401** 159  -069 -  -048 -127 114
* * .063
CON .098 .196** .169 .076 .268**  -095  .258** 181 -.018 .063 .067 -.117 .006
HOS .158 -.043 141 .043 .071 -.054 139 -.001 .013 - -.072 107 167
.068
TAC -.030 .108 147 .034 -.162 -.081 -.053 .094 -018 .014 .239* .077 -.011
*
IF - 223**  -161 .053 .053 .096 .034 135 .001 138 .047 -.081 .018
.209**
AIA .035 -.126 - - .060 -.033 -.161 -.054 -.037 - -.055 .160 -.156
230%* . 202** .104
COM -.072 -.043 -.022 .098 -.011 -.022 .035 -.094 .025 140 -.077 .024 -.064
RA | IE [ IM [ eeca | con Hos | TAC IF [ AA
IE 101
IM .150 -.086
EGA -.006 -.025 -.234**
CON -.116 -.023 -.215%* -.063
HOS -.085 -.013 -122 -.0355 -.033
TAC .016 -.038 -.356*** -.104 -.095 -.054
IF .031 -.016 -.150 -.044 -.040 -.023 -.067
AlA - 272%** -.042 -.396*** -.115 -.106 -.060 -.176 -.074
COM .163 -.029 -.268*** -.078 -.072 -.041 -.119 -.050 -132

! For more details about the relationship between these variables and the efficiency of company boards, see John and Senbet
(1998).

2 All of the values for the independent variables have been estimated for 1999, because the analysis focuses on the factors that
might explain voluntary AC formation in that year.

% The coefficients of the sector dummy variables may be interpreted as representing differences between industries as regards
the formation of audit committees with respect to the sector excluded from the regression model.
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