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Abstract: Recent world events have refocused interest on the link between the existence of corporate
governance and an entity’s effectiveness. The aim of this study was to identify the influence
of the corporate governance system of an entity in order to measure its effects on market value.
To achieve quality corporate governance and to increase an audit committee’s degree of effectiveness,
one must take into consideration four core elements: members’ qualifications, authority, the resources
necessary to develop the activity, and attention during the development of the activity. Our research
methodology included a combination of qualitative analyses on theoretical aspects and a quantitative
approach based on multiple regression and the estimation method. The main results showed that
there is a solid link between strong corporate governance systems and effective audit committees,
although we cannot state that the inclusion of an audit committee represents the key to success for a
business. When studying the connection between audit committees and an entity’s market value,
we found that this connection can lead to alleviating the problem of allocating power (principal-agent
theory). We also found that the contribution of audit committees in corporate governance is to assess
both the quality of financial reports and their approval and that creating an audit committee can have
beneficial effects that can eventually lead to the consolidation of a company’s corporate governance.

Keywords: corporate governance; audit committee; market value; financial reports; sustainability

1. Introduction

Contemporary discussions about business emphasize the themes of responsible, sustainable business,
such as corporate social responsibility, corporate governance, and sustainable development [1-3]. In this
context, values, especially “sustainable business values,” are popular themes in the literature, which has
often focused on the economy—governance—environment relationship [4-8]. However, several variables
affect the sustainable business value of firms, and corporate governance systems and sustainability are
synergistic constructs [9-11]. This approach has led to new, sustainable business opportunities, as it
creates new markets, strengthens competitive positioning, and improves profitability [12,13].

On the other hand, corporate sustainability and responsibility exist when a company adds a
social dimension to its market value proposition [14,15]. This happens when organizations make
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laudable environmental and social impacts that are integral to their overall corporate governance
system. The rationale behind corporate responsibility lies in creating value and finding win-win
outcomes for both business and society [15,16]. Sustainable governance and responsibility is about
embedding sustainability by searching for and connecting with all interested parties [17-19].

In this context, the need to determine the impact of different types of corporate governance
systems on a company’s market value has been a focal point for both national and international
standardization institutes, as well as for researchers and practitioners [18-27]. Thus, as an important
part of the corporate governance system, the effect of audit committees on the various characteristics
of information quality, and thus company performance, has become the main attraction of researchers,
specialists, and investors alike.

Another concern is identifying reliable solutions to ensure the implementation of proactive and
prospective risk management that makes a mark on the utility of the information being presented and
communicated to the targeted users, especially through accounting reporting [10,28].

In the efforts of national and international organizations to publish standards and instructions
on restoring the credibility of financial information and financial statements provided by companies,
one important aspect is that of the role of an audit in enhancing the functioning and independence
of external auditors (as independent parties issuing endorsements of objectively and correctly stated
data) [29]. An active audit committee depends on a number of factors: committee dimension,
experience, expertise, degree of independence, and the frequency of meetings [30-33].

The Sarbanes-Oxley Act (2002) introduced a series of reforms, such as the right to declare,
the submission of financial reports by the corporate governance of foreign companies, and the
monitoring of account auditors [33,34]. Moreover, some codes of corporate governance contain
recommendations regarding what kind of accounting reporting is recommended; what standards the
reports should comply with; and the necessity of internal controls, rigorous risk management, internal
auditing, and an audit committee [33-35].

Empirical studies have presented consistent results about the role of audit committees, including
tools that can be used to supervise and directly assess management performance [36-39]. It is also
worth noting that governance systems and practices have to be adapted to the specifics of each entity,
as well as to the environment in which they function; in this way, the implementation and functioning
of some structures of corporate governance (especially those that determine the reporting process,
in which the integrity and transparency of accounting approaches is essential) can be assured [36,37].

According to the Eighth E.U. Company Law Directive, the tasks and responsibilities of an audit
committee include increasing the quality of corporate governance and financial reporting. The purpose
of this study was to analyze the manner in which Romanian corporate governance systems and
audit committees influence an entity’s market value and financial performance. The main results
showed that investors are willing to offer a higher value for shares held by an entity with corporate
governance, as these companies provide greater reliability than do those that do not apply these codes
of corporate governance. The intention of the authors was to research and analyze the influence of an
audit committee on the market value of a company.

This study also makes contributions to the existing literature. First, this research strongly suggests
that striving to ensure the accuracy and credibility of financial information is a vital task, and this task
requires first knowing the incremental value of an audit committee. Second, prior studies seem to have
evaluated reporting and assurance processes in terms of the market value of a company. By drawing
attention to the importance of the unobserved components of governance mechanisms, this study tries
to break this habit in order to understand the specific role of audit committees in a company’s value.

This paper is structured in the following way: Section 2 analyzes a series of previous studies
on the influence of corporate governance systems on a company’s market value. Section 3 presents
the research methodology. In the next section, Section 4, the empirical results and discussion draw
attention to the link between strong corporate governance systems and effective audit committees.
The main conclusions of this research are provided in Section 5.
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2. Literature Review and Hypothesis Development

The stakeholder perspective in approaching economic performance may have several approaches,
diversified according to the nature of their interest in the entity [40-42]. The interests of the managers can
often be very different from the interests of the shareholder in the issue of performance. The principles
that govern any entity that has a leadership based on corporate governance implicitly converge in
performance reporting, under all significant global issues considered, by considering it as an essential
element in the entity’s sustainable development.

Prior research presents that large sets of corporate governance such as boards of directors
(audit committees as well), managers, foreign investors, institutional investors, external auditors,
and others affect accounting quality, thereby influencing a company’s market value and operational
performance [36,39,43]. As a consequence, the audit committee within an entity represents a core
element of corporate governance [37,39,40]. In practice, the audit committee is an intermediary
between the board of directors and the board of commissioners, and it is responsible for the overall
implementation of the internal audit with the aim to supervise the performance of the company [43].

Furthermore, the effort to define the role of audit committee seems to overwhelmingly
encourage audit quality research bodies to focus on a financial reporting quality perspective [38,43].
Handling financial results in the reporting of the financial statements provides benefits only in the
short term. Manipulating accounts can affect the stock price and, consequently, the capital market,
increasing the risk of losing investors. That is why the literature measures audit quality by financial
reporting quality indicators such as accounting conservatism, value relevance of earnings over a long
period, and even twenty-eight audit quality indicators issued by the Public Company Accounting
Oversight Board (PCAOB) [44,45].

The advantages of implementing an audit committee department within an entity are [37,41]:
(1) greater confidence of the public concerning annual financial statements; (2) confirmation that the
entity is subjected to the corporate governance rules and that it applies the best practices of corporate
governance; (3) supervision of financial statements’ preparation in accordance with the laws, norms,
and regulations in force and with the best practices of corporate governance; (4) improvement of the
internal and external audit activities; (5) assessment of the activity undertaken by the financial and
accounting department; (6) improvement of internal control; (7) an intermediate between internal
audit, external audit, and management; (8) support for the quality and independence of the internal
and external audit.

In recent years, the role of audit committee has become of considerable interest as a key mechanism
of corporate governance [46—48]. Corporate governance committees and regulatory authorities around
the world have approached the need for an effective audit committee, and moreover, they require
that listed companies create an audit committee (in the European Union). After admitting that
the existence of an audit committee does not guarantee that it will be effective, the focus shifted
to the composition and activities of the audit committees. The recommendations focused on the
independence and expertise of committee members and also on the frequency of audit committee
meetings [34]. The research performed in this field suggests that there is a considerable divergence
within the recommended structure and the role of audit committees [31,44].

The role of the audit committee is to supervise and control the audit process and to resolve any
dispute that may arise between auditors and management [42]. The audit committee has a very
important role in protecting the interests of the shareholders and the reliability of the communicated
information [32,39], appointment of external auditors, assessing the company’s financial statements at
meetings between external auditors and managers, and communication between external and internal
auditors during the process of internal control or audit [45-48].

Existent research on audit committee monitoring effectiveness and competencies could be
recognized as relatively developed, whereas corporative social responsibility reporting is a research
area that is yet to be developed compared to the former. However, most authors believe that the
existence of audit committees is necessary, but they do not contribute to improving the quality of
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financial reporting [36,38,48]. In this regard, the audit/financial reporting quality and corporate
social responsibility reporting have both similarities and key differences between them: (1) reducing
information asymmetry between counterparties in the markets and (2) showing how the reporting
companies are functioning economically and to what degree the financial or nonfinancial information
is credible. In addition, the complex activity of the audit committee gives to a commercial entity not
only a reasonable assurance for the shareholders but also additional credibility and great visibility
regarding the stakeholders in order to attract new investors.

The correlation between the frequency of meetings of members of the audit committee and the
financial performance of a company has been studied by specialists who have shown that the low
frequency of meetings of audit committee members has led to fraud [47,48], the increase of accounting
and financial reporting problems [30,49], and the increase of beneficial effects of reporting on the value
of the company resulting from the fact that the benefits exceed the costs of a company [29,32].

Specialist studies have shown a correlation between the independence of the audit committee,
the level of supervision, and the level of fraud in the financial statements such as: the independence of
audit committee members influences the reliability of financial statements [39,50]; committees composed
of a certain percentage of external directors are more independent than other committees [33,45,51,52];
a positive influence of the audit committee is exerted on the quality of earnings [46] or the quality of
the financial statements [53]; the effectiveness of the audit committee influences the timely presentation
of financial statements [52-56].

Another correlation identified by the specialists is related to the degree of responsibility,
the expertise of the members of the audit committee, and the financial performance. In fulfilling its
supervisory, internal control, and financial reporting responsibilities, the audit committee should have
the necessary expertise based on accounting and financial forecasting [55-57], accounting, control, and
auditing [58] to ensure the superior quality of financial reporting [59]. Tenure, the regularity of the
consultations, and social ties can also have an impact of great significance.

The expertise of audit committee members can be made up of financial expertise, accounting,
university professors’ expertise, employee expertise, and experience in law [60] or financial expertise,
government expertise, and firm expertise [61,62]. The correlation between the size of the audit
committee and the financial performance of a company has been studied by specialists whose results
have highlighted the importance of increasing the number of members of the audit committee to
ensure effective control of accounting and financial processes [61-64]. This intrinsic relationship is
supported by resource dependence theory [65], ensuring transparency of information to shareholders
and creditors has a positive impact on the financial performance of the company [66,67].

The influence of the audit committee and the remuneration of its members based on the
performance of the company revealed the following: (a) the size of the audit committee does
not significantly affect the performance of the company, whether it is inspected through return on
assets (ROA) or net profit margin (NPM); (b) the remuneration of the members of the audit committee
does not have a significant effect on the performance of the company, whether it is inspected through
ROA or NPM,; (c) this contributes to the continued existence of the company; and (d) companies are
expected to be able to assess the performance of their audit committees and their remuneration and
maximize their performance prejudices [37]. Indeed, there is potential for further development in this
promising area of sustainable governance.

Based on the discussion mentioned above, the following hypotheses are proposed:

Hypothesis (H 1): The Audit Committee Index determines the growth of an entity’s market value.
Hypothesis (H 2): The average increase of turnover determines the growth of an entity’s market value.
Hypothesis (H 3): The size of an entity influences the growth of its market value.

Hypothesis (H 4): The entity’s profitability indicator determines the growth of its market value.
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3. Research Method

3.1. Sample Data

The analyzed data were collected from the annual reports publicly posted in the first two categories
of the Frankfurt Stock Exchange. In order to obtain the necessary data for our study, we analyzed the
annual reports of the 60 entities from the two categories for the years 2009, 2010, and 2011. We proposed
to study these three years subsequent to the financial crisis of 2008, as we identified them as being of
great significance due to the number of changes that took place in the companies’ behavior. Behavioral
finance is a relatively new school of thought that deals with the influence of psychology on the behavior
of financial practitioners and its subsequent impact on stock markets [68,69]. It can be seen, historically,
that ignoring the behavior of the decision-making process can prove to be quite expensive in the
financial markets as it can result in stock market anomalies.

For this reason, awareness of behavioral biases (like representativeness, overreaction, risk aversion,
herd mentality) is indispensable, furthermore identifying that the behavioral pattern both of companies
and of investors in these three years is really important to identify the factors that influenced an
effective or a less effective audit committee. The standardization institutions reacted to the financial
crisis of 2008, but they did not have an important impact in these three years following the crisis,
mostly due to the lack of time to regulate in this regard [70]. After 2011, more regulation was in order,
and the companies’ behavior changed accordingly [71].

After selecting the data from the 60 annual reports, we chose 53 representative entities for our
study. For the 53 entities from the total of 60, we found the necessary data for our study, therefore, the
remaining 17 entities were excluded for lack of necessary data.

The analysis method is that of multiple regression, and the estimation method is the ordinary type
(Ordinary Least-Squares—OLS). In order to process the data obtained from our analysis, we used SPSS,
version 16, which allowed us to apply techniques of descriptive statistics and regression calculation
models. Firstly, we analyzed the Audit Committee Index (ACI) using the data collected from the
annual reports. Furthermore, we completed the database with the variables we needed for the
regression model.

3.2. The Development of the Research Model and the Formulation of Hypotheses

According to the studies in the specialized literature [72-74], as a dependent variable we chose
Tobin’s Q coefficient. Tobin’s Q compares an entity’s market value (for the current year) with the value
representing the replacement cost of this entity. The calculation formula for Tobin’s Q indicator is

Tobin’s Q = Market value/Value of replacement cost, 1

Approximate Tobin’s Q = (Market value of equity + Book value of debts)/Total assets.

In order to measure the effectiveness degree of audit committees, in this case we decided to choose
an independent variable, which consists of the following elements: the degree of independence, the
existence of financial experts, the number of members, and the number of meetings. Most corporate
governance codes have specifications concerning the independence, the existence of financial experts,
the number of members, and the number of meetings of an audit committee.

In order to use these data, we defined the variable Audit Committee Index (ACI). ACI represents
the index of the audit committee and consists of the following elements [39,44,75]: (1) degree of
independence; (2) existence of a financial expert; (3) number of members; and (4) number of meetings.

As we have already mentioned, ACI is the independent variable with which we assessed the
following: Is the audit committee entirely formed of independent members? Does the audit committee
have at least one financial expert member? Does the audit committee consist of at least three members?
Does the audit committee meet at least four times per year?
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If the criterion was met, we granted it 1 point; if the criterion was not met, we granted it 0 points.
If there was no information concerning one of the criteria, we did not grant any points. In order to
achieve the ACI, we proceeded to add the points for each entity. The maximum score that an entity
could achieve was 4, and the minimum was 0 in the case of there not being any information concerning
the four criteria. In order to facilitate our calculations, as other researchers such as Black et al. [76] and
Baker and Wurgler [77] have already done, we created a co-scoring of the result with values between 0
and 100.

For there to be a better and more relevant control of the entities for which we found different
values regarding the Audit Committee Index, we proceeded to select certain control variables as they
are also presented in the specialized literature by Beiner et al. (2006) [78]. As control variables we
chose LnAssets and Growth. As Beiner et al. (2006) [78] argue, an entity’s market value depends on
the future potential investments. Tobin’s Q coefficient increases in relation to the entity’s potential
growth measured by using the Growth variable. The calculation formula for Growth is

Growth = Average increase of turnover over the last three years. )

Between Tobin’s Q and LnAssets variables, a negative relation is expected as large entities have a
lower tendency to expand. LnAssets represents the entity’s size, calculated as follows:

LnAssets = In(total assets). 3)

In order not to outsource the entity’s performance, we also took into consideration the variable
Return on Assets (ROA). In other studies, it was noticed that ROA has a positive influence on the
entity’s assessment [74,77]. It is one of the main profitability indicators of an entity, and it measures the
efficiency of using assets in terms of obtained profit [78-80]. The applied calculation formula is

ROA = Net profit/Total assets. 4)

In order to have an accurate record of the data collecting process, we created an overview that is
shown in Table 1.

Table 1. Record of the data needed for the empirical study.

Variables Definition Calculation Formula Source of Data

Dependent variable

Tobin’s Q compares an entity’s market value Tobin’s Q = Market
Tobin’s Q with the value representing the replacement  value/value of replacement Annual report
cost of this entity cost

Independent variable
Audit Committee Index (ACI) represents the
index of the audit committee and consists of
. the following elemems: the degree qf Values between 0 and 100 The entity’s
independence, the existence of financial annual report
experts, the number of members, and the
number of meetings

ACI

Control variables

Growth = average increase
Growth Average increase of turnover of turnover over the last Annual report
three years
Represents the entity’s size calculated using the
natural logarithm of the total balance sheet

One of the main profitability indicators of an

ROA entity, and it measures the efficiency of using
assets in terms of obtained profit.

LnAssets LnAssets = In(total assets) Annual report

ROA = net profit/total

A 1 t
assets nnual repor

Source: Processing performed by the authors. ACI: Audit Committee Index; ROA: Return on Assets.
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Returning to the multiple regression model mentioned above as universal, at this point we can
define it with the analyzed specific variables. As they have been presented, this results in a set of
variables including dependent or independent variables. In order to add some value and certitude,
we also used control variables.

After defining the variables we used in our model, we came to the following regression model:

Tobin’s Q = Bg + B1ACI+ B,Growth+ B3zLnAssets+ B3 ROA+ «it. 5)

3.3. Analysis of the Obtained Results and Their Implications

By introducing the above defined data for the 47 entities, we obtained the following statistical
results (Table 2).

Table 2. Statistical results.

Tobin’s Q ACI LnAssets Growth ROA
N Valid 53 53 53 53 53
Mean 1.4565 52.39 20.7121 1.0442 0.2551
Standard Deviation 0.99763 2.54976 2.17658 0.0261 0.1095
Variance 0.455 457.635 44312 0.0712 0.012
Range 2.14 100.00 9.65 5.45 1.72
Minimum 0.34 25 15.56 0.36 -0.47
Maximum 2.50 100 28.18 2.42 32

Source: Processing performed by the authors.

As can be seen in the above table, the average value of Tobin’s Q variable is 1.45, which indicates
that the replacement cost or the trade-in value (cash surrender value) is higher than the current market
value. We can also observe a value of 52.39 for the index of corporate governance. The value of
52.39 is appropriate because, as has been proved in the previous study, in most of the entities the
independence of the audit committee members is not totally respected. LnAssets has an average value
of 20.71, and it represents the size of the entity, which can have a direct influence on the entity’s value.
The average value of the turnover growth reaches a percentage of 1.45, which proves that the entities
have experienced a fast development in recent years.

The profitability indicator has an average value of 0.25. In order to verify the formulated
hypotheses, we used the OLS model (least-squares regression). A value of the coefficient R close to 0
indicates a minor regression. We consider that a regression is minor when the forecasted regression
values are no better than those obtained by random guessing. If the null hypothesis is not rejected,
the observed data do not allow the identification of a valid linear model; thus, the regression is not
appropriate for the initially established forecasting aim.

4. Testing Hypothesis and Results Interpretation

A first step in our analysis was to verify the simultaneous influence of independent variables on
the dependent variable, the logarithmic Tobin’s coefficient. Tables 3 and 4 show the results obtained
from our analysis.

Table 3. Variables Entered (Entered/Removed) b.

Model Variables Entered Variables Removed Method
1 LnAssets, Growth, ACI, ROA @ . Enter

. All requested variables entered;
b, Dependent Variable: Tobin’s (In)

Source: Processing performed by the authors.
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Table 4. Representativeness of the correlations.

Adjusted R Standard Error of
Model R R Square Square the Estimate
1 0.5372 0.197 0.153 0.03401

a, Predictors: (Constant), LnAssets, Growth, ACI, ROA

Source: Processing performed by the authors.

We can notice that the value of the R Square coefficient is 0.153, which suggests that 15.3% of the
Tobin’s coefficient variance explain the variables of the regression model. The value of 15.3% cannot
be considered a high value, but the global F-test allows us to assess the null hypothesis. For our
case, studying the F-test within the regression analysis performed by using SPSS through ANOVA,
we obtain a value of 8.162 with a higher probability value p < 0.001 (Tables 5 and 6).

Table 5. ANOVA b.

Sum of Mean

Model Df F Significance
Squares Square
Regression 6.539 5 1.217 8.162 0.000 @
1 Residual 26.754 166 0.157
Total 31.414 170

a, Predictors: (Constant), LnAssets, Growth, ACI, ROA
b Dependent Variable: Tobin’s (In)

Source: Processing performed by the authors.

Table 6. Coefficients *

Model Unstandardized Standardized " Sienificance Variance
Coefficients Coefficients & Inflation Factor
B Standard Error Beta
(Constant) 0.7452 0.2583 22617 0.0054
ACI 0.0063 0.0018 0.2853 3.1941 0.0009 1.1205
Growth 0.3897 0.0909 0.1404 2.0754 0 0.8883
ROA 0.693 0.2322 0.1458 2.196 0.0108 0.9027
LnAssets —0.0702 0.144 —0.2052 —4.3326 0 1.2303
Beta 0.1386 0.0684 0.1305 1.7883 0.342 1.0584

2. Dependent Variable: Tobin’s (In)

Source: Processing performed by the authors.

4.1. Verification of Hypothesis Hy

In order to reflect the manner in which the Audit Committee Index determines the increase of
the entity’s market value, we analyzed the correlation between the two variables using Pearson’s
coefficient (Table 7).

The correlation between the two variables is reflected in the table above. Pearson’s coefficient,
used to determine the correlation between the two quantitative variables, reached a value of 0.765.
This value suggests that there is a direct correlation of high intensity, as Pearson’s coefficient can
range between —1 and 1, for which the value —1 represents the absence of a correlation between the
two variables, and the value 1 represents a total correlation. In the table of correlation coefficients,
we find the linear function, which reflects the influence on the market value according to the Audit
Committee Index. This linear function can be represented by using the following function: as a result
of the analysis undertaken in order to test the hypothesis H;, we can conclude that ACI significantly
influences the entity’s market value, which allows us to accept this hypothesis.
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Table 7. Correlation between variables.

Tobin’s ACI
Pearson Correlation 1 0.765
Tobin’s Significance (2-tailed) 0.000
N 53 53
Pearson Correlation 0.765 1
ACI Significance (2-tailed) 0.000
N 53 53

**. Correlation is significant at the 0.01 level (2-tailed).

Source: Processing performed by the authors.

4.2. Verification of Hypothesis H,

To reflect the manner in which the average growth of turnover determines the increase of the
entity’s market value, we analyzed the correlation between the two variables by using Pearson’s
coefficient (Table 8).

Table 8. Correlation between variables.

Tobin’s Growth
Pearson Correlation 1 0.824 ™
Tobin’s Significance (2-tailed) 0.000
N 53 53
Pearson Correlation 0.824 ™ 1
Growth Significance (2-tailed) 0.000
N 53 53

**. Correlation is significant at the 0.01 level (2-tailed).

Source: Processing performed by the authors.

The correlation between the two variables is reflected in the table above. Pearson’s coefficient,
used to determine the correlation between the two quantitative variables, reached a value of 0.824.
This value suggests that there is a direct correlation between the two variables, as Pearson’s coefficient
can range between —1 and 1, for which the value —1 represents the absence of a correlation between the
two variables, and the value 1 represents a total correlation. As a result of the analysis undertaken in
order to test the hypothesis H,, we can conclude that Growth (average growth of turnover) significantly
influence the entities” market value, which allows us to accept this hypothesis.

4.3. Verification of Hypothesis H3

In order to reflect the manner in which an entity’s size determines the increase of its market value,
we analyzed the correlation between the two variables by using Pearson’s coefficient (Table 9).

The correlation between the two variables is reflected in the table above. Pearson’s coefficient,
used to determine the correlation between the two quantitative variables, reached a value of —0.379.
This value suggests that there is no direct correlation between the two variables, as Pearson’s
coefficient can range between —1 and 1, for which the value —1 represents the absence of a correlation
between the two variables, and the value 1 represents a total correlation. The negative value of the
correlation between the two variables is not unexpected, as large entities have fewer opportunities
for expansion [74]. As a result of the analysis undertaken in order to test the hypothesis H3, we can
conclude that LnAssets does not significantly influence the entities’ market value, which allows us to
reject this hypothesis.
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Table 9. Correlation between variables.

Tobin’s LnAssets
Pearson Correlation 1 -0.379 "
Tobin’s Significance (2-tailed) 0.028
N 53 53
Pearson Correlation -0.379 " 1
LnAssets Significance (2-tailed) 0.028
N 53 53

*. Correlation is significant at the 0.05 level (2-tailed).

Source: Processing performed by the authors.

4.4. Verification of Hypothesis Hy

In order to reflect the manner in which the entity’s profitability indicator determines the increase of
its market value, we analyzed the correlation between the two variables by using Pearson’s coefficient
(Table 10).

Table 10. Correlation between variables.

Tobin’s ROA
Pearson Correlation 1 0.843 ™
Tobin’s Significance (2-tailed) 0.000
N 53 53
Pearson Correlation 0.843 " 1
ROA Significance (2-tailed) 0.000
N 53 53

**. Correlation is significant at the 0.01 level (2-tailed).

Source: Processing performed by the authors.

The correlation between the two variables is reflected in the table above. Pearson’s coefficient,
used to determine the correlation between the two quantitative variables, reached a value of 0.843.
This value suggests that there is a direct correlation between the two variables, as Pearson’s coefficient
can range between —1 and 1, for which the value —1 represents the absence of a correlation between
the two variables, and the value 1 represents a total correlation. As a result of the analysis undertaken
in order to test hypothesis Hy, we can conclude that ROA (effectiveness of asset usage) significantly
influences the entities” market value, which allows us to accept this hypothesis.

5. Conclusions

In the context of corporate governance, stakeholder interests are implicitly converging towards
increasing performance and market value [81-83]. As a result of that, performance appears at the
center of the concerns of companies that have a leadership based on the principles of corporate
governance [82-85]. Well-thought-out and articulated structures of performance can operate in an
efficient manner, leading implicitly to an increase in profitability for the company. Increasing the
performance of the entity will ensure a higher degree of insurance for the shareholder. We believe
that corporate governance represents a real chance for growth, with many companies investing time
and sufficient money in the economy to grow in this climate, which is equity-based, value-based
governance, by implementing systems and processes that are primarily intended to increase the
performance and market value of the entity.

This study explores the role of an audit committee and what influence it has on the corporate
governance system of an entity in order to measure its effect on market value. Nevertheless, the lack of
some corporate governance frames or the existence of some which are inadequate, or the way in which
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the norms and rules are transposed in the frame of the implemented systems and processes, should
also be considered.

Moreover, the results add new evidence to that on the implementation of the corporate governance
system or of the principles that could contribute to the estimation of the capacity of the entity to
generate future cash flows or improve the supplied services, aspects that would ensure the continuity
of the considered entities.

This study is complementary to previous studies [28,44,57,71,86-88] that have shown the role that
corporate governance has in the frame of this process and, implicitly, in the drafting of the accounting
synthesis accounts, as well as the role that these have in the governing of an entity.

In essence, it is necessary to approach corporate governance valences in the area of the accounting
reporting process and to consider its impact through drafted reports on the system of leadership and
control. In this way, the mechanisms through which the analyzed systems and processes interfere,
condition, and influence each other can be identified, as well as the ways through which these, and
also the relationships between the different interested parties, can be improved.

To provide support for our findings, we studied the connection between the audit committees
and an entity’s market value, and the following conclusions can be drawn:

e The audit committee is a corporate governance mechanism that can alleviate the problem of
allocating power within the Principal-Agent Theory.

e  The contribution of audit committees in corporate governance is to assess both the quality of
financial reports and their approval. Financial reporting focuses on individual and consolidated
financial statements, including the verification of external auditors.

e Creating an audit committee can have beneficial effects, which can eventually lead to a consolidation
of a company’s corporate governance: (1) the audit committee can help increase the efficiency of
the monitoring system; (2) they can help restore and maintain the public’s trust (this can eventually
lead to lower capital costs and increase market value); (3) the coordination function is another
important contribution of the audit committee regarding corporate governance.

In the same line of thinking, it should be noted that good corporate governance also includes an
effective audit committee, although we cannot say that the inclusion of an audit committee represents
the key to success in business. The audit committee cannot compensate or replace the judgment and
leadership of top managers. However, the present study highlights the importance of an effective
audit committee in conjunction with a solid business model, which must be interpreted more as an
opportunity than a burdensome obligation.

Hence, one lesson from this research is, thus, that the audit committee makes a valuable
contribution to strengthening corporate governance. Another lesson is that the architecture of the
leading and controlling systems carries the mark of the frames, theories, principles, models, and
practices of corporate governance.

In addition, our regression analysis is limited to a certain corporate governance mechanism, and
we believe that this model can be extrapolated to several corporate governance mechanisms, although
this action is practically difficult as different mechanisms are in differently connected. The figures
emphasize that an audit committee can be effective only in a broader process of corporate governance.
Therefore, the results of the present study must be carefully interpreted. Secondly, the independent
variable is not a continuous variable, as the audit committee is effective within the limits of the five
variables taken into consideration. Even so, the current statistical analysis is probably significant,
at least for reference.
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