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ABSTRACT :

One of the board of directors’ responsibilities is to monitor the quahty of 1nformat10n disclosed in financial reports. The boards structural and
compositional characteristics can affect the quality of reported accounting information. The aim of this study was to investigate the effects of
the board’s structural and compositional characteristics on the quality of accounting information of companies listed on the Brazilian Secu-

- rities, Commodities, and Futures Exchange (Bolsa de Mercadorias e Futuros - BM&FBovespa). Specifically, the characteristics studied were
the size and independence of the board of directors and separation of the roles of chairman and executive director. Accounting information
relevance and earnings informativeness were used as proxies for the quality of accounting information. The sample included non-financial
companies listed on the BM&FBovespa with annual stock market hqu1d1ty higher than 0.001, covering the period from 2008-2011. Data were
collected from the Economitica’ database and directly from companies’ annual reports and reference forms available on the Securities Com-
mission (Comissao de Valores Mobilirios - CVM) or BM&FBovespawebsites. Data analysis was-undertaken using the multiple regression -
technique for calculating the models of accounting information relevance and earnings informativeness. The results reveal that, for companies
that trade stocks on the BM&FBovespa in the Brazilian market, the characteristics of board 1ndependence and separation of the roles of chair-

~ man and executive director positively influence the quality of reported accounting information, specifically regarding the relevance of equity.
Earnings informativeness is positively affected by board independence and negatively affected by larger board size (more than nine members).
Overall, the results corroborate international studies such as those of Vafeas (2000), Firth, Fung, and Rui (2007), Ahmed, Hossain, and Adams
(2006) and Dimitropoulos and Asteriou (2010), especially regarding board independence. The study showsthat stronger governance structu-

- res havea positive effect on the quality of reported accounting information. ;
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1 INTRODUCTION

Studies on corporate governance have received gro-
wing academic and business attention, and according to
Gillan (2006), the number of studies has increased dra-
matically in the last decade. Among these studies, discus-
sions on board composition have examined issues related
to the size of the board, the executive director’s participa-
tion on the board, and the proportion of board indepen-
dence (Adams, Hermalin, &Weisbach, 2010; Anderson,
Mansi, &Reeb, 2004).

According to Jensen (1993), the board is responsible
for a company’s internal control systems and has the ulti-
mate responsibility for the operation of the company. Bo-
ards define the rules for the chief executive officer (CEO/
executive director) regarding hiring, firing, and compen-
sation plans and provide high-level advice. Fama and Jen-
sen (1983) attribute to boards the functions of ratification
of project proposals suggested by management and moni-
toring the implementation of these projects.

For Vafeas (2000), boards are responsible for monito-
ring the quality of information contained in financial re-
ports because managers often have their own interests and
incentives with regard to managing earnings and poten-
tially misleading stock holders.

Agency conflicts and information asymmetry can be
observed in the activities of modern organizations. Lopes
(2008, p.172) argues, “[...] One cannot aspire to conduct
a serious study of modern organizations without conside-
ration of these two factors,” and notes that accounting is a
way to reduce information asymmetry.

Studies on the characteristics of corporate governance,
in particular those related to the board of directors and
the quality of accounting information, are already availa-
ble in the international literature, including, for example,
the studies by Vafeas (2000), Firth et al. (2007), Ahmed et
al. (2006), Dimitropoulos and Asteriou (2010), Abdoli and
Royaee (2012), Habib and Azim (2008), Alkdai and Hane-
fah (2012), and Alves (2011), among others.

In Brazil, the research has generally addressed broad
characteristics of corporate governance and quality of ac-
counting information, such as the studies by Lopes and
Walker (2008) and Antunes, Teixeira, Costa, and Nossa
(2009). Because the board’s structural and compositional
characteristics can affect the quality of reported financial
information, and empirical evidence on these effects in
Brazil is scarce, this study aims to investigate the following

2 THEORETICAL FRAMEWORK

question: What is the effect of the board’s characteristics on
the quality of financial information of companies listed on
the BM&FBovespa?

In line with the proposed research problem, the aim of
this study is to investigate the effects of board size and inde-
pendence as well as of the separation of the chairman and
executive director’s roles on accounting information rele-
vance and earnings informativeness of companies listed on
the BM&FBovespa.

According to Lopes and Walker (2008), most studies
linking corporate governance to financial information use
data from the United States and United Kingdom, where the
level of investor protection is already high. These authors
argue that studies of this relationship in companies from
institutional environments that are considered poor, such as
Brazil, are important.

The results of this research will provide a new perspec-
tive on the quality of accounting information in interaction
with other corporate governance mechanisms, filling a gap
in the national literature and contributing to the more de-
veloped international literature on the subject. The choice
of accounting information relevance and earnings infor-
mativeness as proxies for the quality of accounting infor-
mation is justified because these parameters are used inter-
nationally in studies investigating the interaction between
corporate governance and the quality of accounting infor-
mation, as observed by Vafeas (2000), Firth et al. (2007),
Habib and Azim (2008), and Alkdai and Hanefah (2012).

Our analysis of the effect of the board’s characteristics
on the quality of accounting information disclosed by com-
panies can contribute to a better understanding of both
areas and assist in understanding the role of the board of
directors within companies attempting to mitigate conflicts
of interest. It may also assist corporations in forming their
boards by using structures that convey greater credibility
to the investor. Furthermore, it is hoped that the results of
this study will contribute to the development of advisors,
investors, creditors, and scholars.

The study is divided into five sections, including this
introduction. The second section covers the theoretical fra-
mework and the development of the hypotheses. The third
section addresses the research methodology, while the
analyses and a discussion of the results are presented in the
fourth section. The concluding remarks and suggestions
for future studies are reported in the fifth section.

2.1 Agency Theory.
Jensen and Meckling (1976) report that the presence of
a separation between ownership and management in most
large companies allows administrators not to assume the
financial burdens of their decisions. The separation of ow-
nership and control of a company appears as a triggering

factor for the problem of agency.

In cases where there are controlling stockholders and
less liquid secondary markets, Bratton and Mccahery
(1999) suggest the use of internal management control
mechanisms as an alternative for the protection of mi-
nority stockholders. The board of directors is a valid op-
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tion in this regard. For La Porta, Lopez-De-Silanes, Sh-
leifer, and Vishny (2000), investor protection is crucial
because in many countries expropriation of minority
stockholders and creditors by controlling stockholders
is extensive.

In reviewing the accounting research related to cor-
porate governance, Bushman and Smith (2001) show that
accounting can be used as a control mechanism through
which investors and stockholders can monitor managers’
actions. The authors also claim that accounting plays an
important role in contracts established with managers be-
cause it provides variables for defining the basis of their
benefit plans (incentives).

“Agency conflict is exacerbated by the problem of
information asymmetry” (Lopes, 2008, p.182). Ac-
cording to the author, accounting can contribute to a
company’s corporate governance mechanisms by pro-
viding useful information to decision makers and the-
refore reducing information asymmetry and the impact
of agency conflicts.

2.2 Boards of Directors.

Hermalin and Weisbach (2003) argue that boards do
not exist only to satisfy legal requirements because if
so0, their composition would also be legally demanded,
whereas in practice, different compositions are obser-
ved. The authors argue that if board composition were
merely the result of laws, somewhere in the world, there
would be a lobby to eliminate any requirements.

For Hermalin and Weisbach (2003), boards are a ma-
rket solution that helps to mitigate the agency proble-
ms that plague any large organization. Whatever their
virtues or problems, boards of directors are part of the
market solution to problems with contracts.

According to Alves (2011), the ability of managers
to manage an organization’s reported results is limited
by the effectiveness of internal controls, including that
of boards. Boards are responsible for monitoring the
quality of information contained in financial state-
ments and thus controlling the behavior of managers to
ensure that their actions are aligned with the interests
of stakeholders.

Authors such as Anderson, Mansi, and Reeb (2004)
argue that boards of directors are responsible for mo-
nitoring, evaluating, and disciplining the management
of a company, and oversight of financial reporting is
one of the most important responsibilities of the board
from the point of view of creditors. Beekes, Pope, and
Young (2004) believe that financial reports represent a
particularly clear example of an activity in which the
interests of managers and stockholders may not be per-
fectly aligned.

In Brazil, boards originate from a legal provision and
consist of a deliberative body composed of at least three
members, as required by art. 140 of the Corporations
Act - Law 6,404 of December 15, 1976 and amendments.
According to article 142 of this law, boards have the role
of monitoring management activities.

2.3 Quality of Accounting Information.

Due to capital market growth since the 1960s, espe-
cially in North America, and the development of financial
theories, accounting has expanded its field of research.
The information contained in figures recorded through
accounting has therefore been the subject of several stu-
dies under an information approach (Lopes, 2002).

The seminal studies of Ball and Brown (1968) and Be-
aver (1968) provide evidence that accounting information
is reflected in stock prices and demonstrate the importan-
ce of accounting for investors.

However, according to Brown, He, and Teitel (2006),
this reflex can be influenced by the relevance and reliabi-
lity of the financial statements prepared by management.
Earnings reported in financial statements are the joint
responsibility of managers and auditors.

In Brazil, studies by Lopes and Walker (2008) and An-
tunes et al. (2009) evaluate the quality of accounting in-
formation and corporate governance. Lopes and Walker
(2008) use the corporate governance index of Brazil and
conclude that the quality of earnings of cross-listed Bra-
zilian companies with good governance is similar to the
quality reported for companies in developed common-
-law countries.

Antunes et al. (2009) investigate the impact of different
levels of the BM&FBovespa on the quality of accounting
information based on a sample covering the years from
1996-2006. They conclude that in general, the different
levels do not affect quality. The authors only observe a re-
lationship with conservatism when a broader governance
index is used.

By providing empirical evidence, Gabriel (2011) de-
monstrates that the structure of corporate governance can
positively influence the quality of accounting information
produced by a company and disclosed to stockholders.

According to Barth, Beaver, and Landsman (2001),
accounting information is relevant when there is a signi-
ficant relationship with stock price, i.e., when the infor-
mation is important to investors in valuing the company
and is measured in a sufficiently reliable manner to be re-
flected in its stock price.

The relevance model is based on the premise that the
stock price (market value) is a variable that can be ex-
plained by accounting earnings under the hypothesis that
current earnings contain information about future net
cash flows (Kothary& Zimmermann, 1995). According
to Habib and Azim (2008), the justification for including
equity in the relevance model is based on the assumption
that the book value of equity is a proxy for the present
value of expected normal future profitability and that it
reveals a company’s liquidation value.

According to Sarlo Neto (2009), informativeness is a
measure of the intensity of the relationship between ac-
counting information and stock returns and is usually re-
presented by the association between stock price returns
and accounting earnings. The stronger the relationship
between stock returns and accounting earnings, the grea-
ter the earnings informativeness (Sarlo Neto, 2009).
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The central idea in accounting earnings informati-
veness is the use of accounting earnings by investors as
useful information for adjusting their expectations. The-
refore, if accounting earnings contain new information
(surprises), it will cause adjustments in investors” expec-
tations and hence to the stock price and market value of
the company; otherwise, there will be no impact (Sarlo
Neto, 2009).

2.4 Studies on Quality of Accounting
Information and Board Characteristics.

This section aims to summarize the literature that
jointly addresses the relationship between the quality of
accounting information and the composition of boards
of directors. It contains evidence of previous studies con-
ducted in markets outside of Brazil.

Table 1 summarizes the main results of international

An analysis of the studies listed in Table 1 reveals
international evidence that boards with fewer members
are associated with a higher quality of accounting infor-
mation, as noted by Vafeas (2000), Ahmed et al. (2006),
and Alves (2011).

The board’s greater independence is another aspect
associated with a higher quality of accounting infor-
mation, as observed in studies by Beekes, Pope, and
Young (2004), Firth et al. (2007), Ahmed and Duell-
man (2007), Marra, Mazzola, and Prencipe (2009),
Dimitropoulos and Asteriou (2010), and Abdoli and
Royaee (2012).

The participation of the executive director as the
chairman of the board of directors has also been studied
internationally, and there is evidence that such partici-
pation negatively affects the quality of accounting infor-
mation, as expressed in the results of studies by Lara,

research pertaining to the subject of the present study.

Table 1

Osma, and Penalva (2007) and Firth et al. (2007).

Summary of results of major international studies

Authors

Period

Country

Main results

Vafeas (2000)

1990-1994

United States

The results show that the earnings of companies with smaller boards are
perceived as more informative by market participants; however, no evidence
is found that a larger proportion of independent directors increases earnings
informativeness.

Xie, Davidson, and Dadalt (2003)

1992, 1994,
and 1996

United States

The authors’ conclusion is that the financial expertise of members of boards and
committees and the activities of these groups are important factors in limiting
managers'results management.

Beekes, Pope, and Young (2004)

1993-1995

United Kingdom

The results show that companies with a higher proportion of external directors
are more likely to recognize bad news in the results in a timely manner.
However, companies with boards with a relatively high proportion of external
directors do not exhibit greater conservatism regarding the recognition of good
news.

Ahmed, Hossain, and Adams
(2006)

1991-1997

New Zealand

The results show that earnings informativeness is negatively related to the size
of the board.

Firth, Fung, and Rui (2007)

1998-2000

China

Empirical results find that companies with more independent directors that
separate the roles of chairman and executive director have greater earnings
informativeness.

Ahmed and Duellman (2007)

1999-2001

United States

The results indicate that accounting conservatism is positively associated with
the equity participation of independent directors and negatively associated with
the percentage of insider directors.

Lara, Osma, and Penalva (2007)

1997-2002

Spain

Empirical evidence indicates that companies in which the executive director
has little influence on the functioning of the board have a higher degree of
accounting conservatism.

Habib and Azim (2008)

2001-2003

Australia

The results indicate that companies with strong governance structures have
greater accounting information relevance.

Marra, Mazzola, and Prencipe
(2011)

2003-2006

Italy

The results suggest that independence of the board of directors and the
existence of audit committees play important and effective roles in reducing
earnings management after the adoption of the International Financial Reporting
Standards (IFRS) in the country.

Dimitropoulos and Asteriou (2010)

2000-2004

Greece

The results demonstrate a positive relationship between accounting earnings
informativeness and the percentage of independent directors but find no
relationship with board size.

Alves (2011)

2002-2007

Portugal

The results suggest that a smaller board composed mostly of non-executive
directors improves the quality of accounting earnings by demonstrating a
negative relationship with earnings management. There is evidence that a larger
board has a positive relationship with earnings management.

Alkdai and Hanefah (2012)

2007-2009

Malaysia

The results do not identify relationships between the size and independence
of the board of directors, the separation of roles, and the number of Muslim
directors with accounting information relevance.

Abdoli and Royaee (2012)

2005-2010

Iran

The results indicate greater earnings informativeness in companies with a higher
percentage of independent directors in which the chairman is also the executive
director.




Effects of Board of Directors’ Characteristics on the Quality of Accounting Information in Brazil

Given the general characteristics of boards as dis-
cussed by Xie, Davidson, and Dadalt (2003) and Ha-
bib and Azim (2008), it is possible to observe that the
board’s structure affects the quality of accounting in-
formation.

When considering the results of the studies presented
in Table 1 as a whole, it is possible to observe a tendency
for board composition to have an effect on the quality of
accounting information. However, it is not possible to
state that these effects occur in all types of markets, as
shown by the results of Alkdai and Hanefah (2012), who
find no empirical evidence of such effects.

It is therefore timely to investigate the Brazilian ma-
rket based on the hypothesis that board characteristics
affect the quality of accounting information reported to
users in this market.

2.5 Development of Study Hypotheses.

2.5.1 Hypotheses related to board size.

Board efficiency involves the issue of increases in
coalition costs between members and the fact that bo-
ards with more members have greater difficulty finding
time to discuss and reach consensus on issues pertaining
to the company’s organizational structure (Firth, Fung,
&Rui, 2006).

Lipton and Lorsch (1992) suggest that one reason
for the lack of meaningful dialogue on boards is their
size. According to the authors, when a board has more
than ten members, it becomes difficult for everyone to
express their opinions and ideas in the limited time avai-
lable for meetings.

According to Ahmed and Duellman (2007), larger
boards can face the problem of “free riding” in the sense
that the members of the board depend on each other to
monitor management. Jensen (1993) believes that as the
number of directors increases, the board’s efficiency de-
creases, and internal conflicts can arise.

For Vafeas (2000), the possibility exists that boar-
ds can be considered effective when they have an in-
termediate number of members. In line with the views
of Linpton and Lorsch (1992) and Jensen (1993), the
Brazilian Institute of Corporate Governance (Institu-
to Brasileiro de Governanga Corporativa - IBGC), in
its Manual of Good Corporate Governance Practices
(IBGC, 2009), recommends that boards be composed of
a minimum of five members and a maximum of eleven
members.

Based on these initial considerations, this study’s hy-
potheses related to board size are as follows:

+ Hypothesis la: Board size, in particular boards with
a higher number of members, is negatively related to
accounting information relevance.

+ Hypothesis 1b: The informativeness of reported ac-
counting earnings is negatively related to board size.

¢ Hypothesis 1c: Earnings informativeness is greater in
companies that meet the IBGC’s recommendations

on the number of members on the board of directors.

2.5.2 Hypotheses relating to board independence.

Boards of directors dominated by independent direc-
tors are more effective in exercising their control function
because they are less influenced by management (Fama&
Jensen, 1983). Beasley (1996) concludes that monitoring
of the quality of financial reporting by independent direc-
tors reduces the likelihood of financial fraud.

For Beekes et al. (2004), insider directors are loyal
to the executive director/CEO due to their interest in
remaining employed by the company; the incentive for
them to monitor the quality of accounting information
is therefore considerably less than for independent di-
rectors.

According to Lopes and Walker (2008), the presence
of an independent board of directors can be perceived
by the market as a sign that a company is committed to
behaving according to the basic rules of good conduct.

The hypotheses relating to board independence are
as follows:
¢ Hypothesis 2a: Board independence is positively re-

lated to accounting information relevance.

+ Hypothesis 2b: Reported accounting earnings infor-
mativeness is positively related to the percentage of
board independence.

2.5.3 Hypotheses relating to the separation of chair-
man and executive director/CEQO roles.

Jensen (1993) states that when the CEO also holds
the position of chairman of the board, internal control
systems, such as the board of directors, may not effecti-
vely fulfill their main control functions. For Fama and
Jensen (1983), it is inappropriate for the same individual
to be responsible for the implementation and monito-
ring of decisions. According to these authors, this dual
responsibility decreases the efficiency of board control.

Authors such as Yermark (1996) and Brown and
Caylor (2006) obtain evidence that the market value of
a company is greater when the CEO and chairman roles
are occupied by different people.

The occupation of the roles of chairman and execu-
tive director by the same person can reduce the inde-
pendence of the board as well as its ability to control
managers effectively. One effect could be a decreased
dissemination of timely and relevant information to ex-
ternal stakeholders (Gul & Leung, 2004).

The hypotheses relating to the separation of the chair-
man and executive director/CEO roles are as follows:
¢ Hypothesis 3a: The separation of the roles of chair-

man of the board and executive director is positively

related to accounting information relevance.

+ Hypothesis 3b: Accounting earnings informativeness
is greater in companies where there is a separation
between the roles of chairman of the board and exe-
cutive director/CEO.
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3 RESEARCH METHODOLOGY

The sample comprises active companies listed on the
BM&FBovespa for which data were available for the pe-
riod from 2008-2011. The sample was selected based on
annual stock market liquidity above 0.001. This criterion
was used to ensure that the sample companies had at least
a minimum number of asset trades because companies
with very low liquidity are less likely to possess quotations
that approximate their market values, which is important
for this study. Financial companies and mutual funds
were excluded from the sample due to their peculiarities
regarding the calculation of results and the fact that their
accounting structures are not analogous to those of other
companies according to Moreira, Colauto, and Amaral
(2010).

The financial statement disclosure date was considered
to be the record date of sending the file to the CVM, if
before 5pm, or the day after in other cases, because the
closing time of the Sao Paulo Stock Exchange is 5pm. This
parameter was specifically used in to ascertain the stock
price and the value of the Bovespa index.

The boards’ characteristics were obtained by consul-
ting the annual reports (AR) for the years 2008 and 2009
and reference forms (RF) for the years 2010 and 2011. The
AR or RF used for the collection of information regarding

board characteristics was the last one sent to the CVM
prior to the disclosure date of the financial statements,
considering that these documents are public information
available on the presentation date of the financial infor-
mation of interest.

Stock prices, the value of the Bovespa, and informa-
tion on the boards of directors were collected manually by
company and year according to the disclosure date of the
companies’ financial statements.

For variables that use accounting information, the
base collection date was the closure of the accounting year
on December 31. Figures for the last trading day of the
year, i.e., December 30, were used for market value. Data
were collected using the Economatica” software.

The final sample is composed of 678 observations from
207 different companies belonging to 19 sectors of the
economy according to the Economatica’ classifications.

Toachieve the proposed objectives, this study used
multiple regression as its main data analysis tool and
employed two econometric models established in the li-
terature: the relevance model, based on Habib and Azim
(2008) and Alkdai and Hanefah (2012), and the informa-
tiveness model, based on Easton and Harris (1991) and
Vafeas (2000), according to the following specifications:

Equation 1 - Relevance Model

P,=06,+0AE, +06,EQ, +0,AE, *SC;, +6,EQ, *SC,, +0IDB,,+ 6 ,MIB,, +6,SIZ, ,+&,,

where:

P, = stock price of company i in period ¢ divided by the
stock price at ¢ -1;

AE, = accounting earnings adjusted by market value of
company i in period t;

EQ, = equity adjusted by market value of company i in
period t;

SC, = independent variables representing the structural
and compositional characteristics of the board of di-
rectors of company i in period t, including SB (size
of the board - represented by the number of effective
members as stated in the AR or RF), IND (board in-
dependence - represented by the ratio of the number
of independent directors to the total number of di-
rectors in the company (%). Independent directors
are identified as those who are classified by compa-
nies as such in their AR and RF), or CCEO (separa-
tion of the roles of chairman of the board of direc-
tors and executive director/CEO - a dummy variable

that assumes a value of 1 when the roles of chairman
and CEO are separated. This information is obtained
through analysis of the AR or RF);

IDB, = proxy for indebtedness of the company, repre-
sented by the debt capital divided by total liabilities,
used as a control variable;

MTB, = proxy for growth opportunity, defined as the
market value of assets divided by the book value of
equity of the company, used as a control variable;

SIZ, = proxy for company size, represented by the natural
logarithm of market value, used as a control variable;

€, = error term of company I in period .

The analysis rests on the §, andd, coefficients (interac-
tion between accounting earnings or equity and the
board structure variables, which are inserted into
the model individually). Information relating to
board characteristics is considered relevant to the
market if the &, and/or §, coefficients are/is signifi-
cantly different from zero.

Equation 02 - Informativeness Model

19 4
SRi,t= /30 +ﬁ1AEi,t +ﬁ2AE >kScj,i,t_‘-ﬁ3AE *NEGi,t + Z-sti,t + 2 5AYi,t+§i,t
§s=2 A=2
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where:

SR, = measure of stock return of company i in period  (ab-
normal return - represents the excess return of the com-
pany relative to the market in a given period of time.
Market return was measured using the Bovespa Index);

AE, = accounting earnings adjusted by market value of
company i in period

SC, = independent variables representing the structural
and compositional characteristics of the board of com-
pany i in period t, including SB (size of the board - re-
presented by the number of effective members as stated
in the AR or RF), IND (board independence - represen-
ted by the ratio of the number of independent directors
to the total number of directors in the company (%).
Independent directors are identified as those who are
classified by companies as such in their AR and RF), or
CCEO(separation of roles of chairman of the board of
directors and executive director/CEO - a dummy varia-

ble that assumes a value of 1 when the roles of chairman

and executive director are separated. This information

is obtained through analysis of the AR or RF);

NEG, = dummy variable for companies that have losses
in the period;

S,.and Y, = dummy variables for sector and year, respec-
tively, which are included with the intention of elimi-
nating macroeconomic events that may influence the
return-earnings relation;

€, = error term of company i in period t.

Following the methodology of Sarlo Neto (2009), the
parameter of interest is 3,, which represents the strength
of the relationship between stock returns (SRm) and ac-
counting information (AE,)- informativeness, controlled
by the board structure variable (SC, ). If B, is positive and
significant, it indicates that the board structure variables
provide increased informativeness; if negative, it suggests
reduced informativeness.

4 ANALYSIS AND DISCUSSION OF RESULTS

Descriptive statistics are presented in Table 2. A high
dispersion of the data can be observed, in particular for
the variables accounting earnings, equity, and market-to-
-book ratio. The high standard deviations from the mean
demonstrate the heterogeneity of the sample. The size va-
riable has the lowest standard deviation and there is no
significant difference between the mean and the median.

The analysis of the qualitative variables reveals that
during the study period, 21.56% of the sample, i.e., 146
observations, correspond to companies who experienced
a loss in the fiscal year. Regarding the CCEO variable, in
72.87% of cases, i.e., in 494 observations, there is a sepa-
ration of the roles of chairman of the board and executive
director/CEO.

Table 2 Descriptive statistics

Variable N° of obs. Mean Median Standard Deviation Minimum Maximum

SR 678 0.1715 0.0425 0.6914 -1.3003 5.4115
P 678 1.2693 1.0787 0.8716 0.0007 7.2154
AE 678 0.0469 0.0619 0.18864 -1.2633 0.8048
SIZ 678 14.1930 14.2781 1.7987 10.2989 17.8499
IDB 678 0.6285 0.5815 0.3405 0.1345 2.2761
MTB 678 2.2061 1.4980 3.0916 -4.1724 15.5072
SB 678 7.436578 7 2.59723 3 17
IND 678 0.1869 0.1667 0.2012 0 0.8333

Table 3 shows the correlations between the model va-
riables. The dependent variable price has a positive and
significant correlation with the AE, EQ, SIZ, and MTB
variables. The two variables representing board structure
(SB and IND) and IDB do not have a statistically signifi-
cant correlation with P. The calculated correlations should
therefore not be considered negative for IDB and SB and
positive for IND, as these showed no statistical significan-
ce, that is, correlations different from zero. The non-signi-

ficance of the correlations between these variables could
be a consequence of the reduced number of observations
in the sample, which is a common difficulty in studies in
the Brazilian context due to the small number of compa-
nies with securities traded on the exchange. The statistical
non-significance of the correlations does not affect the
subsequent analysis, however, because the correlations do
not represent causal effects, i.e., effects that may be identi-
fied by means of multiple regressions.

Table 3 Pearson correlations between variables
Variable SR P AE EQ IDB SIZ MTB IND SB
AE 0.269* 0.258* 1.00
EQ - 0.294* 0.380* 1.00
IDB - -0.035 -0.392* -0.502* 1.00
SIZ - 0.118* 0.286* 0.092%** -0.407* 1.00
MTB - 0.158* 0.047 -0.155* -0.100* 0.302* 1.00
IND 0.069*** 0.062 0.052 0.061 -0.207* 0.123* 0.098** 1.00
SB 0.000 -0.000 0.180* 0.174* -0.196* 0.493* 0.027 0.037 1.00

Note: *, **, and *** represent significance levels of 1%, 5%, and 10%, respectively.
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The dependent variable abnormal return only lacked
a statistically significant correlation with board size. Vi-
sual analysis of the data reveals that there are no correla-
tions between pairs of variables above 0.60. The highest
correlations are observed between EQ and IDB (-0.502)
and between SIZ and SB (0.493), both significant at 1%.

Table 4 shows the results obtained for the accounting
information relevance model. Model 1, reported in the
second column of Table 4,uses board size as the board
structure variable. The results show that the 63 and 84
coefficients are both statistically significant, indicating
that in terms of accounting information relevance in the
Brazilian market, board size is not a determining varia-
ble. These findings corroborate those of Alkdai and Ha-
nefah (2012), who concluded that board size is not an
important influencing factor of accounting information
relevance given the statistical non-significance of the
coefficients.

The third column of Table 4 shows the results of the
accounting information relevance model associated with
board independence. The results show that the 83 and
04 coefficients are both positive. 83 (AE * IND) is not
statistically significant, but 84 (EQ * IND) has statistical
significance.

In the studies by Alkdai and Hanefah (2012) and
Habib and Azim (2008), it was not possible to confirm
a positive effect of board independence on accounting
information relevance due to the statistical non-signifi-
cance of the coefficients.

Table 4

For the Brazilian market, the results show a positi-
ve effect of board independence for the equity variable
but not for the net earnings variable. According to Lo-
pes (2001),for the Brazilian market, it is expected that
the relevance would be greater for equity than for net
income given Brazil’s governance structures and capital
market.

The results suggest that accounting information re-
levance is greater for companies with more independent
boards, most likely because they develop their moni-
toring functions with greater efficiency, as argued by
Jensen (1993), Beasley (1996), Beekes, Pope, and Young
(2004), and Lopes and Walker (2008).

The results of the accounting information relevance
model in association with the separation of the roles of
chairman and executive director are shown in the last
column of Table 4. The 84 coefficient (EQ * IND) is sta-
tistically significant and has a positive sign; therefore,
the relevance of accounting information may be incre-
ased in the case of equity. However, given the statistical
non-significance of the AE*CCEO coefficients, it is not
possible to confirm the effect of separating the roles of
chairman and executive director for the case of accoun-
ting earnings.

The results for the relevance model indicate a positive
effect on equity for board independence and separation
of the chairman and executive director roles, reinforcing
Lopes’ (2001) argument that EQ in the Brazilian market
has greater relevance.

Results for the relevance model

Stock price as dependent variable

P,=6,+ 51AE1.J + 62EQI.J + 63AE,.J *SC; .+ 0,EQ, * SC,,, + 0IDB,, + 66MTBI.J +0,5I1Z,, + éi’t

Panel A: Variable statistics

Model 1 - Hypothesis: 1a

Model 2 — Hypothesis: 2a

Model 3 — Hypothesis: 3a

SC =SB SC =IND SC = CCEO
Variables Coef. RSE Coef. RSE Coef. RSE
Intercept -0.300 0.333 -0.189 0.284 -0.17 0.296
AE 0.836 0.816 0.620 0.387 1.236** 0.514
EQ 0.486* 0.171 0.338* 0.076 0.309* 0.091
AE*SC 0.004 0.108 2.239 1.635 -0.560 0.531
EQ*SC -0.007 0.019 0.578** 0.243 0.217%* 0.091
IDB 0.758* 0.165 0.687* 0.157 0.745%* 0.153
MTB 0.059* 0.018 0.059* 0.017 0.062* 0.017
SIZ 0.042%** 0.022 0.036%** 0.019 0.032 0.020
Panel B: Model statistics
R? Adjust. 19.84% 23.37% 21.08%
F stat. 15.36 18.74 15.75
Prob. F 0.000 0.000 0.000
N° Obs. 678 678 678

Note: Coef. is the estimated coefficient. RSE is the robust standard error. *, **, and *** represent significance levels of 1%, 5%, and 10%, respectively. All of
the models were adjusted for White’s robust errors, making them consistent for heteroscedasticity. Panel data approach: POLS model. SB is the size of the
board, represented by the number of permanent members. IND is the percentage of board independence, represented by dividing the number of indepen-
dent directors by the total number of board members. CCEO is a binary variable that takes the value 1 (one) if the positions of chairman of the board and

executive director are held by different people and 0 (zero) in all other cases.

The results for the earnings informativeness model
are reported in two tables: Table 5 contains the results
for the variables related to board size, and Table 6 shows
the results for the board independence and separation of
roles variables.

The B2 coefficient (AE * SB) for Model 1, shown in
the second column of Table 5, exhibits a negative sign
but is not statistically significant. The hypothesis that
earnings informativeness is negatively related to board
size therefore cannot be accepted. Vafeas (2000) argues



Effects of Board of Directors’ Characteristics on the Quality of Accounting Information in Brazil

that smaller boards (represented by the first quartile)
have a positive relationship and larger boards (represen-
ted by the fourth quartile) have a negative relationship
with earnings informativeness. Thus, Model 2, reported
in the third column of Table 5, was operationalized to as-
sess whether such a relationship exists for the Brazilian
market. The SB variable was replaced by two dummy
variables representing the first and fourth quartiles of
board size.

The estimated coefficient of AE*SB1 has a positive

Table 5

sign, as suggested by Vafeas(2000), although it is not sta-
tistically significant, i.e., it is not possible to say that the
effect is different from zero. For the AE*SB4 variable, the
sign of the estimated coefficient is negative and statisti-
cally significant at 10%, as suggested by Vafeas (2000),
indicating that companies with larger boards have less
informative earnings relative to other companies. This
result partially corroborates the study by Alves (2011),
who also finds a relationship between larger board sizes
and greater earnings management.

Results for the informativeness model - board size

Abnormal return as dependent variable

1 4
SRi,t: ﬁo +ﬁ1AEi,t +ﬁ2AE*Sij,t+ﬁ3AE*NEGi,t + iQSSi,t + 2 6AYi,t+§i,t
s=2 A=2

Panel A: Variable statistics

Model 1 - Hypothesis 1b

Model 2 - Hypothesis 1b Model 3 - Hypothesis 1c¢

SC=SB SC = SB1 and SB4 SC = DIBGC
Variables Coef. RSE Coef. RSE Coef. RSE
Intercept -0.495* 0.166 -0.476* 0.167 -0.482* 0.169
AE 2.885* 0.998 2.185* 0.565 1.988* 0.552
AE*SC -0.108 0.079 - - 0.126 0.269
AE*SC1 - - 0.311 0.490 - -
AE*SC4 - - - 0.887*** 0.529 - -
AE*NEG -2.218* 0.761 -2.213* 0.763 -1.921* 0.621
Dummy Year Yes Yes Yes
Dummy Sector Yes Yes Yes
Panel B: Model statistics
R? Adjust. 22.53% 22.82% 22.09%
F stat. 5.06 5.06 5.17
Prob. F 0.000 0.000 0.000
N° Obs. 678 678 678

Note: Coef. is the estimated coefficient. RSE is the robust standard error. *, **, and *** represent significance levels of 1%, 5%, and 10%, respecti-
vely. For the dummy variables year and sector, yes means that at least one was statistically significant, and no means the opposite. All of the models
were adjusted for White’s robust errors, making them consistent for heteroscedasticity. Panel data approach: POLS model. SB is board size, represen-
ted by the number of permanent members on the board. SB1 is a binary variable that takes the value 1 (one) if the board size is equal to or less than
the first quartile and 0 (zero) in all other cases. SB4 is a binary variable that takes the value 1 (one) if the board size is equal to or greater than the
fourth quartile and O (zero) in all other cases. DIBGC is a binary variable that takes the value 1 (one) if the board size is 5-11 members and 0 (zero) in

all other cases.

The results for Model 3 are reported in the last co-
lumn of Table 5 and test the hypothesis that earnings
informativeness is increased for companies that have
an intermediate number of directors. The B2 coefficient
shows a positive sign, as expected, but the result is sta-
tistically not significant, thus precluding acceptance of
Hypothesis Hlc. This result indicates that for the Brazi-
lian market, earnings informativeness is not higher for
boards with an intermediate number of sitting members.

Compared with previous studies, the results of this
study are similar to those of Vafeas (2000) when the
sample is divided according to quartiles, indicating that
larger boards reduce the informativeness of reported fi-
nancial earnings.

However, when considering board size in a linear

fashion, the results agree with those of Asteriou and
Dimitropoulos (2010), who also did not find statistical
significance for the accounting earnings variable condi-
tioned on board size. However, the results contrast with
those obtained by Ahmed et al. (2006) because those
authors obtained empirical evidence to support the hy-
pothesis that an increase in board size reduces earnings
informativeness.

The second column of Table 6 shows the results for
Model 1, which uses the IND variable to represent the
percentage of board independence. The B,(AE * IND)
coefficient has a positive sign, as expected, and is statis-
tically significant at 10%, confirming the hypothesis that
greater board independence increases the informative-
ness of accounting earnings.
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Alternatively, as suggested by Fama and Jensen (1983),
a dummy was created for board independence to identify
boards dominated by independent directors to test whether
such boards are more effective. The results for Model 2 of
Table 6, which uses the DOM variable as a proxy for board

Table 6

independence, are reported in the third column of Table 6.
The B ,(AE * DOM) coefficient is positive and statistically
significant at 10%. This result reinforces the results obtai-
ned in Model 1 of Table 6, which indicate that earnings in-
formativeness increases with greater board independence.

Results for the informativeness model.

Abnormal return as dependent variable

4
SRi,t= ﬁo +ﬁ1AEi,t +ﬁ2AE * Sij,z+ﬁ3AE * NEGi,t + iQsSi,t + z 6AYi,t+€i,t
A=

1
s=2

Panel A: Variable statistics

Model 1- Hypothesis 2a

Model 2— Hypothesis 2a Model 3 — Hypothesis 3a

SC=IND SC =DOM SC = CCEO
Variables Coef. RSE Coef. RSE Coef. RSE
Intercept -0.456* 0. 165 -0.486* 0.166 -0.494* 0.166
AE 1.884* 0.594 2.037* 0.560 2.243%* 0.716
AE*SC 1.767*** 1.053 2.365%** 1.322 -0.214 0.395
AE*NEG -1.932* 0.634 -1.931* 0.627 -2.011* 0.668
Dummy year Yes Yes Yes
Dummy sector Yes Yes Yes
Panel B: Model statistics
R? Adjust. 22.72% 23.09% 22.15%
F stat. 5.46 5.44 5.20
Prob. F 0.000 0.000 0.000
N° Obs. 678 678 678

Note: Coef. is the estimated coefficient. RSE is the robust standard error. *, **, and *** represent significance levels of 1%, 5%, and 10%, respectively. For
the dummy variables year and sector, yes means that at least one was statistically significant, and no means the opposite. All of the models were adjusted
for White’s robust errors, making them consistent for heteroscedasticity. Panel data approach: POLS model. IND is the percentage of board independence,
represented by dividing the number of independent directors by the total number of directors. DOM is a binary variable that takes the valuel (one) if the

percentage of independence is over 50% and 0 (zero) in other cases. CCEO is a binary variable that takes the value 1 (one) if the roles of chairman and

executive director are held by different people and 0 (zero) in other cases.

The findings from this study corroborate the results
of the studies by Firth et al. (2007), Dimitropoulos and
Asteriou (2010), and Abdoli and Royaee (2012), who
also find evidence that earnings informativeness increa-
ses as the proportion of independent directors increases.
Moreover, the results reinforce the arguments of Beasley
(1996) and Jensen (1993) that more independent boards
are more effective, and Lopes and Walker’s (2008) ar-
gument that an independent board is perceived by the
market as a positive sign that a company is committed to
behaving according to basic rules of good conduct.

The H3b study hypothesis states that earnings infor-
mativeness is greater in companies where there is a sepa-
ration of the roles of chairman of the board and executive
director/CEO. The F statistic (5.20) of Model 1 expressed
in Table 6 confirms the significance of the model at the 1%
level. The results reported in Model 3 presented in the last
column of Table 6 show a 2 (AE*CCEO) coefficient with
a negative sign and that is not statistically significant. The
study’s hypothesis predicted that the relationship betwe-
en the separation of roles and earnings informativeness
would be positive. However, the results show a negative
relationship without a statistically significant coefficient.

Therefore, we cannot say in this case that the relationship
is non-zero, i.e., that there is some effect.

A negative relationship between the separation of roles
and accounting earnings informativenessis also identified
by Abdoli and Royaee (2012), indicating greater informa-
tiveness in companies where the chairman is also the exe-
cutive director. This result is explained by the authors as
the market perceiving the accumulation of functions as a
positive factor in a company’s management.

The results obtained in this study corroborate those
of Lopes and Walker (2008) and Gabriel (2011), indica-
ting that the quality of financial information is greater
in companies with better corporate governance practi-
ces, but differ from the results of Antunes et al. (2009),
who claim that different levels of the BM&FBovespa did
not affect the quality of earnings. However, compari-
sons with these results should be analyzed with caution
because in the studies cited, the proxies for governance
were indices or listings on different stock exchange le-
vels, which are different measures from those used in
this study.

Table 7 shows a summary of the results according to
the study hypotheses formulated in Section 2.5.
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Table 7 Summary of results for the study hypotheses
Hypothesis Expected sign Sign obtained Statistically significant Result

Hla - Mixed No Not confirmed
H1b - - Only one specification Partly confirmed
Hic + + No Not confirmed
H2a + + Equity Confirmed
H2b + + Yes Confirmed
H3a + Mixed ( + EQ and - AE) Equity Confirmed
H3b + - No Not confirmed

In summary, the results reveal that for companies
that trade stocks on the BM&FBovespa in the Brazilian
market, the characteristics of board independence and
separation of the chairman and executive director/CEO
roles positively influence the quality of reported accoun-
ting information, specifically regarding the relevance of

5 FINAL CONSIDERATIONS

equity, upon which both showed a positive effect. In
addition, board independence and board size influence
the quality of accounting information, specifically regar-
ding reported earnings informativeness: board indepen-
dence showed a positive effect and board size a negative
effect.

The aim of this study was to investigate the effects of
board characteristics (size, independence, and separation
of the roles of chairman and executive director/CEO) on
accounting information relevance and earnings informa-
tiveness of companies listed on the BM&FBovespa.

The empirical evidence was obtained using the mul-
tivariate multiple regression technique based on a data
sample ofnon-financial companies with annual stock
market liquidity above 0.001 for the period from 2008-
2011 and that represented 19 sectors of the economy
according to the Economatica application classification.

The empirical evidence obtained from the Brazilian ma-
rket, based on the study sample, allows acceptance of the
hypotheses that board independence (H2a) and separation
of the roles of chairman and executive director/CEO (H3a)
have positive effects on the relevance of equity.

The hypothesis that board independence positive-
ly influences the informativeness of reported earnings
(H2b) cannot be rejected, indicating that earnings infor-
mativeness is greater in companies with more indepen-
dent boards of directors.

The hypothesis that board size negatively influences
reported accounting earnings informativeness (HIb)
cannot be rejected when considering the larger boards
represented by the fourth quartile, indicating that com-
panies with larger boards have reduced reported ac-
counting earnings informativeness.

The hypotheses that earnings informativeness is gre-
ater for companies that follow IBGC recommendations
as to the ideal number of members (H1c) and that ear-
nings informativeness is greater in companies where

there is separation of the roles of chairman and execu-
tive director (H3b) are not accepted because the coeffi-
cients are not statistically significant.

The results do not uphold the hypothesis that board size
has an effect on accounting information relevance (Hla)
because the coefficients are not statistically significant.

The limitations of this study relate to the charac-
teristics of the Brazilian stock market, which includes
companies with low liquidity and a small number of
participants compared with other markets, such as in
the United States. This factor limits the sample size. In
addition, the measure of board independence used in
the study may be distorted because the classification of a
director as independent was made by the company itself,
and the definition of independence may therefore have
varied between companies.

In concluding this study, it should be noted that there
are still gaps in the national literature regarding other
characteristics of the board of directors that may be in-
vestigated in the future. These include: i) investigating
the relationship between two-tier boards, formed by
the board of directors and a permanent audit commit-
tee, and specific properties of the quality of accounting
information; ii) investigating the relationship between
specific properties of the quality of accounting informa-
tion (relevance, faithful representation, and timeliness)
and audit committees in the Brazilian environment; and
iii) investigating whether, for the Brazilian market, the
financial expertise of members of boards of directors
and audit committees affect the quality of reported ac-
counting information.
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