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C o r p o r a t e  G o v e r n a n C e 

Effective Use of Audit Committees for 
Real Corporate Governance in India

As more and more Indian 
corporates go global, the 
need for an stringent 

procedure like Sarbanes-Oxley is 
becoming crucial. Few examples 
set by some US companies have 
proven to be very necessary for 
healthy growth of  our corporate 
world. Earnings management by 
managers was one of  the great-
est concerns of  regulatory bod-
ies even before the corporate 
scandals came to light in US.

The Audit Committee is a 
sub-committee of  the Board, 
which plays a key role in corpo-
rate governance. It is created to 
assist the board of  directors in 
the discharge of  the latter’s over-
sight responsibility, particularly 
in relation to financial report-
ing, integrity, internal control, 
risk management and corporate 
standards of  behavior. 

The Securities and Exchange 
Commission (SEC) Chairman 
Arthur Levitt said: “Audit com-
mittees represent the most reli-
able guardians of  the public in-
terest”. 

Roles of Audit committee 
J J Irani once said on role of  

the audit committee being more 
of  policing:   “Part of  their role 
is that of  policing. But their main 
role is to ensure that proper sys-
tems are followed, and if  not, 
then their fact-finding role can 
be turned into a policing role. 
A good system needs to be in 
place.” 

Roles of  Audit committee 
as per revised clause 49 of  

Responsibility Statement 
to be included in the 
Board’s report in terms of 
clause (2AA) of section 
217 of the Companies 
Act.

b. Changes, if any, in ac-
counting policies and 
practices and reasons for 
the same

c. Major accounting entries 
involving estimates based 
on the exercise of judg-
ment by management

d. Significant adjustments 
made in the financial 
statements arising out of 
audit findings 

e. Compliance with listing 
and other legal require-
ments relating to financial 
statements

f. Disclosure of any related 
party transactions

g. Qualifications in the draft 
audit report.

5 Reviewing, with the man-
agement, the quarterly fi-
nancial statements before 
submission to the board for 
approval

6. Reviewing, with the man-
agement, performance of  
statutory and internal audi-
tors, Adequacy of  the inter-
nal control systems.

7. Reviewing the adequacy of  
internal audit function, if  
any, including the structure 
of  the internal audit depart-
ment, staffing and seniority 
of  the official heading the 
department, reporting struc-
ture coverage and frequency 
of  internal audit.

(The author is a member of the 
Institute. He can be reached at 
pradeep_tibrewala@welspun.

com)

- Pradeep Tibrewala

listing agreement:
1. Oversight of  the company’s 

financial reporting process 
and the disclosure of  its fi-
nancial information to en-
sure that the financial state-
ment is correct, sufficient 
and credible.

2. Recommending to the 
Board, the appointment, 
re-appointment and, if  re-
quired, the replacement or 
removal of  the statutory 
auditor and the fixation of  
audit fees.

3. Approval of  payment to 
statutory auditors for any 
other services rendered by 
the statutory auditors.

4. Reviewing, with the manage-
ment, the annual financial 
statements before submis-
sion to the board for ap-
proval, with particular refer-
ence to:
a. Matters required to be 

included in the Director’s 
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8. Discussion with internal au-
ditors on any significant find-
ings and follow up thereon.

9. Reviewing the findings of  
any internal investigations 
by the internal auditors into 
matters where there is sus-
pected fraud or irregular-
ity or a failure of  internal 
control systems of  a mate-
rial nature and reporting the 
matter to the board.

10. Discussion with statutory 
auditors before the audit 
commences, about the na-
ture and scope of  audit as 
well as post-audit discussion 
to ascertain any area of  con-
cern.

11. To look into the reasons for 
substantial defaults in the 
payment to the depositors, 
debenture holders, share-
holders (in case of  non pay-
ment of  declared dividends) 
and creditors.

12. To review the function-
ing of  the Whistle Blower 
mechanism, in case the same 
exists.

13. Carrying out any other func-
tion as is mentioned in the 
terms of  reference of  the 
Audit Committee.

Roles of  Audit Commit-
tee as recommended by the JJ 
Irani Committee:
1. Appointment of  First auditors: 

Such appointment of  Audi-
tors should be made by the 
shareholders taking into ac-
count the recommendations 
of  the board, which, in turn 
should be arrived at after 
obtaining the recommen-
dations of  the Audit Com-
mittee, where such a Com-
mittee is mandated or is in 
existence.

2. Approval of  non-auditing services 
by auditors: All non audit ser-
vices may, however, be pre-
approved by Audit Commit-

tee where such a committee 
is mandated or in existence.

3. All matters relating to ap-
pointment of  auditors, ex-
amination of  the auditor’s 
report along with financial 
statements prior to consid-
eration and approval by the 
board, related party transac-
tions, valuations and other 
matters involving conflicts 
of  interest should also be 
referred to the board only 
through the Audit Commit-
tee. 

 4. Disclousers: Details of  Trans-
actions of  the Company 
with its Holding or Sub-
sidiary / Fellow Subsidiary 
or Associate Companies in 
the ordinary course of  busi-
ness and transacted on an 
arms length basis should be 
placed periodically before 
the board through the Audit 
Committee.

5. Fair Valuation as a means of  
safeguarding minority interests: 
There should be recogni-
tion of  principle of  valua-
tion of  shares of  a company 
through an independent val-
uation mechanism as means 
of  safeguarding minority 
interests. The independent 
valuer should be appointed 
by Audit Committee where 
such a Committee is man-
dated or by the Board in 
other cases.

6. Valuation of  Shares: Where an 
Audit Committee is manda-
tory for a company, the task 
of  appointing the valuer 
should be entrusted to the 
Audit Committee. The Audit 
Committee should also have 
the duty to verify whether the 
valuer has an advisory man-
date and had past association 
with the company manage-
ment. The Audit Committee 
should verify the indepen-

dence of  the valuer for the 
purposes of  an independent 
valuation. In the case of  
companies not required to 
have Audit Committee, this 
task should be carried out by 
the board.

7. Internal controls as mandat-
ed by the company with the 
approval of  the Audit Com-
mittee, if  any, should be cer-
tified by the CEO and CFO 
of  the Company and in the 
Directors report through a 
separate statement on the as-
sessment.

The reputed companies in In-
dia are still using very few roles 
for Audit committees, whereas 
companies in US and European 
Union are using the Audit Com-
mittee in very comprehensive 
manner.

Tools of Audit Committee
There are different tools avail-

able with audit committee for ef-
fective working. The committee 
may use some of  the tools or all 
the tools at a time.
1. Committee Charter (Term of  Ref-
erence) Matrix

The audit committee should 
function according to Charter 
matrix to achieve the object and 
fulfill its responsibility. (See Ta-
ble 1)
2. Agenda Setting 

While setting agenda the fol-
lowing should be considered:
1. Establish the right “tone 

from the top,” which em-
bodies insistence on integ-
rity and accuracy in financial 
reporting.

2. Proactive oversight on man-
agement’s responsibility for 
periodic targets 

4. Financial reporting risks and 
the related internal controls, 
which are reflected in the in-
ternal or statutory auditors 
reports.
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Charter Action
1. Each member of  the Audit Committee shall be a 
member of  the board of  directors, in good standing, 
and shall be independent in order to serve on this com-
mittee.

Test for independence, based on the regulations under 
the various laws. 

2. At least one member of  the Audit Committee shall 
be designated as a financial expert. 

Ascertain under the regulations of  the Act.

3. The Audit Committee shall meet at least three times 
per year, and its quarterly or annual earnings informa-
tion. 

All members are expected to attend each meeting in 
person, via telecone or videoconference. The agen-
das for meetings should be prepared and provided to 
members in advance, along with appropriate briefing 
materials.

4. Conduct executive sessions with the outside audi-
tors, CEO CFO, director, financial controller, and any-
one else as desired.

Plan these sessions in conjunction with quarterly meet-
ings or as necessary. 

5. The adequacy of  the company’s internal controls, in-
cluding computerised information system controls and 
security.

Review the reports of  the internal audit team for all au-
dits completed since the prior Audit Committee meet-
ing. Review key internal controls with the CFO, and 
understand how these controls will be tested during the 
year.

6. Review Committee’s charter annually, reassess the ad-
equacy of  this charter, and recommend any proposed 
changes to the board. 

Review each point in the charter in light of  the previ-
ous year’s experience, light of  new best practices and 
new legal requirements.

7. Evaluating the Internal Audit Team On the Basis of  Size of  the team, experience Level 
including technical knowledge continuous education, 
information system, audit plans  - long range plans, re-
porting structures outsourced, peer review, risk based 
approach 

8. Risk Assessment: Consider risks from external 
sources such as creditor demands, economic condi-
tions, regulation, labour relations (e.g., unions), key em-
ployees retention and succession planning, financing, 
competitive compensation and benefits, information 
systems security and backup systems, the risk of  a mis-
statement of  the financial statements  

Steps to be  taken to mitigate that risk and  the risks as-
sociated with foreign/off-shore operations  be consid-
ered, including their impact on the financial reporting 
process. Assess the risk as Inconsequential, More than 
inconsequential and Material and link the anti-fraud 
controls.

9. Appoint the statutory auditors to be engaged by the 
company, establish the audit fees of  the External audi-
tors, pre-approve any non-audit services provided by 
the external auditors, including tax services, before the 
services are rendered. Review and evaluate the perfor-
mance of  the external auditors and review with the full 
board of  directors any proposed discharge of  the ex-
ternal auditors.

At least once each year, discuss each of  these items 
with management, the CFO, and the board of  direc-
tors. Review total audit fee in relation to any non-audit 
services being provided by the external auditor.

10. Other Information Contained in Audited Financial 
Statements

 Other information prepared by management that gen-
erally accompanies financial statements is not necessar-
ily included in the scope of  the auditing procedures, for 
example, “Management’s Discussion and Analysis of  
the Financial Condition and Results of  Operations.” 

Table 1
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11. Fraud: Any fraud (whether caused by senior man-
agement or other employees) that causes a material 
misstatement of  the financial statements 

Identifying and measuring fraud risks, taking steps to 
mitigate identified risks, identifying a position within 
the organisation to “own” the fraud prevention pro-
gramme. 

12. Review with the external auditor, the controller of  
the company, the audit scope and plan of  the internal 
auditors and the external auditors. Address the coordi-
nation of  audit efforts to assure the completeness of  
coverage, reduction of  redundant efforts, and the ef-
fective use of  audit resources.

Meet with External audit partner, the controller and 
CFO to discuss scope of  the previous year’s audit, and 
lessons learned. Later, discuss planned scope for audit 
of  current year.

13. Significant findings on internal audits during the 
year and management’s responses thereto. Any difficul-
ties the internal audit team encountered in the course 
of  their audits, including any restrictions on the scope 
of  their work or access to required information. Any 
changes required in the scope of  their internal audit 

Review reports of  all internal audits from the preceding 
12 months and planned for the upcoming six months 
along with the status of  each planned audit. Review 
and discuss the findings for each audit completed since 
the prior meeting, and management’s response to the 
report. Discuss internal audit department budget and 
staffing with CFO.

14. Review with management and the external auditor 
the effect of  any regulatory and accounting initiatives, 
as well as off-balance-sheet structures, if  any. 

Discuss with management and the external auditors in 
meetings.

15. Review with statutory auditors all critical account-
ing policies, management judgement  & estimates, dis-
agreements with management and practices adopted 
by the company. All alternative treatments of  financial 
information within Generally Accepted Accounting 
Principles that have been discussed with management 
of  the company, the ramifications of  each alternative, 
and the treatment preferred by the company. 

Discuss each matter, and related matters that may come 
to the attention of  the Audit Committee and/or the 
Statutory auditors through this process. Create an ac-
tion plan and follow-up plan as necessary.

16. Review all material, written communications be-
tween the Statutory auditors and management, such as 
any management letter or schedule of  unadjusted dif-
ferences.

Discuss each item with the Statutory auditors and man-
agement (including the CFO) and conclude on the ap-
propriateness of  the proposed resolution.

17. Review with the Legal Department any regulatory 
matters that, in the opinion of  management, may have 
a material impact on the financial statements, related 
company compliance policies, and programmes and re-
ports received from regulators.

Discuss whether the company is in compliance with 
laws and regulations that govern the environment(s) 
and industry(ies) in which it operates, as well as other 
applicable laws and regulations.

18. Review the procedures for the receipt, retention, 
and treatment of  complaints received by the company 
regarding accounting, internal controls, or auditing 
matters  by outsider or employees 

Review procedures with CFO and the general counsel. 
Review all complaints that have been received and the 
status of  resolution. Ensure that proper steps are taken 
to investigate complaints and resolve them timely.
The web view published  by  ‘Novel ‘ calling com-
plaints: “The Audit Committee has adopted procedures 
for its receipt, retention, and treatment of  concerns 
and complaints regarding accounting, internal controls, 
or auditing matters. The Audit Committee encourages, 
but does not require, that anyone making a submission 
supply his or her contact information to facilitate fol-
low-up, clarification and assistance with investigation 
of  the concern or complaint. Novell does not permit 
retaliation or discrimination of  any kind against em-
ployees for any complaints submitted in good faith.”

19. Create an agenda for the ensuing year or review and 
approve the agenda submitted. 

The Audit Committee will conduct a self-assessment 
and 360-degree evaluation of  all members.
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5. The audit committee’s agen-
da-setting process is thor-
ough and led by the audit 
committee chair.

6. There is a meaningful dis-
cussion and consideration 
of  the company’s external 
financial reporting, news, 
etc. (including the annual re-
port, quarterly financial fil-
ings, and press releases).

7. There is appropriate con-
sideration of  related-party 
transactions, including dis-
closure of  these transac-
tions in financial reports, 
complaints for outsider or 
employees.  

8. The audit committee’s over-
sight of  “whistleblower” 
procedures is appropriate.

3. Check List 
Check list are handy mate-

rial for Audit committee and 
ensure compliances. Following 
is the sample Check List and 
questionnaire to Audit team and 
CFO Audit team:

Audit team
1. Did the auditor meet the 

audit committee when re-
quested?

2. Did the auditor inform the 
audit committee of  any 
risks, of  which the com-
mittee was not previously 
aware?

3.  Did the auditor communi-
cate issues freely with the 
audit committee, or did the 
auditor seem protective of  
management?

CFO: sample 
1. From your perspective in 

working with the External 
auditor, are you satisfied with 
the scope, nature, extent, and 
timing of testing performed by 
the external auditor?

2.  Did the external auditor work 
with you to ensure the coordi-
nation of audit efforts to assure 
the completeness of coverage, 
reduction of redundant efforts, 
and the effective use of audit 
resources? 

3. Are you satisfied with the 
knowledge, skills, and abilities 
of the staff assigned to do the 
audit work?

4. Executive Sessions 
Executive Sessions are in-

The AGENDA setting of   Microsoft : Audit  Committee  Calendar : ( sample )
Responsibility Q1 Q2 Q3 Q4 Need 

Complete an annual evaluation of  the Committee’s performance. X
Establish and oversee a policy designating permissible services that the independent 
auditor may perform for the Company, providing for pre-approval of  those services by 
the Committee.

X X X X X

Appoint or replace the independent auditor and approve the terms on which the inde-
pendent auditor is engaged for the ensuing fiscal year.

X

Review the responsibilities, functions and performance of  the Company’s internal audit 
department.

X

Review and approve the appointment or change in the General Auditor. X
Advise the Board about the Committee’s determination whether the Committee consists 
of  three or more members all of  whom are financially literate, including at least one 
member who has financial sophistication and is a financial expert.

X

Inquire about finance management, the General Auditor, and the independent auditor 
about significant risks or exposures, review the company’s policies for risk assessment 
and risk management, and assess the steps management has taken to control such risk 
to the company.

X X

Review the periodic reports of  the company with finance management, the General Au-
ditor and the independent auditor prior to filing of  the reports with the SEC, including 
the disclosures under “Management’s Discussion and Analysis of  Financial Condition 
and Results of  Operations”.

X

Monitor the appropriate standards adopted as a code of  conduct for the company. X X
Review with the Compliance Officer legal and regulatory matters that may have a mate-
rial impact on the financial statements, related company compliance policies, and pro-
grammes and reports received from regulators.

X X X X

Develop, review and oversee procedures for (i) receipt, retention and treatment of  com-
plaints received by the Company regarding accounting, internal accounting controls and 
auditing matters, and (ii) the confidential, anonymous submission of  employee concerns 
regarding accounting or auditing matters.

X X
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teractions with management 
executives. During an executive 
session meeting, minutes are 
(usually) not recorded, ques-
tions are not intended to be a 
checklist.  Develop appropriate 
follow-up questions.  Follow-up 
action may also be necessary, lis-
ten to the answers that are given 
and follow-up on anything that 
you do not understand comfort-
able in the “safety” of  an execu-
tive session. Audit committee 
members should also consider 
the history of  the company, the 
industry in which it operates.

Conducting an Executive 
Session— Sample questions 

Chief  Financial Officer  and /or 
Chief  Executive Officer / controller 
1. In your opinion the finan-

cial statements fairly pres-
ent the company’s financial 
position? 

2. In your opinion the disclo-
sures are adequate and are 
understandable by the aver-
age investor?

3. In your opinion an appro-
priate audit was performed 
by the External auditors?

4. Do you know any situations 
of  earnings management in 
the company?

5. Do you know  any current 
or past fraud occurrence or 
any kind of  fraud in the or-
ganisation? 

6. Discuss areas in which an 
accounting treatment could 
be construed as aggressive.  
Has the organisation taken 
any tax positions that could 
be construed as aggressive?

7. Is there any activity at the 
executive level of  manage-
ment that you consider to 
be a violation of  laws, regu-
lations, generally accept-
ed accounting principles 
(GAAP) or legal minimums 

5. Questionnaire
Key Questions On the sub-

ject like :
l How does management 

know how effective internal 
control is?

l Is risk management carried 
out in a way that really ben-
efits the organisation or is it 
treated as a box ticking ex-
ercise?

l Does the system of  internal 
control provide indicators 
of  things going wrong?,

l Is the Internal Audit strat-
egy appropriate for deliv-
ery of  a positive reasonable 
assurance on the whole of  
risk, control and gover-
nance? 

 6. Hand Books 
The Audit Committee 

Handbook should contain 
1. Annual accounts  with com-

ments, external auditors 
opinion, emerging findings 
from the current interim / 
in-year work of  External 
Audit Review Internal Au-
dit’s finalised periodic work 
plan, review  earlier  audit 
reports, mid year report on 
emerging findings from In-
ternal Audit, internal audit 
strategy and the periodic 
work plan

2. Statement of  Internal Con-
trol, CFO review 

3. Statement on Membership, 
Chairman, Secretary, meet-
ings, quorum, etc. 

7. Reports and Informations 
Reports are handy and au-

thentic presentation of  Data  
and the decisions of  Audit 
Committee should definitely   
be effected if  based on con-
firmed figures and facts. Certain 
Reports are useful like:
For each meeting:
 A report should have signif-

icant changes to the organ-
isation’s Risk Register be-
sides progress report from 
the Head of  Internal Audit 
summarising : 

a Work performed (and a 
comparison with work 
planned)

b Key issues emerging from 
Internal Audit work

c Management response to 
audit recommendations

d A progress report from the 
External Audit representa-
tive summarising work done 
and emerging findings. 

As appropriate:
a) Proposals for the Terms 

of  Reference of  Internal 
Audit, Internal Audit Strat-
egy, Internal Audit’s Annual 
Opinion and Report, and 
Quality Assurance reports 
on the internal audit  

b) The draft accounts of  the 
organisation and  report on 
any changes to accounting 
policies

c) The draft Statement on In-
ternal Control 

d) External Audit’s manage-
ment letter

e) A report on any proposals 
to tender for audit func-
tions, report on co-opera-
tion between Internal and 
External Audit.

Characteristics of 
High Performing Audit 
Committees
1) The constitution of  com-

mittee should be of  in-
dependent directors. Two 
studies, Beasley and Dechow 
et al. report that the inde-
pendence of  the board of  
directors is negatively asso-
ciated with the occurrence 
of  financial fraud. The SEC 
also adopted similar rules 
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to exclude non-indepen-
dent directors – those who 
are current employees, for-
mer employees within the 
last three years, have cross-
compensation committee 
links or are close family 
members of  an executive 
officer – from audit com-
mittees. The study expects 
that the proportion of  out-
side directors on a commit-
tee is negatively associated 
with the degree of  earnings 
management. The owner-
ship of  shares in the firm by 
committee members could 
harm the independence of  
the committee.

2) The committee should be 
free from ownership con-
centration. La Porta et al. 
suggest that high owner-
ship concentration is com-
monly found among weak 
legal environment coun-
tries to minimise the agency 
problem. The monitoring 
mechanism, such as the au-
dit committee is less likely 
to function well under such 
conditions of  high owner-
ship concentration. 

3) The audit committee char-
ter clearly sets forth the 
nature and scope of  re-
sponsibilities and has been 
approved by the committee 
and the full board.

4) Audit committee meetings 
are well organised, efficient, 
and effective, and they oc-
cur often enough and are 
of  appropriate length to al-
low discussion of  relevant 
issues consistent with the 
audit committee’s responsi-
bilities. 

5) Appropriate internal or 
external support and re-
sources are available to the 
audit committee. But their 
should not be any payment 

for services rendered to any 
committee member.

6) Minutes and reports to the 
full board reflect the signifi-
cant activities, actions, and 
recommendations of  the 
committee.

7) The audit committee chair’s 
leadership is effective.

8) Good mix of  members 
composed of  three to five 
people, whose skills and 
competencies complement 
one another in terms of  fi-
nancial literacy, knowledge 
of  the company’s business 
and industry and the appli-
cable laws and regulations 
affecting the company. 

9) Another leading practice 
for enhancing committee 
effectiveness is by designing 
an audit committee char-
ter. A typical audit com-
mittee charter will include 
the committee’s authority, 
specific roles and respon-
sibilities, terms of  service, 
frequency and timing of  
meetings, reporting pro-
cess, among others. 

10) Effective communications 
with the board, manage-
ment, internal and exter-
nal auditors is key to the 
effectiveness of  the audit 
committee. As the prima-
ry link between the board 
and management and the 
auditors, the committee 
should keep open the lines 
of  communication and 
should provide meaningful 
and focused updates to the 
board on financial report-
ing issues and other related 
matters.

11) Translating the key prin-
ciples of  corporate gov-
ernance from concepts to 
day-to-day implementation 

12) Direct responsibility of  
the external auditor to the 

board and audit committee 
as representatives.

13) self-evaluation approach is 
to assist committee mem-
bers in assessing the effec-
tiveness of  the audit com-
mittee through Evaluation 
forms for  Rating  and Area 
of  improvement .

14) Effective orientation for new 
audit committee members.

15) Encourages ongoing edu-
cation for audit committee 
members.

16)  Encourage board to partic-
ipate in various Corporate 
Governance Awards insti-
tuted by ICSI and/ or oth-
ers, which normally have 
questions like proportion 
of  independent directors, 
whether internal auditor is 
reporting to Audit Commit-
tee or not, whether Chair-
person of  Audit Commit-
tee attending AGM, is there 
any financial expert in the 
committee and details of  
attendance, etc.   

Case Study 
By Jong-Hag Choi , Kyu-An 

Jeon, Jong-Il Park ( of  Korea )
The study in Korea investi-

gates the role of  the audit com-
mittee in decreasing opportu-
nistic earnings management 
by managers of  the firm. They 
examine three distinct charac-
teristics of  the audit commit-
tee, independence, competency 
and activity, and their relation-
ships with the degree of  earn-
ings management by the firm. 
The following results were ex-
tracted:
1. The ownership of  shares by 

audit committee members 
is positively associated with 
discretionary accruals. 

2. The presence of  profes-
sors and the employees of  
financial institutions on the 
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committee is negatively as-
sociated with accruals. 

3. The independence and com-
petency are important fac-
tors influencing the effec-
tiveness of  the committee. 

4. The activity measures of  the 
committee are not signifi-
cantly related to accruals.

5. Among other audit com-
mittee related variables, 
committee size is negatively 
related to accruals.

6. If  member(s) of  the com-
mittee own shares in the 
firm, the negative relation-
ship between earnings man-
agement and the inclusion 
of  members having experi-
ence in financial institutions 
and professors disappear. 

Conclusion of Case Study
 “The independence and 

competency of  the audit com-
mittee are important factors 
influencing the effectiveness 
of  the committee. Regulators 
should focus on the composi-
tion of  the committee, rather 
than simply on the establish-
ment of  committees.”

Audit committees play a criti-
cal role in the financial reporting 
system by overseeing and moni-
toring management’s and the 
independent auditors’ participa-
tion in the financial reporting 
process. We have seen a number 
of  significant changes in our 
markets, such as technological 
developments and increasing 
pressure on companies to meet 
earnings expectations that make 
it ever more important for the 
financial reporting process to 
remain disciplined and cred-
ible. I believe that  an additional 
disclosure about a company’s 
audit committee and its inter-
action with the company’s au-
ditors and management will 

promote investor confidence 
in the integrity of  the financial 
reporting process. 

The Audit committee is 
rarely being utilised as Manage-
ment control tool in developing 
countries while in developed 
nations it is just being used as 
a compliance to SOX and SEC 
requirements. The Audit com-
mittees should be more and 
more used as management con-
trol and performance evaluation 
tools, as the audit committees 
are the bodies which are really 
independent, transparent, com-
petent and have authorities to 
get the required performance. 
Audit committee should be 
used for Cost audit co-ordina-
tion and even for secretarial 
audit for effective utilisation of  
these tools.

Other notable difference be-
tween Indian and US firms is 
the ownership concentration. 
High ownership concentration 
would play a significant role in 
monitoring managers’ behavior 
and minimising earnings man-
agement. If  audit committees 
actually perform their duties 
well, they could enhance the 
transparency of  companies and 
re-establish the public’s trust in 
the stock market.

The Role & Powers of  Au-
dit committee and its chairman 
are not clearly defined under 
Indian Laws. The expectations 
remain high, these committees 
are mostly under-powered and 
under-qualified. Even after the 
proposed amendment based 
on committee recommenda-
tions convergence is required 
between Listing agreement and 
Company Act. The Indian com-
panies have to learn to keep 
real Independent Directors, 
who are competent enough to 
handle issues like Risk assess-

ment, accounting estimates, al-
ternative treatments, account-
ing initiatives, whistle blowers 
policies, fraud controls, imple-
menting Internal control sys-
tems, accounting standards 
assessment of  independent 
auditors, etc. We cannot be in 
total disagreement with US’s 
Blue Ribbon committee (which 
states “no qualification or even 
“expertise” is needed — what 
is needed is “intelligence, dili-
gence, a probing mind and a 
certain basic ‘financial literacy’) 
or Expert committee not de-
scribing any qualification for 
Independent Director (whereas 
in certain European countries 
Chartered Accountant is com-
pulsory) but the Responsibil-
ity should be thrust on Board 
of  Directors for performance 
of  Audit committee in Annual 
General Meeting, so the recruit-
ment process of  Independent 
Directors become transparent  
and effective .

The Blue Ribbon Committee 
has mentioned “safe harbor” 
for Audit Committee members 
would not be held liable on the 
ground that they did not per-
form or if  the financial report-
ing was found to be containing 
inaccurate statements and simi-
lar provisions are also sought in 
Indian Laws. 

However, Indian Corporate 
sector is maturing fast. Only thing 
they need is continuous education 
of  all such matters and a transpar-
ent system to present before in-
vestors how the audit committees 
are working like   minutes, hand 
books, working papers, training 
schedules, competency status,  
etc. That will ensure the serious-
ness about audit committees 
and the results of  such efforts 
will immensely benefit Indian 
corporates. r


