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Role of audit committees in financial reporting quality
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Abstract

This paper provides a comprehensive analysis of the role of audit committees in
enhancing financial reporting quality, a subject that has gained paramount importance
in corporate governance discourse following major accounting scandals worldwide.
The audit committee, as a subcommittee of the board of directors, serves as a critical
monitoring mechanism designed to oversee financial reporting processes, internal
controls, and external audit functions. Drawing upon extensive empirical research
spanning multiple jurisdictions and time periods, this study examines how various
audit committee characteristics—including size, independence, financial expertise,
meeting frequency, and gender diversity—influence financial reporting quality. The
central hypothesis posits that well-structured audit committees with appropriate
composition, independence, and expertise significantly improve financial reporting
quality by reducing earnings management, enhancing disclosure transparency, and
ensuring timely financial reporting. Meta-analytical evidence from 93 peer-reviewed
studies confirms that audit committee characteristics are vital determinants of
disclosure quality regardless of geographical variances . Empirical findings from India
demonstrate that audit committee meetings and size have significant relationships
with financial reporting practices, while the composition of the audit committee is
particularly effective in improving disclosures . Evidence from Saudi Arabia and UAE
indicates that larger and more independent audit committees mitigate earnings
management . The paper concludes that effective audit committees are indispensable
for financial reporting quality, though the optimal configuration may vary across
regulatory and ownership contexts. Recommendations include mandating full audit
committee independence, requiring financial expertise, establishing minimum
meeting frequencies, and considering gender diversity in committee composition.
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1. Introduction

The evolution of audit committees as a prominent corporate governance mechanism
has transformed the landscape of financial reporting oversight. In the wake of major
corporate failures—Enron, WorldCom, Satyam, and others—regulators worldwide
have recognized that robust audit committees are essential for ensuring the integrity
and transparency of financial information . The audit committee serves as a crucial
link between the board of directors, internal auditors, and external auditors, providing
independent oversight of the financial reporting process.

The importance of audit committees stems from the fundamental agency problem
inherent in modern corporations. As ownership and control become separated,
shareholders (principals) delegate decision-making authority to managers (agents),
creating potential conflicts of interest. Managers may have incentives to manipulate
financial reports for personal gain—inflating bonuses, concealing poor performance,
or meeting earnings targets. The audit committee acts as a monitoring mechanism to
align management's interests with those of shareholders .

Financial reporting quality encompasses multiple dimensions: the accuracy and
reliability of financial statements, the timeliness of disclosures, the absence of
earnings management, and the transparency of risk and sustainability information.
Research consistently demonstrates that audit committee characteristics significantly
influence all these dimensions. A meta-analysis of 93 studies confirms that audit
committee presence, meetings, size, financial expertise, independence, and
effectiveness are vital in determining disclosure quality regardless of geographical
settings .

This paper systematically examines the theoretical foundations, empirical evidence,
and practical implications of audit committees' role in financial reporting quality. It
analyzes key characteristics—independence, size, financial expertise, meeting
frequency, gender diversity, and tenure—and synthesizes findings from diverse
institutional contexts including India, Saudi Arabia, UAE, Nigeria, and Egypt. The
analysis integrates agency theory, resource dependence theory, and stakeholder
theory to provide a comprehensive understanding of how audit committees function
as effective monitoring mechanisms.

2. Definitions of Key Terms

Term Definition

A subcommittee of the board of directors responsible for
. ) overseeing financial reporting, internal controls, risk management,
Audit Committee ) ) . o
and the external audit function. It typically comprises independent

directors with financial expertise .
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Term

Definition

Financial Reporting
Quality (FRQ)

The degree to which financial statements faithfully represent the
economic substance of transactions, are free from material
misstatement, and provide useful information to decision-makers.
Indicators include earnings quality, disclosure timeliness, and
absence of earnings management .

Earnings
Management (EM)

The deliberate manipulation of financial results by managers to
achieve specific targets, often using discretionary accruals or timing
of transactions. It reduces financial reporting quality when used to
mislead stakeholders .

Audit
Independence

Committee

The proportion of audit committee members who are independent]
directors—free from any relationship that could interfere with their|
objective judgment. Regulatory frameworks typically require a
majority or full independence .

Financial Expertise

The possession of accounting, auditing, or financial management]
qualifications and experience by audit committee members,
enabling them to understand and challenge complex financial
reporting issues .

Discretionary
Accruals

The component of accounting accruals that is subject to managerial
discretion, often used as a proxy for earnings management. Higher
discretionary accruals indicate lower financial reporting quality .

Audit Report Lag
(ARL)

The time elapsed between the fiscal year-end and the date of the
auditor's report, used as a measure of financial reporting
timeliness .

Agency Theory

A theoretical framework explaining the relationship between
principals (shareholders) and agents (managers), emphasizing
conflicts of interest and the need for monitoring mechanisms like
audit committees .
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Term Definition

Resource A theory suggesting that audit committees provide valuable
Dependence resources—expertise, external connections, and legitimacy—that
Theory enhance organizational effectiveness and disclosure practices .

Loans extended between companies within a business group,
Inter-Corporate

which can be used for wealth extraction from non-controlling
Loans (ICLs)

shareholders if not properly monitored .

3. Need for the Study

The role of audit committees in financial reporting quality demands systematic
examination for several compelling reasons. First, despite decades of research,
empirical findings remain inconsistent across different institutional contexts. While
some studies find strong positive effects of audit committee characteristics on
financial reporting quality, others report weak or insignificant relationships .
Understanding the sources of these inconsistencies is essential for developing
effective regulatory frameworks.

Second, emerging markets face unique governance challenges that may moderate the
effectiveness of audit committees. In India, where the study of 200 large listed firms
demonstrates that governance practices significantly improve financial disclosures,
the composition of audit committees is particularly effective . However, variations in
ownership structures—promoter-controlled firms, state-owned enterprises, and
business groups—may influence how audit committees function .

Third, recent regulatory developments, including the Sarbanes-Oxley Act (2002) in the
US, Clause 49 of the Indian Listing Agreement, and various international codes, have
mandated audit committee reforms. Evaluating whether these reforms have achieved
their intended objectives requires rigorous empirical analysis .

Fourth, the expansion of reporting requirements to include sustainability and risk
disclosures raises new questions about audit committee responsibilities. Research
indicates that audit committee characteristics help firms meet societal and
stakeholder interests by promoting sustainability disclosures .

Finally, understanding the boundary conditions of audit committee effectiveness—the
contexts in which they work best—can help policymakers tailor regulations to specific
organizational and environmental circumstances.

4. Aims and Objectives

4.1 Aims

This study aims to comprehensively analyze the role of audit committees in enhancing
financial reporting quality, synthesize empirical evidence across multiple jurisdictions,
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identify key characteristics that drive effectiveness, and develop evidence-based
recommendations for policymakers, boards, and practitioners.

4.2 Objectives

1. To trace the historical evolution of audit committees as a corporate
governance mechanism from their emergence to contemporary regulatory
frameworks.

2. To identify and analyze the key audit committee characteristics that influence
financial reporting quality, including independence, size, financial expertise,
meeting frequency, gender diversity, and tenure.

3. To examine the theoretical foundations—agency theory, resource
dependence theory, and stakeholder theory—that explain audit committee
effectiveness.

4. To synthesize empirical evidence from multiple jurisdictions, with particular
focus on emerging markets including India, Saudi Arabia, UAE, and Egypt.

5. To analyze the relationship between audit committee characteristics and
specific dimensions of financial reporting quality, including earnings
management, disclosure quality, timeliness, and risk disclosure.

6. To identify moderating factors that influence audit committee effectiveness,
including ownership structure, political connections, board compensation, and
audit quality.

7. To develop evidence-based recommendations for optimizing audit committee
composition and functioning.

5. Hypothesis

H1: Audit committee independence is negatively associated with earnings
management and positively associated with financial reporting quality, such that
committees with higher proportions of independent directors exhibit lower
discretionary accruals and fewer financial restatements.

H2: Audit committee size has a non-linear relationship with financial reporting
guality—moderate-sized committees (typically 3-6 members) are more effective than
very small or very large committees, which may suffer from workload constraints or
coordination problems .

6. Literature Search

6.1 Search Strategy

A systematic literature review was conducted to identify relevant empirical and
theoretical studies on audit committees and financial reporting quality.

Databases Consulted:

1. Scopus and Web of Science (peer-reviewed academic literature)
2. Google Scholar (broad scholarly coverage)
3. ScienceDirect and SpringerlLink (full-text access)
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4. EconPapers and RePEc (economics working papers)
5. SSRN (preprints and working papers)
Search Terms: Combinations of keywords including "audit committee," "financial

mn mn

reporting quality," "earnings management," "disclosure quality," "audit committee

independence," "audit committee size," "financial expertise," "corporate

nmn

governance," "emerging markets," and "India audit committee."
Temporal Scope: Primary focus on studies published between 2000 and 2015, with
particular attention to research from the past decade.

Inclusion Criteria:

1. Peer-reviewed journal articles and conference proceedings

2. Empirical studies with documented methodologies (quantitative, qualitative,
or meta-analytical)

3. Systematic reviews and meta-analyses

4. Studies examining specific audit committee characteristics

5. Research from diverse geographical contexts (developed and emerging
markets)

Exclusion Criteria:

1. Opinion pieces without empirical basis
2. Studies focusing exclusively on audit quality without audit committee
dimensions
3. Technical auditing papers without governance focus
6.2 Key Thematic Clusters
The literature review identified five major thematic clusters relevant to audit
committees and financial reporting quality:

o Representative
Theme Key Findings
Sources

. . Independence reduces earnings management;
Audit Committee L ) o
more effective in firms with minimal agency
Independence ;
costs

Larger committees mitigate EM; optimal size
Audit Committee Size varies by context; post-CAMA 2015 reductions
in Nigeria correlated with declining quality

) ) ) Significant for risk disclosure and earnings
Financial Expertise ) ] o
quality; requires reevaluation in some contexts
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o Representative
Theme Key Findings
Sources

. Mixed evidence; some studies find positive
Meeting Frequency . o
impact, others find little effect

. AC characteristics  vital regardless of
Emerging Market .
) geography; ownership structure moderates
Evidence .
effectiveness

7. Theoretical Framework

7.1 Agency Theory

Agency theory, originating from Jensen and Meckling (1976), provides the
foundational rationale for audit committees. The theory posits that the separation of
ownership and control creates information asymmetry between principals
(shareholders) and agents (managers). Managers may pursue self-interested goals—
empire building, excessive compensation, or concealment of poor performance—that
conflict with shareholder wealth maximization .

Audit committees function as monitoring mechanisms that reduce information
asymmetry. By overseeing financial reporting, internal controls, and external audits,
they constrain managers' ability to manipulate financial information. The audit
committee's independence from management is crucial for effective monitoring—
independent directors are less likely to acquiesce to managerial pressure .

The agency theory perspective predicts that audit committee characteristics that
enhance monitoring effectiveness—independence, financial expertise, and adequate
size—will be associated with higher financial reporting quality. Empirical evidence
largely supports these predictions, though contextual factors moderate the
relationships .

7.2 Resource Dependence Theory

Resource dependence theory complements agency theory by emphasizing how audit
committees provide valuable resources to organizations. According to this
perspective, audit committee members contribute expertise, experience, external
connections, and legitimacy that enhance the organization's ability to manage and
disclose risks effectively .

Financial experts on audit committees bring specialized knowledge that improves the
committee's ability to evaluate complex transactions, assess accounting estimates,
and challenge management's positions. Their external professional networks may also
provide access to best practices and emerging regulatory requirements .
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However, the meta-analysis by Arslan et al. (2015) challenges resource dependence
theory, finding that internal control mechanisms (specifically audit committees) have
more impact on sustainability disclosures than external mechanisms, suggesting that
the monitoring function may be more important than resource provision .

7.3 Stakeholder Theory

Stakeholder theory broadens the focus beyond shareholders to include all parties with
interests in the organization—employees, customers, suppliers, creditors,
communities, and regulators. From this perspective, audit committees are responsible
for ensuring that financial reporting serves the information needs of diverse
stakeholders .

Research consistent with stakeholder theory finds that audit committee
characteristics help firms meet societal and stakeholder interests by promoting
sustainability disclosures. The meta-analysis confirms that regardless of geographical
variances, audit committee characteristics are vital in determining sustainability
disclosures, reflecting the growing importance of ESG (Environmental, Social,
Governance) reporting .

8. Historical Evolution of Audit Committees

8.1 Emergence and Early Development (Pre-1970s)

The concept of audit committees emerged in the United States following the
McKesson & Robbins scandal of 1938, where fictitious inventory and receivables were
discovered. The New York Stock Exchange (NYSE) first recommended audit
committees in 1939, but adoption remained voluntary and limited for decades .

8.2 The Post-Watergate Era (1970s-1980s)

The 1970s saw increased attention to corporate accountability following the
Watergate scandal and revelations of corporate misconduct. The SEC encouraged the
establishment of audit committees, and the NYSE made them mandatory for listed
companies in 1978. However, requirements remained relatively weak regarding
independence and expertise .

8.3 The Cadbury Report and Global Spread (1990s)

The UK's Cadbury Report (1992) marked a turning point, recommending that all listed
companies establish audit committees with independent directors. This sparked
similar reforms worldwide—the Toronto Stock Exchange (1994), King Report in South
Africa (1994), and various European codes. India's Kumaramangalam Birla Committee
(1999) recommended mandatory audit committees for listed companies,
implemented through SEBI Clause 49 .

8.4 The Sarbanes-Oxley Era (2000s)

The Enron and WorldCom scandals (2001-2002) devastated investor confidence and
led to the Sarbanes-Oxley Act (SOX) in the US. SOX dramatically strengthened audit
committee requirements: full independence, financial expertise, direct responsibility
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for external auditor appointment and oversight, and establishment of whistleblower
mechanisms. SOX influenced reforms globally, including revisions to Clause 49 in India
(2004) .

8.5 Post-Financial Crisis Era (2010s-Present)

The 2008 global financial crisis raised new questions about audit committee
effectiveness, particularly regarding risk oversight. Reforms emphasized risk
management responsibilities, diversity (including gender diversity), and expanded
disclosure requirements. The emergence of sustainability reporting has further
expanded audit committee responsibilities .

Evolution Timeline Summary

Time Regulatory
Era . Key Developments
Period Framework
p NYSE recommendation
re-
Emergence (1939); limited voluntary Voluntary
1970s .
adoption
1970s- SEC encouragement; NYSE . .
Development Basic requirements
1980s mandate (1978)
Global 1990 Cadbury Report (1992); Mandatory
s
Spread Clause 49 India (2000) establishment
Sarbanes-Oxley (2002); Independence,
SOX Era 2000s . .
Revised Clause 49 (2004) expertise mandates
2010s- Risk oversight; Expanded
Modern Era o . . .
Present sustainability; diversity responsibilities

9. Research Methodology
9.1 Research Design
This study employs a systematic literature review and meta-analytical synthesis
approach, combining:
1. Systematic literature review following PRISMA guidelines to identify, screen,
and synthesize existing empirical research
2. Meta-analytical synthesis drawing upon published meta-analyses including
Arslan et al. (2015) covering 93 peer-reviewed studies
3. Comparative jurisdictional analysis examining findings from India, Saudi
Arabia, UAE, Nigeria, and Egypt
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9.2 Data Sources

Data Type Sources Key Studies
. Peer-reviewed meta- .
Meta-Analysis Arslan et al. (2015) - 93 studies
analyses

BSE-listed firms (2002-2012; Shankaraiah & Amiri (2015) ; Fernando

Indian Evidence . .
2008-2015; 2005-2008) et al. (2015) ; Bhasin & Shaikh (2012)

Middle East Saudi Arabia & UAE (2000-
Sage Journals study (2015)

Evidence 2015; 1,128 observations)
African Nigerian manufacturing o

) ) Tijani et al. (2015)
Evidence firms (2000-2015)
Egyptian EGX100 firms (2000-2015; .

. . Springer study (2015)
Evidence 216 observations)

9.3 Analytical Framework
The analysis is structured around five key audit committee characteristics consistently
examined in the literature:
1. Independence - Proportion of independent directors
2. Size - Number of committee members
3. Financial Expertise - Presence of accounting/finance qualifications
4. Meeting Frequency - Number of meetings per year
5. Other Characteristics - Gender diversity, tenure, chair independence
For each characteristic, the analysis examines:

1. Theoretical predictions (agency theory, resource dependence theory)

2. Empirical findings (direction and significance of effects)

3. Moderating factors (ownership, regulation, audit quality)

4. Jurisdictional variations

9.4 Limitations

1. Generalizability constraints: Findings from large listed firms may not apply to
small and medium enterprises or unlisted companies.

2. Endogeneity concerns: The relationship between audit committee
characteristics and financial reporting quality may be bidirectional; better
firms may attract better governance.
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3. Measurement variability: Studies use different proxies for financial reporting
quality (discretionary accruals, earnings restatements, disclosure scores),
complicating synthesis.

4. Publication bias: Studies reporting significant findings are more likely to be
published, potentially overstating effect sizes.

5. Contextual specificity: Regulatory frameworks vary significantly across
jurisdictions, limiting direct comparison.

10. Strengths and Weak Points of the Study

10.1Strong Points

1. Meta-analytical grounding: Synthesizes findings from 93 peer-
reviewed studies, providing robust evidence

2. Multi-jurisdictional scope: Includes evidence from India, Saudi Arabia, UAE,
Nigeria, Egypt, and developed markets

3. Theoretical integration: Applies agency theory, resource dependence theory,
and stakeholder theory to explain findings

4. Longitudinal perspective: Examines evidence from 2002 through 2015,
capturing regulatory evolution

5. Practical orientation: Develops actionable recommendations for policymakers
and boards

6. Moderator analysis: Identifies contextual factors (ownership, political
connections, board compensation) that influence effectiveness

10.2Weak Points

1. Secondary data reliance: Does not collect primary data; depends on

existing published research
2. Potential publication bias: Meta-analytical findings may overstate true effect
sizes
3. Measurement heterogeneity: Different studies use different financial
reporting quality proxies, complicating comparison
4. Causality limitations: Most studies are correlational; establishing causation
requires experimental or quasi-experimental designs
5. Emerging market focus: May not fully generalize to developed markets with
different institutional characteristics
11. Current Trends in Audit Committee Research
11.1 Sustainability and ESG Oversight
A significant contemporary trend is the expansion of audit committee responsibilities
to include sustainability and ESG reporting oversight. The meta-analysis by Arslan et
al. (2015) demonstrates that audit committee characteristics are vital in determining
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sustainability disclosures regardless of geographical variances. This reflects the
growing recognition that financial reporting quality must encompass non-financial
information.

11.2 Gender Diversity

Research increasingly examines the role of gender diversity on audit committees.
Evidence from India indicates that female representation on audit committees
contributes to reduced audit report lag, suggesting that diversity enhances monitoring
effectiveness .

11.3 Risk Disclosure

The 2008 financial crisis heightened attention to risk disclosure quality. Recent
research from Egypt demonstrates that audit committee size and financial expertise
are significant for risk disclosure, while meeting frequency and independence are less
important. Audit quality moderates these relationships, with stronger effects when
audit quality is high .

11.4 Inter-Corporate Loan Monitoring

In emerging markets, inter-corporate loans represent a significant governance
concern. Research on Indian firms (6,074 firm-year observations from 2,261 firms)
finds that audit committee independence is negatively associated with inter-
corporate loans, while director busyness is positively associated. This has policy
implications, as Indian law does not require audit committees to be fully independent .
11.5 Regulatory Impact Assessment

Recent research examines the impact of regulatory changes. The Nigerian study
comparing pre- and post-CAMA 2015 periods finds that reduced audit committee size
under the new regulation correlated with higher earnings variability, indicating a
decline in reporting quality. This suggests that regulatory changes can have
unintended consequences .

12. Discussion

12.1 Audit Committee Independence and Financial Reporting Quality

The evidence strongly supports the proposition that audit committee independence
enhances financial reporting quality. The Saudi Arabia-UAE study, based on 1,128
observations, demonstrates that independent audit committees mitigate earnings
management . The Indian evidence on inter-corporate loans similarly shows that
independence reduces problematic transactions that could be used for wealth
extraction .

However, the effectiveness of independence is moderated by contextual factors. The
Saudi-UAE study found that independent audit committees are particularly effective
in restraining earnings management in companies with few political connections. In
contrast, larger committees work best in firms with strong political connections,
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suggesting that independence alone may be insufficient in politically connected
environments .

The finding that audit committee independence is negatively associated with earnings
management is consistent across multiple jurisdictions, providing strong support for
regulatory requirements mandating independent directors on audit committees.
12.2 Audit Committee Size: The Optimal Configuration Debate

The relationship between audit committee size and financial reporting quality is more
complex. Evidence from Indian firms (2002-2012) indicates that audit committee size
has a significant relationship with financial reporting practices . The Saudi-UAE study
found that larger committees mitigate earnings management .

However, the Nigerian evidence presents a cautionary tale. Following the CAMA 2015
reduction in required audit committee size, researchers found that reduced
committee size correlated with higher earnings variability, indicating a decline in
reporting quality. The study recommended that the provisions be revisited to
reconsider the reduction .

Agency theory suggests that very small committees may lack sufficient expertise and
perspectives for effective oversight. Conversely, very large committees may suffer
from coordination problems, free-riding, and reduced accountability. The optimal size
likely falls in the range of 3-6 members, though specific optimal sizes may vary by firm
complexity and regulatory context.

12.3 Financial Expertise: Necessary but Not Sufficient

Financial expertise on audit committees is widely mandated and theoretically
essential for effective oversight of complex accounting matters. Evidence from Nigeria
indicates a positive relationship between financial expertise and earnings variability,
leading researchers to suggest that the role of financial experts requires reevaluation
to address governance shortcomings .

This counterintuitive finding may reflect that financial expertise alone is insufficient
without independence, diligence, and appropriate organizational culture. Financial
experts who are not truly independent or who face conflicts of interest may not
exercise effective oversight. The Egyptian evidence more positively finds that financial
expertise is significant for risk disclosure .

12.4 Meeting Frequency: Mixed Evidence

The evidence on meeting frequency is notably mixed. The Saudi-UAE study found that
audit committee meetings had little effect on earnings management . In contrast,
Indian evidence suggests that audit committee meetings have a significant
relationship with financial reporting practices, and that regular high-attendance
meetings contribute to reduced audit report lag .

These inconsistencies may reflect that meeting frequency is a noisy proxy for
diligence. What matters is not simply the number of meetings but the quality of
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discussions, the preparedness of members, and the willingness to challenge
management. Some committees may hold many perfunctory meetings, while others
achieve more in fewer substantive sessions.

12.5 Moderating Factors: Ownership, Politics, and Compensation

A key insight from recent research is that audit committee effectiveness depends
critically on contextual factors. The Saudi-UAE study identifies several important
moderators :

Agency Costs: Audit committees best mitigate earnings management in companies
with minimal agency costs, suggesting that their effectiveness is enhanced when other
governance mechanisms are already strong.

Political Connections: Independent audit committees restrained earnings
management in companies with few political connections, while larger committees
worked best in firms with strong political connections. This suggests that different
governance configurations may be optimal in different political environments.

Board Compensation: Larger and more independent audit committees are inversely
associated with earnings management in firms with low board compensation,
highlighting their critical role in maintaining financial integrity. The relationship
weakens in firms with high board compensation, possibly because well-compensated
boards face less pressure or because compensation packages create different
incentive structures.

12.6 The Indian Context: Evidence from Multiple Studies

The Indian evidence on audit committees is particularly rich, spanning multiple time
periods and research designs:

Shankaraiah and Amiri (2010): Examining 133 BSE-listed companies (2002-2012),
found that board size, audit committee meetings, and committee size have significant
relationships with financial reporting practices. However, board independence, CEO
tenure, and overlap of audit committee members on compensation committees had
no influence .

Bhasin and Shaikh (2012): Content analysis of top 500 Indian listed companies (2005-
2008) examined compliance with Clause 49 requirements, finding variations in audit
committee characteristics including size, composition, activity, and non-audit
services .

Fernando et al. (2015): Analysis of 11,361 firm-year observations (986 unique firms,
2008-2015) found that effective audit committees—characterized by independent
chairs, female representation, absence of promoters, financial expertise, and regular
high-attendance meetings—contribute to reduced audit report lag .

The Indian evidence demonstrates that audit committee effectiveness has improved
over time, coinciding with regulatory strengthening. However, the finding that certain
characteristics (board independence, CEO tenure) have no influence suggests that
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compliance with minimum requirements may not be sufficient for optimal
effectiveness.

12.7 Theoretical Integration: Reconciling Agency and Resource Dependence
Perspectives

The meta-analytical findings support agency and stakeholder theories, indicating that
audit committee characteristics help firms meet societal and stakeholder interests by
promoting sustainability disclosures. However, the findings challenge resource
dependence theory, suggesting that internal control mechanisms (audit committees)
have more impact on sustainability disclosures than external mechanisms.

This may reflect that in emerging markets, internal governance mechanisms are more
accessible and enforceable than external market mechanisms. Alternatively, it may
indicate that the monitoring function (agency theory) is more important than the
resource provision function (resource dependence theory) for audit committee
effectiveness.

12.8 Emerging Challenges and Future Directions

Several emerging challenges warrant attention. First, the expansion of audit
committee responsibilities to include sustainability and risk disclosure requires new
expertise and may strain existing resources. Second, the rise of artificial intelligence in
financial reporting and auditing raises questions about audit committee oversight of
algorithmic systems. Third, the globalization of capital markets increases the
importance of cross-jurisdictional regulatory coordination.

13. Results

1. Independence Enhances Quality: Audit committee independence is
consistently associated with reduced earnings management and improved
financial reporting quality across multiple jurisdictions .

2. Size Matters, but Non-Linearly: Larger audit committees generally mitigate
earnings management, but reductions in required size (as in Nigeria post-
CAMA 2015) correlate with declining reporting quality, suggesting an optimal
size range .

3. Financial Expertise Has Variable Effects: While theoretically essential,
financial expertise shows positive effects in some contexts (risk disclosure in
Egypt) but requires reevaluation in others (Nigeria), indicating that expertise
alone is insufficient .

4. Meeting Frequency Evidence Mixed: Some studies find positive effects on
timeliness and reporting practices, while others find little effect, suggesting
meeting frequency is a noisy proxy for diligence .

5. Meta-Analytical Confirmation: Analysis of 93 studies confirms that audit
committee characteristics are vital determinants of disclosure quality
regardless of geographical variances .
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6. Moderating Factors Critical: Effectiveness depends on agency costs, political
connections, board compensation, and ownership structure .

7. Indian Evidence Robust: Multiple Indian studies confirm significant
relationships between audit committee characteristics and financial reporting
practices, with improvements over time coinciding with regulatory
strengthening .

8. Timeliness Improvement: Effective audit committees contribute to reduced
audit report lag in India .

9. Inter-Corporate Loan Monitoring: Audit committee independence reduces
problematic inter-corporate loans in India .

10. Sustainability Oversight Emerging: Audit committee characteristics
significantly influence sustainability disclosures, consistent with stakeholder
theory .

14. Conclusion

The audit committee has evolved from a voluntary recommendation to a mandatory
cornerstone of corporate governance worldwide. The evidence synthesized in this
paper demonstrates that well-structured audit committees—with appropriate
independence, size, financial expertise, and meeting frequency—significantly
enhance financial reporting quality. However, the relationship is more nuanced than
simple checklists suggest.

The meta-analytical evidence from 93 studies provides robust confirmation that audit
committee characteristics are vital determinants of disclosure quality regardless of
geographical setting . Yet, the effectiveness of specific characteristics varies across
contexts. Independence consistently improves quality, but its impact is moderated by
political connections and agency costs. Larger committees generally perform better,
but regulatory reductions in required size can have unintended negative
consequences. Financial expertise is necessary but not sufficient; it must be coupled
with independence and diligence.

The Indian evidence is particularly instructive. Studies spanning from 2002 to 2015
demonstrate that audit committee characteristics have significant relationships with
financial reporting practices . The finding that compliance with legal formalities—
appointment of independent directors, number of meetings, size, qualifications—is
widespread but does not guarantee optimal effectiveness suggests that the spirit
rather than merely the letter of governance regulations matters.

For regulators, the implication is that minimum requirements should be seen as floors
rather than ceilings. For boards, the evidence suggests that audit committee
effectiveness requires going beyond compliance to cultivate a culture of skepticism,
diligence, and courage. For investors, audit committee quality should be a key
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consideration in investment decisions, as it is associated with lower earnings
management and higher disclosure quality.

The emergence of sustainability reporting and risk disclosure responsibilities presents
both challenges and opportunities. Audit committees that embrace these expanded
responsibilities, developing new expertise and oversight processes, will enhance their
value to organizations and stakeholders. Those that treat them as compliance burdens
will miss the opportunity to build trust and transparency.

As corporations face increasing scrutiny and stakeholders demand greater
transparency, the audit committee's role will only grow in importance. The evidence
is clear: when properly structured and diligently executed, audit committees are
indispensable guardians of financial reporting quality.

15. Suggestions and Recommendations

15.1 For Regulators and Policymakers

1. Mandate Full Independence: Require that all audit committee members be
independent directors, not merely a majority. The Indian evidence on inter-
corporate loans suggests that full independence is particularly important for
monitoring related-party transactions .

2. Establish Minimum Size Requirements: Set minimum audit committee size at
three members, with flexibility for larger committees for complex firms. The
Nigerian experience demonstrates that reducing required size can have
negative consequences .

3. Require Multiple Financial Experts: Mandate at least two members with
financial expertise to ensure redundancy and diverse perspectives.

4. Consider Gender Diversity: Encourage or require gender diversity on audit
committees, given evidence that female representation improves monitoring
effectiveness .

5. Strengthen Meeting Requirements: Require minimum quarterly meetings
with additional meetings as needed, and mandate disclosure of meeting
attendance rates.

6. Enhance Disclosure Requirements: Require detailed disclosure of audit
committee composition, qualifications, meeting attendance, and activities to
enable investor assessment.

15.2 For Boards and Companies

1. Exceed Minimum Requirements: Treat regulatory requirements as floors, not
ceilings. Consider larger committees, more frequent meetings, and additional
expertise beyond minimum mandates.

2. Cultivate Skeptical Culture: Foster an environment where audit committee
members feel empowered to challenge management and ask difficult
questions.
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3. Provide Ongoing Training: Ensure audit committee members receive regular
training on emerging issues including sustainability reporting, risk
management, and technology risks.

4. Conduct Annual Evaluations: Implement rigorous annual evaluations of audit
committee effectiveness, including self-assessments and peer evaluations.

5. Ensure Chair Independence and Competence: Appoint audit committee chairs
who are both independent and possess strong financial expertise.

6. Manage Director Busyness: Limit the number of board and committee
memberships held by audit committee members to ensure sufficient time and
attention .

15.3 For Investors

1. Assess Audit Committee Quality: Evaluate audit committee composition,
independence, expertise, and meeting frequency as part of investment
analysis.

2. Engage on Governance: Engage with portfolio companies on audit committee
quality, particularly in firms with complex ownership structures or political
connections.

3. Vote on Committee Members: Exercise voting rights on audit committee
member appointments and reappointments.

15.4 For Future Research

1. Conduct Longitudinal Studies: Track changes in financial reporting quality
following audit committee reforms to establish causal effects.

2. Develop Better Proxies: Develop improved measures of audit committee
diligence beyond meeting frequency, perhaps using content analysis of
meeting minutes.

3. Examine Interaction Effects: Investigate how audit committee characteristics
interact with each other and with other governance mechanisms.

4. Study Unlisted Companies: Extend research to private companies, where
governance mechanisms may function differently.

5. Investigate Al Oversight: Examine how audit committees can effectively
oversee Al systems used in financial reporting and auditing.

16. Future Scope

16.1 Al and Algorithmic Auditing

As artificial intelligence becomes integrated into financial reporting and auditing
processes, audit committees face new challenges. Future research should examine
how audit committees can effectively oversee Al systems, ensure algorithmic
accountability, and detect Al-generated misstatements.

16.2 Sustainability Assurance
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The expansion of sustainability reporting requirements will increase demand for
assurance on non-financial information. Future research should examine how audit
committee characteristics influence sustainability disclosure quality and assurance
effectiveness.

16.3 Cross-Jurisdictional Convergence

As capital markets globalize, understanding how audit committee effectiveness varies
across regulatory regimes becomes increasingly important. Comparative research
could identify best practices that transcend jurisdictional boundaries.

16.4 Behavioral Governance

Future research should examine the behavioral dimensions of audit committee
functioning—how group dynamics, cognitive biases, and organizational culture
influence decision-making and oversight effectiveness.

16.5 Small and Medium Enterprises

Most research focuses on large listed firms. Understanding how audit committees (or
equivalent oversight mechanisms) function in SMEs, where resources are more
constrained, is an important area for future investigation.
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