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Abstract 
As an effective and necessary part of the corporate governance structure, the audit 
committee not only plays an important monitoring role to assure the quality of financial 
reporting and corporate accountability, but also serves as an important governance 
mechanism, with the functions of consulting and confirming which help supervise and 
restrict the operation and management. It detects and evaluates the internal control and 
the risk of the company from the perspective of management and puts forward feasible 
suggestions. Since the audit committee’s characteristics of independence, expertise and 
time commitment have an important impact on its effectiveness and the quality of a 
company's financial reporting process, it is of significant importance to discover how 
such characteristics function and affect the performance of the committee’s performance 
and  effectiveness, that is what is stressed in this article. 
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1. Introduction 

As a key element in corporate governance concepts, the audit committee plays a key role in 
corporate governance practice, it is considered an efficient and necessary integral component 
of the company’s governance architecture. With the main functions including advising 
management and overseeing its performance, the audit committee should seek a proper 
balance between such both sides, meanwhile, its fundamental characteristics are actually of 
significant importance, leading to essential influences and impact on its overall effectiveness as 
well as the quality of the financial reporting process. However, many academic research had 
been encouraged in finding to what extent do such characteristics virtually impact the above 
mentioned aspects, therefore, sparking controversy and fierce debates based on both 
governance and regulatory. In order to better understand the related governance role and 
practical impact of audit committee, we will focused on the value and relevance of 
characteristics of audit committees stipulated by regulation, specifically independence, 
expertise and time commitment. 

2. The Audit Committee’s Particular Role 

It can be said without any exaggeration, the functions and roles that the audit committee plays 
is a fundamental plank for corporate governance platform. The International Organization of 
Supreme Audit Institutions had published “the Internal Control Standards for the Public Sector”, 
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enumerating audit committee’s roles in central and local government corporate entities as 
follows: “The audit committee typically assists the board with the oversight of (a) the integrity 
of the entity’s financial statements, (b) the entity’s compliance with legal and regulatory 
requirements, (c) the independent auditors’ qualifications and independence, (d) the 
performance of the entity’s internal audit function and that of the independent auditors and (e) 
compensation of company executives (in the absence of a remuneration committee).”  
Over the years, the responsibilities and role of the audit committee have been expanded and 
strengthened. In practice, Tricker, D. states (2019) the committee’s purpose is to oversee the 
accounting and financial reporting processes of the company, the audits of the company’s 
financial statements, the qualifications of the public accounting firm engaged as the company’s 
independent auditor to prepare or issue an audit report on the financial statements of the 
Company and internal control over financial reporting, and the performance of the Company’s 
internal audit function and independent auditor. 

3. The Main Characteristics of Audit Committee and Their Importance 

3.1. Independence 
Independence is the vital characteristic of audit committee, and also a essential condition to 
secure the smooth progress of audit. Audit practice shows that audit committee must be 
independent in organization, personnel, work and funds.  
Firstly, in the sense of organization, audit committee should be set up separately and have no 
organizational affiliation with any other organization in the corporate, In order to ensure that 
audit institutions independently exercise the power of audit supervision, which can ensure that 
audit committee can conduct realistic inspections, evaluate and report objectively and fairly, 
auditor committee should not have any economic interest relationship with the auditee and 
should not participate in the operation and management activities of the company. More over, 
the head of the internal audit function often reports directly to the chair of the audit committee, 
thus providing a degree of independence from the finance function (Tricker, D., 2019).  
Furthermore, in personnel aspect, the audit committee, a standing committee of the main board, 
composed entirely or predominantly of independent, outside directors, provides a bridge 
between the external auditor and the board. Its charter aims to avoid any domination of the 
audit process by senior executives (Tricker, D., 2019).  
In addition, from the point of view conducive to the work, the audit committee should be 
empowered with the rights to function as the board of director authorized and expected it to 
do efficiently, auditors exercising such functions and powers should be protected by both laws 
of sovereign states or local authority as well as the internal management regulations of a 
company. An audit committee may also be able to obtain independent professional advice in 
pursuit of its responsibilities. (Tricker, D., 2019). 
Lastly, in the dimension of the fund independence, the audit committee should have 
independent budget which can ensure the auditors to carry out audit projects according to the 
yearly auditing plan or other schemes. The budget here includes the salary and welfare budget, 
travel budget, case budget handling funds and special welfare budget, etc. 
The importance of audit committee’s independence is not only observed in corporate practice 
and research field, but also in terms of the legal and regulatory requirements of different 
jurisdictions. 
For instance, Microsoft’s board of directors, adopting director independence guidelines, which 
either meet or are more restrictive than the independence requirements of Nasdaq listing 
standards and SEC rules[9], to assist in affirmatively determining that a director has no 
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relationship that would interfere with the exercise of independent judgement in carrying out 
the responsibilities of audit committee[7].  
The NYSE listed company manual lays down the requirements that listed companies must have 
an audit committee that satisfies the requirements of rule 10A-3 under the US Exchange Act of 
1934, which defines the rules for audit committees and director independence; the audit 
committee must have a minimum of three members who satisfy the requirements for 
independence. (Tricker, D., 2019). 
In the UK, Key to Cadbury’s (1992) appropriate test was that audit committees should comprise 
non-executive directors only, possess a minimum of three members, (Ghafran,et al.) a majority 
of whom should be independent non-executives and audit committees should meet no less than 
twice a year, while in Russia, the audit committee reports to the board, the chair of which is not 
allowed to be the head of the executive `committee. (Tricker, D., 2019). 

3.2. Expertise  
Another important characteristic of audit committee effectiveness that has been addressed by 
academic research and regulatory bodies is financial expertise (e.g., Abbott, Parker, & Peters, 
2004; BRC, 1999; Krishnan & Visvanathan, 2008). Expertise is the essential factor which will 
definitely influence the quality and effectiveness of the audit committee and the quality of 
financial report process.  
For this sake, The Blue Ribbon Committee on Improving the effectiveness of Corporate Audit 
Committees (BRC)’s (1999) recommended that each audit committee should have at least one 
financial expert highlights the importance of the financial literacy and expertise of audit 
committee members. Today, all codes of good practice in corporate governance and stock 
exchange listing rules require listed companies to have audit committees. In most cases, the 
members must all be INEDs, at least one of whom should have current financial expertise. 
(Tricker, D., 2019). 
In practice, audit committees frequently have between three and five members, with at least 
one, often the chair, experienced in the world of accounting and finance (Tricker, D., 2019), such 
accounting or financial management expertise was defined (Zhang, et al.,2007) as past 
employment or professional certification in accounting or finance, or comparable experience 
including service as a corporate officer with financial oversight responsibility.Such financial 
expertise of audit committee members has been shown to be important for dealing with the 
complexities of financial reporting (Kalbers and Fogarty, 1993) and for reducing the occurrence 
of financial restatements (Abbott et al., 2004). 

3.3. Time Commitment 
In terms of common sense, the more time and energy you pay for something, the more positive 
it often gets, but it's not absolute. Time commitment refers to the time the audit committee pay 
for execution of their duty. 
Typically, Tricker, D mentioned (2019) the audit committee meets four or five times a year, 
more if needed, to discuss the details of the audit, to consider any contentious points that had 
arisen on the accounts, and to receive the auditor’s recommendations on audit-related matters 
such as financial controls. The audit committee will often negotiate the audit fee and, if 
appropriate, recommend to the board if a change of auditor is needed. 

4. The Influence of the Typical Characteristics on Audit Committee’s 
Overall Effectiveness and the Quality of the Financial Reporting Process 

The overall effectiveness of audit committee include both quality and efficiency. Researchers 
typically seek to ascertain whether the characteristics discussed above will influence specific 
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aspects of corporate behaviour and thereby illustrate either greater or reduced audit 
committee effectiveness (Samaha, Khlif & Hussainey, 2015; Ghafran & O’Sullivan, 2017; Bilal, 
Chen & Komal, 2018). 

4.1. The Debates 
There is a lot of controversy among the scholars about how such characteristics influence the 
effectiveness. On the one hand, some research argued that they can have a positive impact on 
the audit committee’s performance as well as the financial report process. In the US where 
Abbott et al. (2004) report that more independent and active audit committees with greater 
expertise significantly reduces the likelihood of financial restatements. While Kent et al. (2010) 
find that meeting frequency is positively associated with the level of financial statement 
disclosure. Mangena and Pike (2005) find that financial experts on the audit committee 
encourage greater interim disclosures by UK firms.  
On the other hand, the opponents consider it a negative impact. Vafeas (2005) finds that greater 
audit committee independence as well as more frequent meetings are associated with reduced 
earnings management, Braiotta and Zhou (2008) find that larger, more independent and busier 
audit committees are associated with less earnings management. Studies by Davidson et al. 
(2005) and Koh, LaPlante and Tong (2007) report that more independent audit committees 
have a negative relationship with earnings management, and Lary and Taylor (2012) also find 
that audit committee independence and financial expertise are significantly related to lower 
incidences and reduced severity of financial misstatements. (Ghafran, et al.). 
Actually, there are some neutral point of view, Garcia-Osma and Nogeur (2007) find that audit 
committee independence does not impact earnings management in Spain, while Habbash et al. 
(2013) find that neither audit committee independence, meeting frequency, size nor financial 
expertise have a statistically significant impact on firms’ abnormal accruals.  
Beyond the research area, governance regulators also introduce corresponding policies to 
ensure the presence of financial expertise on audit committees (Sarbanes-Oxley, 2002; UK 
Corporate Governance Code 2003-2016), placing great emphasis on the belief that greater 
expertise enhances the effectiveness of audit committees.  
In practical, the different characteristics may have some mutual impact on each other, the 
research results of Primastuti and Suryandari (2014) [5] at the BPK RI Representative of 
Yogyakarta Province show that audit time budget pressure indirectly has a negative effect on 
audit quality which is mediated by auditors’ independence. In addition, the research results of 
Ardiani et al. (2015) show that auditors’ independence mediates the effect of audit time budget 
pressure on audit quality [2]. 
There is another factor should be taken into account that the companies do not equal to each 
other, the prior research may have some limitation in focusing on the overall impact and ignore 
the heterogenicity of them, or investigating predominately the effects of financial expertise 
using either a broad definition of financial expertise or a narrow definition (Abernathy, et 
al.,2014). Ghafran and O’Sullivan (2017) Conduct a econometrics method using the 
questionnaire data, they find that the quality of corporate governance in FTSE350 companies 
is much greater in FTSE100 firms than in FTSE250 firms. For example, FTSE100 firms have a 
significantly higher proportion of independent directors as well as having audit committees 
that are larger, more independent, meet more frequently and possess higher levels of financial 
expertise (Ghafran, et al.). This has been replicated and deepened by subsequent research, 
where they separate FTSE100 and FTSE250 firms and find the impact of financial expertise is 
confined to FTSE250 firms. Their findings highlight the usefulness of segregating financial 
expertise between specialists and non-specialists, something which regulators in the UK and in 
the USA currently do not do. They also emphasize the potential value of audit committee 
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expertise in smaller as opposed to larger listed firms, suggesting that the value of expertise to 
audit quality depends on the specific financial reporting challenges firms face. (Ghafran, et al.). 

4.2. The Impact and the Influence Indeed Matter 
Although the impact and the influence can be different given distinct companies, the overall 
efficiency of audit committee and quality of financial report process can not be separated from 
the characteristics mentioned above. 
The responsibilities of audit committee include reviewing and approving all financial reports 
and disclosure to shareholders and the market, ensuring the integrity of any judgement made 
in them before publication (Tricker, D., 2019). The audit committee assists the board of 
directors in fulfilling its responsibilities by bringing specialization and expertise to the board 
in the areas of financial reporting, internal controls, and audit activities. We should say that the 
independence is a security for audit committe to chek and assure the quality of the financial 
report process. Take Microsoft for example, the audit committee reports to the main board, 
which has delegated to it a vital part of the financial oversight of the business and financial 
reporting. (Tricker, D., 2019) And the time commitment have some impact on both audit 
committee’s effectiveness and the financial report affairs to some extend, although not 
completely correlated. 
According to the Business Roundtable principles, under the oversight of the audit committee 
and the board, the managers can take the responsibility to produce financial statements that 
fairly present the financial condition and results of operations of the corporation and to make 
the timely disclosures investors need to assess the financial and business soundness and risks 
of the corporation. 

5. Conclution 

The audit committee not only plays an important monitoring role to assure the quality of 
financial reporting and corporate accountability (Carcello and Neal, 2000), but also serves as 
an important governance mechanism. The characteristics can help audit committee to ensure 
the probability that the audit committee members will discharge their responsibilities 
effectively and to secure the quality in the financial reporting process, although they are the 
necessary but inadequate conditions, since other factors such as the potential litigation risk and 
reputation impairment faced by audit committee members  (Tricker, D., 2019) could also play 
a certain role. 
We tend to expect that firms with high-efficiency audit committees have lower probability in 
internal control weaknesses than those with low-efficiency, meanwhile the firms will see a 
correspondingly similar pattern in the quality of financial reporting process. However, a 
company’s governance practices may diverge from common practice, therefore, when we 
discuss the impact the characteristics may have, we should consider the reasons consistent 
with its size, industry, culture, and other relevant factors. 
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