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Abstract

This paper investigates whether women, who serve on the audit committee of the board, can
have a significant impact in reducing audit fees paid by China's A-share listed companies
during the period 2004 to 2007. We show that audit committees composed of both men and
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women pay significantly smaller audit fees. The relationship is significantly greater in
non-state enterprises than that exhibited by state-owned enterprises and significantly greater
in companies deemed to have weak management vis-a-vis strong management. Further
analysis shows that the composition of the committee is irrelevant when management is
strong, regardless of whether it provides guidance for a state-owned enterprise or a strictly
public company. When management is deemed weak, however, gender diversity is associated
with smaller fees.
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1. Introduction

The People’s Republic of China was governed as a planned economy until the 1990s when
the government allowed companies to go public with multiple classes of stock. Joint-equity
enterprises appeared in the 1980s, and in 1990 and 1991 stock exchanges were founded in
Shanghai and Shenzhen, marking the beginning of China’s equity market. The capital market
has grown since then but corporate governance and market supervision lag developed
countries (Allen, Qian & Qian, 2005). Most listed companies are state-owned and
management has generally retained its official administrative posts or ranks. Agency conflicts
are common as corporate governance is still in its infancy. Management engages in
rent-seeking activities and demands personal perquisites (Lin & Lu, 2009). Firms lack
effective market supervision and investors need protection.

That is not to say that the developed world’s equity markets do not struggle with similar
agency problems. For instance, the Sarbanes—Oxley Act (Pub.L. 107-204, 116 Stat. 745)
was enacted July 30, 2002, “To protect investors by improving the accuracy and reliability of
corporate disclosures made pursuant to the securities laws, and for other purposes.” Title III
Corporate Responsibility, §301 Public Company Audit Committees sets forth standards
including (3) independence of audit committee members. §407 mandates audit companies
include at least one member who is a financial expert. Similarly, the Securities Regulatory
Commission and the National Economics and Trade Commission of the People’s Republic of
China jointly issued the Code of Corporate Governance for Chinese Listed Companies in
2002. Chapter Il Directors and Board of Directors, §6 Special Committees of the Board
states(52)in listed companies, the board of directors can form audit committees based on the
decision of general meetings, most of the audit committee’s members should be independent
directors, and at least one member should have accounting expertise. It also lists clearly
(54)the major responsibilities of audit committees. However, audit committee formation in
China is voluntary, differing from developed countries such as U.S and U.K., where its
formation is compulsory. Furthermore, intensive government control and intervention impose
additional complexity to the functioning of the audit committee of the Chinese board (Pan,
Xia & Yu, 2008; Zhang & Wang, 2010).

The preceding narrative raises questions. First, if the stated purpose of the cited legislation is
to protect investors, does the audit committee of the board play a role in reducing agency
costs? Second, partial ownership of Chinese firms means that the State potentially controls
operations which also suggest that it may play an important role in corporate governance.
Therefore, does the nature of the firm’s ownership/management structure matter? Third, both
pieces of legislation ascribe importance to directors being “independent” with at least one
audit committee member deemed a “financial expert”. However, nothing about the
composition of the audit committee is ascribed to either piece of legislation even though there
is increasing awareness throughout the business and academic communities that women
directors further the board’s governance function (Burke & Mattis, 2000). Thus, does this
recognition of the importance of gender for the board and its committees extend to Chinese
companies? We address the question whether women, who serve on the audit committee, can
play a role in reducing audit fees — our proxy for agency costs — of Chinese companies.
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This paper uses a sample of China's A-share listed companies during the period 2004 to 2007.
We use number of female members, presence of at least one female member, and percentage
of female members on the audit committee as our measures for diversity. This study
contributes to the literature in four ways. First, prior research on audit committees in China
mainly focuses on those factors that influence the formation of audit committees and their
characteristics, thus ignoring the issue of gender diversity. We study that issue in the special
institutional background of China where audit committee formation is voluntary and find that
diversity leads to lower audit fees, the same as Ittonen, Miettinen and Vdhdmaa (2010)
document using U.S. data. This finding suggests that even though differences exist in
institutional and business conditions between China and the U.S., the public’s perception of
the contribution that Chinese business women provide is similar to that realized by American
women. Second, after considering the influence of ownership structure and management
control on the governance function of audit committees, we show that the negative
relationship between diversity and audit fees is significantly greater in non-state enterprises
than that in state-owned enterprises; however, the negative relationship of diversity and audit
fees exists only when management control is weak. Third, our results suggest that after
controlling for ownership structure and management control, there is a significantly negative
relationship between diversity and audit fees in both state-owned and non-state firms when
management is weak but when it is strong, gender diversity is not significantly negatively
related to audit fees in either state-owned or non-state enterprises.

2. Literature Review and Hypotheses

Audit fees are determined both by client demand and the supply of this service by external
auditors (Abbott, Parker, Peters & Raghunandan, 2003; Collier & Gregory, 1996; Goddard &
Masters, 2000; Goodwin-Stewart & Kent, 2006). One school of thought holds that audit
committees require higher quality audits, thus necessitating more audit hours expended along
with greater assurances from external auditors that financial statements are stated in
accordance with specified criteria (Abbott,et al.2003). Conversely, supply-side arguments
suggest that the more effective the audit committee, the better the company’s internal controls
and the more reliable the firm’s accounting systems (Gul &Tsui, 1997; Mitra, Hossain &Deis,
2007; Tsui, Jaggi& Gul,2001).

The literature on audit committees mainly focuses on the characteristics (e.g. independence,
expertise and activity) and association between audit committee quality, auditor
independence and internal control (Bedard, Chtourou & Courteau, 2004; Carcello & Neal,
2000; Zhang, Zhou & Zhou,2007). Recently, some studies find that gender diversity of audit
committees plays an important role in corporate governance (Gavious, Segev& Yosef, 2012;
Ittonenet al. 2010; Thiruvadi & Huang, 2011), but these studies are based on U.S. data and
generally do not examine situations unique to emerging and transitional nations, thus their
findings may not be applicable to Chinese firms.

The primary focus of Chinese academic studies pertaining to the audit committee is which
factors influence the formation (Xia, 2005; Xiang, 2012; Xiang, Gan & Wang, 2010) and
characteristics (Wang, Zhang &Gao, 2008; Wang, Wang & Wu, 2006). Audit fees have been
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associated with the ratio of independent to non-independent directors (Li & Wang, 2006).
Large boards pay more for auditing while State ownership and top executive duality (CEO
and board chair being the same individual) are associated with lower audit fees (Cai, 2007).
Cai also finds that non-State ownership with moderate managerial stock ownership reduces
audit fees. He and Liu (2015) show that companies with management deemed as having high
ability, as measured by the MA score (which is partitioned from total efficiency of the firm
and the manager), pay less for auditing. The purpose of this paper is to extend that research
stream by investigating whether gender diverse audit committees have a significant effect on
the audit feesof Chinese companies, after controlling for ownership typeand management
control.

2.1 Gender Diversity of Audit Committees and Audit Fees

Many authors using data from the developed world have also addressed research questions
pertaining to the efficacy of the board (Fondas & Sassalos, 2000; Huse & Grethe-Solberg,
2006; Miller &del Carmen Triana, 2009; Nielson &Huse, 2010) and audit committee when
women are members. Stewart and Munro (2007) argue that female representatives on audit
committees demonstrate superior communication skills and are better prepared for meetings.
In comparison to committees that are totally male, a woman’s presence makes members more
diligent (Thiruvadi, 2012) and reduces fees (Ittonenet al. 2010). Kuang and Chen (2011)
suggest that a feminine presence on the Chinese corporate board is associated with demands
for higher quality external auditing. As the percentage of female board members increases,
there are more discussions at board meetings, the discussions are smoother and directors pay
closer attention to the interests of other stakeholders and not just stockholders; thus corporate
reputation improves (Gao& Zhang, 2011). We argue that having women on the audit
committee can significantly increase the quality of financial reporting and the efficacy of
internal control, thereby lowering audit fees in Chinese firms like elsewhere. Thus,our
hypothesis is:

Hypothesis 1: The gender diversity of audit committees is negatively related to audit fees.
2.2 Gender Diversity of Audit Committees, Ownership Structure and Audit Fees

Durnev and Kim (2005) argue that major shareholders with different characteristics may have
different incentive mechanisms. State-owned listed companies are essentially controlled by
and extensions of government with their decisions influenced by State considerations such as
those related to job security, tax revenues and social stability (Chen, Firth, Gao &Rui, 2006).
The non-transferability of state-owned property rights leads to large transaction costs for
shareholders or management to liquidate ownership interests and thus, major shareholders of
state-owned companies have increased incentive to encroach upon profits at the expense of
minority shareholders. In contrast, stockholders of non-state companies in China seem more
unified in striving towards the goal of maximizing shareholder wealth.

State ownership is generally regarded as inefficient (Boycko, Shleifer &Vishny, 1995;
Roland,2000). The government is the controlling shareholder and its intervention may lead to
tunneling, which means that controlling shareholders encroach upon company assets and
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profits for their own benefit. In China, the government takes responsibility for the failure of
state-owned companies; companies do not bear the risks. Non-state companies do not have
this government backstop, thus need to be more cognizant about projects undertaken and
risks assumed. Xia and Fang (2005) find that government control, especially at county and
city levels, has a negative impact on corporate value. In contrast, Xu and Chen(2003)
document that listed non-state companies have greater corporate value, larger profits and are
more flexible in operation. Xu and Chen also find the efficacy of corporate governance is
higher — senior management subjected to more rigorous supervision within and more scrutiny
from outside the company. Liu, Ye and Liao (2014) find that women directors significantly
increase financial performance in non-state firms while performance in state-owned firms is
not associated with female directors.

It appears that risks confronted and management motives may differ between state-owned
vis-a-vis non-state organizations. How does this ownership dichotomy affect those women
who serve as directors on the audit committee? We argue that due to the government
intervention, the female members on a state-owned corporate audit committee may not
perform their responsibilities as effectively as their female counterparts on non-state firms.
Hence control risks, which are an important source of audit risks, increase. Our hypothesis is:

Hypothesis 2: The negative relationship between the gender diversity of audit committees and
audit fees is greater in non-state enterprises than that realized in state-owned enterprises.

2.2 Management Control, Gender Diversity and Audit Fees

One function of the board is to emplace mechanisms that minimize conflict between
management and shareholders (Jensen & Meckling, 1976). Although the board supposedly
monitors management, managers may still pursue their own interests by affecting its
composition (Mizruchi, 1983; Weisbach, 1988). Vance (1983) argues that when management
controls the board, it is in fact supervising itself which weakens the board. If the company’s
chief executive officer simultaneously serves as board chair, it is harder for boards to function
(Lipton &Lorsch, 1992). With increased management control, the power balance between the
two sides weakens. Increased control by management also negatively affects the
independence of its audit committee (Ruiz-Barbadillo, Biedma-Lopez & Gomez-Aguilar,
2007). In China, the CEO is usually appointed by the controlling shareholder (the State if the
company 1is state-owned) and oftentimes also chairs the board, thus weakening the board’s
supervisory role.

Gender is another type of power relationship affected by the corporate environment in which
it exists (Scott, 1999). When management control is strong, traditional feminine
characteristics such as conservatism and obedience may reduce a woman’s influence on the
committee and may diminish her ability to positively affect corporate governance. We argue
that with stronger management control, fewer women are appointed as audit committee
members further weakening its supervisory function. This lowers the quality of financial
reporting and thus, increases auditing hours and risk assessment. Our hypothesis is:

Hypothesis 3: The negative relationship between the gender diversity of audit committees and

244 ajfa.macrothink.org



ISSN 1946-052X

\ M ac roth i “k Asian Journal of Finance & Accounting
A Institute ™ 2015, Vol. 7, No. 2

audit fees is greater in companies where management control is weak than in companies
where management control is strong.

3. Research Design

The data herein is obtained from the CSMAR (China Security Market Accounting Research)
database except for that pertaining to audit committees which was collected by hand for the
period from 2004 to 2007. Reliable data on control/ownership of listed companies is not
available prior to 2004. The 2008 U.S. subprime mortgage financial crisis affected Chinese
companies including audit fees, thus we exclude companies beginning in 2008 and
thereafter.'

We screened the sample as follows: first, we reject firms with insufficient information about
their audit committees; second, we omit companies that do not have actual controllers; third,
we exclude firms with insufficient financial data. We are left with 2,114 observations,
including 359 (2004), 483 (2005), 526 (2006), and 746 in 2007. Our sample is subdivided
into the type ofcontrollers, resulting in 1,446 state-owned and 668 non-state observations. We
also divide our sample according to whether the CEO simultaneously serves as chairman of
the board. There are 278 observations labeled as having strong management control, i.e., the
two positions of CEO and board chair are dually held by the same individual, and 1,816
observations with weak management control (no duality).

We use the following model to investigate the influence of gender diversity on audit fees:

AFEE = By + BiGENDER + B>CSIZE + BsREC + BJANVEN + BsLEV + BsCFO + B,LOSS +
BsSIZE + ¢

where AFEE is the dependent variable specified as the natural log of domestic audit fees.
GENDER is the explanatory variable representing the audit committee’s gender diversity. As
per Ittonen, et al. (2010) and Thiruvadi and Huang (2011), we use three proxies to measure
diversity: FSIZE denotes the number of women members; FEM is a dummy variable set to 1
if there is at least one female on the audit committee; and FPCT denotes the percentage of
female members to total number of directors on the committee.

Based on prior literature (Abbott,et al. 2003; Ittonen, et al. 2010; Mitra, et al. 2007; Thiruvadi
& Huang, 2011), control variables are defined as follows: CSIZE is a measure of the total
number of audit committee members; REC is the ratio of fiscal year end (hereafter FYE)
receivables to total assets; INVEN is the ratio of FYE inventories to total assets; LEV is the
asset-liability ratio specified as FYE total debt to total assets; CFO denotes FYE net cash
flow from operations to total assets; LOSS is a dummy variable set to 1 if the firm has
incurred a loss, 0 otherwise; SIZE is measured as the natural log of FYE assets.

4. Results and Discussion

Table 1, Panel A presents descriptive statistics. The mean and median values of AFEE are
13.061 and 13.017, respectively; the mean values of FSIZE, FEM and FPCT are 0.46, 0.37
and 0.131, which differ from Thiruvadi and Huang (2011), who report 0.22, 0.20 and 0.06 for
the same metrics, suggesting that the gender diversity of Chinese listed companies is larger
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than that of the S&P Small Cap 600 firms. The mean and median values of CSIZE are 3.6
and 3.0, respectively, differing from Ittonen, et al. (2010) who report 4.143 and 4.0 for S&P
500 firms, suggesting smaller sized audit committees for Chinese firms.

Panel B shows subsamples of state-owned and non-state enterprises. The 13.103 mean value
shown for the audit expense (AFEE) incurred by state-owned companies is significantly
larger than the 12.971 shown for non-state firms (t = 5.095; p = 0.000). Our metrics for
female membership on the audit committee (FSIZE, FEM, FPCT) are 0.46, 0.37 and 0.125
for state-owned organizations and 0.48, 0.38 and 0.146 for publicly-owned companies. Only
FPCT — the percentage of women serving as audit committee members — has a statistically
significant difference (t = -2.144, p = 0.032). The results suggest that state-owned firms pay
more for auditing and have fewer women sitting on the audit committee — a finding consistent
with the hypotheses.

Table 1: Descriptive Statistics.
Panel a: Sample statistics N=2114
Variable AFEE FSIZE FEM FPCT CSIZE REC INVEN LEV CFO LOSS SIZE
Mean 13.061 0.460 0.370 0.131 3.600 0.117 0.169 0.985 0.043 0.120 21.363
Median 13.017 0.000 0.000 0.000 3.000 0.093 0.140 0.528 0.052 0.000 21.269

Stdev 0.556 0.678 0.484 0.197 1.315 0.108 0.143 19.077 0.552 0.320 1.182

Panel b: State-owned and non-state companies
State-owned (N=1146) Non-state-owned (N=668) Difference

Variable Mean Median Std. Mean Median Std. Mean t-statistic

AFEE 13.103 13.017 0.553 12.971 12.899 0.539 0.132%* 5.095

FSIZE 0.460 0.000 0.676 0.480 0.000 0.683 -0.020 -0.829

FEM 0.370 0.000 0.483 0.380 0.000 0.487 -0.010 -0.712

FPCT 0.125 0.000 0.188 0.146 0.000 0.216 -0.021 -2.144
Panel c: Strong and weak management control

Strong management (N=278) Weak Management (N=1816) Difference

Variable Mean Median Std. Mean Median Std. Mean t-statistic

AFEE 12.999 12.899 0.544 13.069 13.017 0.558 -0.070 -1.956

FSIZE 0.450 0.000 0.677 0.470 0.000 0.679 -0.020 -0.396

FEM 0.350 0.000 0.476 0.380 0.000 0.485 -0.030 -1.090

FPCT 0.128 0.000 0.202 0.132 0.000 0.197 -0.004 -0.337

(p=0.101; p=0.05 *; p=0.01 **)

Companies differentiated by strength of management are shown in Panel C. Companies with
strong management control report a mean value for AFEE of 12.999 whereas audit expense
for those firms with weak management is 13.069 —a statistically significant difference (t =
-1.956, p = 0.051). The numbers for the three variables representing a woman’s presence on
the audit committee are not significantly different between groups. The results suggest that
what strong management is willing to pay for auditing is not dependent upon the composition
of the committee.

Table 2 presents multiple regression results. All gender coefficients are negative and
significant at the 0.05 level — a finding consistent with H1 that fees decline with a woman’s
presence (Brem = -0.047, p = 0.014) on the audit committee. Similarly, fees decline as the
number of females (Brsize = -0.034, p = 0.015) or as the ratio of female to male committee
members increases (Brpct = -0.015, p = 0.013) after controlling for other variables shown to
affect fees.
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Table 2: Gender diversity of audit committees and audit fees: Regression analysis of the sample.

Constant FSIZE FEM FPCT CSIZE REC INVEN LEV CFO LOSS SIZE N  Adj. R* F-value
6.137f  -0.034* -0.006 0.158f -0.092 0.003** -0.078**  0.063* 0.325%*

2114 0.438 207.051
0.000 0.015 0.387 0.083 0.151 0.000  0.000 0.033 0.000
6.142%* -0.047* -0.007 0.1591 -0.09 0.003** -0.078**  0.062* 0.325%*

2114 0438 207.068
0.000 0.014 0322 0.081 0.158 0.000  0.000 0.036 0.000
6.147%* -0.115% -0.01 0.158F -0.089 0.003** -0.078**  0.062* 0.326%*

2114 0.438 207.102
0.000 0.013  0.140 0.083 0.161 0.000  0.000 0.035 0.000

(p=0.10 f; p=0.05 *; p=0.01 **)

The significance of the control variables suggests it is more expensive to audit large
corporations (SIZE); firms that are highly leveraged (LEV); and companies that have recently
experienced a loss (LOSS). As net cash flow from operations (CFO) increases, the cost of
auditing declines. There is some indication (at the 10% level) that as the proportion of
receivables-to-assets (REC) increases, so too does the cost of auditing.

Regression results for the second hypothesis pertaining to state-owned versus publicly-owned
companies are shown in Table 3. Models (1), (2) and (3) test the association between gender
diversity and audit fees in state-owned enterprises. Only model (3), in which FPCT is -0.118
(p = 0.035) suggests that the percentage of female audit committee members helps reduce
audit fees. This demonstrates that any fee-effects arising from gender diversity are limited in
state-owned firms. Models (4), (5) and (6) report tests of this diversity/audit fees relationship
in non-state enterprises. Our proxies for female membership on the committee (Brsize=-0.07,
p =0.007; Brem = -0.086, p = 0.018; Brpcr = -0.159, p = 0.048) are all negative and significant,
suggesting that fees decrease when women sit on their audit committees. The evidence
supports H2 that gender diverse committees in publicly-held companies have smaller audit
fees than those in state-owned companies.

Table 3: Regression anaiysis of subsamples by ovmership structure.

Banel a - State-omned Commanies
Constant FSIZE TEM FRCT OSIZE REC INVEN LEY CFO LOSS SIZE N Adj_R: Faraloa

1 560¢% 0022 Q004 0441%F Q13sF 008G HGISFF Q038 Q345%E 1445 049 .86
00 0155 0807 Qo0 0017 00D 0000 028% 00D ‘
2 So1E¥ 0303 4 0d441#¢ Q13sF 00Bs¢¥ QG F Q038 0345F¢
1446 049 7531
Q.00 L) (1] 0621 Q000 0017 0033 20000 0287 00D
3 J4r¢* Q113F Q002 0442%F Q139F QOBo* Q0¥ QUBT Q3450
1446 049 17628
0000 0035 0335 Q000 0013 0032 0.000 D303 LIy
Panelb : Non-state Companies
4 o86FF DOrEE Qmrt 0173 0015 0003#F 0090 0105t 0293
o688 032 4005
0000 Q007 Q0G0 Q123 0,399 0000 0.620 0061 LIy
5 634e¥ 00E6¥ D030F 0171 0011 0003FF 0031 0.096T D299%F
668 032 3073
0000 0013 Q35 Q247 0928 0000 0654 0030 LIy
& o8 Q159% 003TE 0176 0014 0003%F 0076 0100t O300%%
o6 032 3941
0000 o0E Q010 0236 0907 000 0676 000 00D

(=010 T; p=003 ¥; p=D01 ##)

Regardless of ownership structure, SIZE and LEV have significant impact on fees.

Interestingly, REC, INVEN and CFO are significant for state-owned firms but not public
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companies (panel a). One plausible explanation is that receivables in state-owned firms are
subject to government intervention. Transactions have an added element of complexity
resulting in larger bad debt ratios. Other implicit guarantees also exist in state-owned
companies, thus a large inventory ratio does not necessarily suggest problems with financial
performance. And with official administrative posts/ranks, management has motive to reduce
the risks of cash flows from operations so as to improve its political stature.

LOSS and CSIZE are non-state variables of interest (panel b). When firms incur losses,
state-owned companies avoid ‘special treatment’, i.e., the possibility of delisting, by China’s
Securities Regulatory Commission by receiving financial subsidies whereas their non-state
counterparts can protect themselves from punishment only through earnings. This increases
risk and audit expense. Less government intervention in publicly-owned firms may also
suggest that the audit committee can more effectively advise management as committee size
increases, thus reducing audit fees.

Table 4 shows results divided by strength of management. Models (1), (2) and (3) show the
association between a woman’s presence on the committee and audit expense in firms with
strong management, previously defined as those companies in which the CEO and chairman
of the board are the same person. A gender diverse committee does not function to reduce
fees when management is strong. Models (4), (5) and (6) report the relationship between
gender diversity and fees in companies with weak management, i.e., the CEO and board
chairman are two different individuals. Negative and significant results appear in the three
models (BFSIZE = -0033, P = 0022, BFEM = -0045, P = 0027, BFPCT = -0109, P = 0027),
suggesting that fees decline when management is weak and women serve as committee
members. The evidence supports H3 that gender diverse committees help to reduce audit fees
in a managerial framework designated as having weak management control.

Table 4: Regression analysis of subsamples by management control.
Panel a: Companies with strong management control

Constant FSIZE FEM FPCT CSIZE REC INVEN LEV ~ CFO LOSS SIZE N Agj. R® F-value

1 7.24**  -0.024 -0.009 -0.071 -0.124 0.002** -0.070** 0.032 0.277**
278  0.39  23.049

0.000 0.531 0.694 0.718 0.527 0.000 0.000 0.682 0.000

2 7.24%* -0.026 -0.009 -0.066 -0.118 0.002** -0.070** 0.032 .277**
278 039  23.012

0.000 0.640 0.670 0.738 0.550 0.000 0.000 0.688 0.000

3 7.25%* -0.104 -0.011 -0.066 -0.117 0.002** -0.070** 0.032 .277**
278 039  23.106

0.000 0414 0609 0.737 0.550 0.032 0.000 0.683 0.000

Panel b: Companies with weak management control

4 556%* -0.033* -0.007 0.281** -0.107 0.108** -0.116 0.034 0.349**
1816 0.46 193.047

0.000 0.022 0.330 0.007 0.133  0.000 0.310 0.298 0.000

5 5.56%* -0.045* -0.008 0.280** -0.107 0.108** -0.116 0.032 0.349**
1816 046 192.957

0.000 0.027 0260 0.007 0.134 0.000 0310 0.316 0.000

6 5.57** -0.109* -0.012 0.280** -0.105 0.108** -0.118 0.033 0.350**
1816 046 192.968

0.000 0.027 0.117 0.007 0.139 0.000 0.301 0312 0.000

(p=0.10 1; p=0.05 *; p=0.01 **)

SIZE and LEV remain significant regardless of sample groupings. REC is important for
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companies with weak management control whereas CFO is significant in companies with
strong management. Our suspicion is that the complexity of receivable and the risk of
uncollectibleare larger in firms with weak management. This exposes the auditors to
increased risk. CFO is negative, which may indicate that strong management is more capable
at controlling cash flows from operations, lowering audit risks.

5. Further Analysis

In further discussion, we separate the sample first into companies with strong and weak
management and then each management group into state-owned vis-a-vis publicly-owned
companies in order to examine when management control varies, whether the negative
relationship between gender and audit fees is affected by ownership.

Table 5 reports that there are no gender effects arising from a female presence on the audit
committee when management control is strong regardless of ownership. As before, fees
increase with the size of the firm. Interestingly, a dichotomy exists for cash flow from
operations. When the state shares ownership, an increase in CFO reduces auditing costs as
expected. In contrast, expense increases with CFO for publicly-held corporations. One
plausible explanation is that strong management pursues its own interests rather than
maximize the value of cash flow from operations, increasing audit risks and incurring larger
audit expenses. The previously identified positive relationship between leverage and auditing
costs is again present but only for non-state companies. Government implicit guarantees do
not extend to publicly-held firms. Thus, creditors demand higher quality and more expensive
auditing as non-state enterprises increase their debt burden.

Table 5: Companies with strong management control.
Panel a: State-ownership
Constant FSIZE FEM FPCT CSIZE REC INVEN LEV CFO LOSS SIZE N Adj. R® F-value
1 6.40** -0.008 -0.001 -0.189 -0.143 0.073 -0.087** 0.071 0.312**
150 045 16465
0.000 0.900 0.968 0.610 0.638 0.545  0.000 0.589 0.000
2 6.42%* -0.005 -0.003 -0.204 -0.141 0.074 -0.087** 0.071 .311%*
150 045 16462
0.000 0.949 0.925 0589 0.643 0.541 0.000 0.586  0.000
3 6.40** -0.048 -0.002 -0.180 -0.143 0.072 -0.087** 0.071 .312%*
150 045 16474
0.000 0.820 0.956 0.627 0.637 0550  0.000 0.586 0.000
Panel b: Public ownership
4 8.15%* -0.062 -0.027 0.103 0.056 0.002** 0.718* -0.003 0.235%*
1816 0.46 193.047
0.000 0.229 0.360 0.670 0.831 0.006  0.049 0975 0.000
5 8.16%* -0.084 -0.028 0.115 0.079 0.002** 0.702f -0.009 0.234**
1816 046 192.957
0.000 0.276 0.345 0.634 0.768 0.006  0.054 0.933 0.000
6 8.18%* -0.218 -0.034 0.116 0.070 0.002** 0.713* -0.009 0.234**
1816 046  192.968
0.000 0.166 0.258 0.630 0.790 0.006  0.050 0931 0.000

Table 6 shows the results of our gender investigations when management control is weak. For
state-owned companies, neither the presence (FEM) nor number (FSIZE) of females holding
a committee seat is significant. However, there is a significant and negative relationship
between the ratio of women to men (Bppct = -0.127, p = 0.030) and audit fees.Large
companies and levered firms increase expenditures for auditing. Panel b reports both number
of women (Brsizg = -0.062, p = 0.035) and their presence (Brem = -0.069, p = 0.085) reduces
fees for non-state companies. As the total number of committee members increase (CSIZE),
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fees decline. We suppose this is true because with more eyes watching management, audit
risks and expenses decline.

Table 6: Companies with weak management control.
Panel a: State-ownership
Constant FSIZE FEM FPCT CSIZE REC INVEN LEV CFO LOSS SIZE N Adj. R® F-value
1 5.32%* -0.023 0.003 0.571** -0.209* 0.0791 -0.128 0.032 0.358**
1277 050  159.92
0.000 0.169 0.741 0000 0.015 0.072 0356 0.393 0.000
2 5.33%* -0.036 -0.002 0.568** -0.211* 0.079% -0.128 0.032 0.357**
1277 050  159.05
0.000 0.118 0.766  0.000 0.014 0.073 0.354 0.401 0.000
3 5.35%* -0.127* 0.002 0.570** -0.214* 0.0791f -0.134 0.030 0.357**
1277 050  159.62
0.000 0.030 0996 0.000 0.013 0.071 0332 0.426 0.000
Panel b: Public ownership
4 5.61%* -0.062* -0.034* -0.123  -0.008 0.109** 0.042 0.085 0.354**
539 036  39.287
0.000 0.035 0.035 0.500 0.952 0.000 0.838 0.178 0.000
5 5.59%* -0.069+ -0.038* -0.117 -0.007 0.109** -0.049 0.079 0.356**
539 036  38.992
0.000 0.085 0.019 0521 0956 0.000 0.811 0.209 0.000
6 5.56%* -0.114 -0.043* -0.122 -0.008 0.110** -0.055 0.084 0.357**
539 036 38717
0.000 0.208 0.007 0505 0.954 0.000 0.786 0.185 0.000

The combined results suggest that the female-male composition of the audit committee does
not matter when management control is strong. When control is weak, it appears that women
matter — audit fees decline — for both state-owned and non-state companies.

6. Conclusion

This paper investigates whether the supervision function and governance of audit committees
have an influence on fees from the perspective of gender diversity. We use number of female
members, presence of at least one female member, and percentage of female committee
members as measures to examine the relationship between gender diversity and audit fees for
Chinese companies, taking into consideration the effects of both ownership structure and
management control. The conclusion is that gender diversity is significant and negatively
related to audit fees, and that such a relationship is greater in non-state enterprises than that in
state-owned enterprises. Furthermore, the negative relationship of gender diversity and audit
fees exists only when management control is weak. In further analysis, results show that
when management control is weak, gender diversity is negatively related to fees in both
state-owned enterprises and non-state enterprises, and when management control is strong,
gender diversity is not related to fees in either state-owned enterprises or non-state enterprises.
Therefore, the governance function of audit committees in China can be improved by
increasing gender diversity of audit committees, reforming ownership structure systems in
state-owned enterprises and weakening management control.
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