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25 The untabulated results show that none of the covariates are significantly different between the treatment and control
groups.

26 Additionally, we reestimate the results using an alternative definition of accounting financial expertise. Prior studies find
that CEOs can influence the process of appointment of a new director to the corporate board (Shivdasani & Yermack, 1999).

If this is the case, it is probable that the decrease in AbTone and the appointment of an audit committee financial expert are
simultaneously affected by the incumbent CEQ’s characteristics. To address this issue, we consider an audit committee
member to have financial expertise only when s/he joined as a member of the audit committee before the incumbent CEO
was appointed. Under this alternative definition, the selection of an accounting financial expert as an audit committee
member is less likely to be affected by the incumbent CEQ’s characteristics, thereby mitigating the potential endogeneity

problem. The untabulated results show that our main results do not change when we apply this alternative definition.

27 Section 407 of the SOX requires all companies, other than small business companies, to comply with the disclosure
requirements in annual reports with fiscal year-end dates on or after 15 July 2003 (15 December 2003 for small business
companies). To allow sufficient time for market participants to respond to the new requirements of the SOX 407, we use 1
January 2004 as the cutoff date for the pre- and post-SOX 407 periods.
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