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Abstract 
According to the necessity of increasing accountability of JS companies towards investors who provide their macro 
& micro shares in order to gain income to these companies, proper handle of control and supervision on the affairs 
of JS companies has double importance. In this regard, most of companies have proceeded to establish an auditing 
committee among the directorate members to have the role of supervisor in the practice and procedure of 
accounting. An auditing committee is usually consist of 3 to 5 non-obliged managers-a manager who is not one of 
the company's in charges and not of its employees. 
The aim of this study is recognizing the role of auditing committee in observing the accounting and auditing 
standards, the recognition of auditing committee as a supervising factor in the procedure of financial reporting for 
the quality of financial reporting, is a factor to prevent financial mistakes and , the recognition of existence of 
auditing committee in charge of cheating and non-legal activities of employer, the role of auditing committee in the 
operation of internal auditor and the structure of internal control and giving reports by internal auditor and also 
the role of auditing committee in choosing independent auditor and observing the principles of professional 
behavior of independent auditor. Necessary information to test the hypothesis was gathered on the basis of 
questionnaire and survey of sample members (partners, managers and supervisors of auditing institutes). The 
research method is survey. In order to test the hypotheses in this research, the parametric (t single variable) and 
non-parametric (median, rand mean and chi-square) tests were used. 
The results of study indicate that the auditing committee has effects on the quality of financial reporting, observing 
the standards of accounting and auditing principles, share holders' claim about the accusation of cheating and non-
legal activities of employer, choosing an independent auditor, internal control structure, presenting reports by 
internal auditor and the operation of internal auditor and the auditing committee has no effects on observing the 
professional behavior principles of independent auditors. 
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Introduction 
Reliable financial information is necessary for the 
survival of today society. Investor, banker and 
government all rely on the information which was 
provided by others. In more cases, the objectives of 
providers are different with the objectives of users. 
In this regard, the professions of accounting & 
auditing, stock exchange organization, legislative 
parliament, other bodies and other related 
professional and legal references have shown 
more attention on the subject of the responsibility 
of JS companies in responding towards the 

generality of beneficiaries, to the importance of 
saving their interests. This special attention has 
called most responsibility and responding of 
mangers in this field. It is clear that to reach this 
issue, mutual cooperation of companies' managers 
in one side and all other people, bodies and 
references which are involved in the process of 
financial reporting and the legitimacy of this 
procedure is required. 
Therefore with regarding the growth and 
expansion of the numbers and scope of activities of 
JS companies in economy and also the importance 
of their increasing responding responsibility 
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toward investors who give their micro & macro 
capital in earning money to these companies. 
Proper handle (management), control & 
supervising on the affairs of JS companies has 
double importance. Nowadays one of the basic 
consideration and mechanisms about 
management, control and supervision of the JS 
companies affairs, is the formation auditing 
committee. In general because of legal 
requirements and the recognition of directorate 
member based on the fact that auditing committee 
has basic role on the company's responding 
responsibility, large number of companies proceed 
to form the auditing committee. 
 
Statement of the problem and Importance of 
study 
In order to have the supervisor role on procedures 
and mode of accounting operations and financial 
reporting in commercial unit, many companies has 
proceeded the forming of auditing committee 
directorate members. An auditing committee is 
usually consist of 3 to 5 non-obliged managers-a 
manager who is not one of the company's in 
charges and not of its employees. Lack of non-
obliged managers in auditing committee makes the 
auditors to be able to express more explicitly 
problems like weak points of internal control, 
disagreement with management about accounting 
principles and procedures to the auditing 
committee. This committee can supervise the chief 
management. Also this committee has a vital role 
in the process of corporate authority/governance 
which is a process that is considered as the 
infrastructure in protecting share holders' rights. 
The auditing committee should be independent 
from management. The duties and responsibilities 
of auditing committee that are approved by 
directorate member, is different from one 
company to other. Since the auditing committee 
follows many common goals of independent 
auditors, so a close working relation between them 
is really vital to reach their goals.  
Because of some amazing cheats that were 
observed in some companies which caused their 
share values decrease, it is necessary to study 
about the role of auditing committee with the 
related factors in financial reporting. We have tried 
to study and survey the performance of companies' 
auditing committees and also describe the 
effectiveness and importance of these committees 
in financial reporting procedure. 
In general the aims of study are as follow:  
1. Recognition the responsibilities of auditing 

committee in companies. 
2. Recognition the role of auditing committee in 

observing accounting and auditing standards. 

3. Recognition the role of auditing committee as a 
supervising factor in financial reporting 
procedure for improving the reporting quality. 

4. Recognition the role of auditing committee as a 
factor for preventing the financial violations 
and mistakes. 

5. Recognition the role of auditing committee on 
the auditing duties and performance and also 
the structure of internal control of company. 

6. Recognition the role of auditing committee in 
observing the principles of professional 
behavior of independent auditors. 

7. Recognition the role of auditing committee in 
providing on time reports by internal auditors. 

 
History of Auditing Committee 
The background of auditing committee in America 
returns to 1940. In this time after the cheating 
story of "Makensson Robbins" of stock exchange 
organization, America suggested all the companies 
accepted in New York stock that a group of non-
obliged managers in directorate member of 
companies has introduced the independent 
auditors and should negotiate with them about 
concluding the auditing contract and determining 
the fees. The organization mentioned this non-
obliged group as the auditing committee. Then in 
1971, this suggestion was approved by America's 
stock exchange. Organization believed that the 
existence of auditing committees could be the most 
proper device in protecting the interests of 
investors of JS companies. 
Subsequently in 1978, New York stock was made 
obligatory the forming of auditing committee for 
all the JS companies which were accepted in this 
stock. In compliance with this policy of New York 
stock, America suggested the forming of auditing 
committee for companies that were accepted in 
America's stock but "did not make it obligatory". 
At present according to the last researches in 
America, more than 90 percent of big JS companies 
have auditing committee. 
In general it can be said that, the idea of creating 
auditing committee in 1940 in America was 
proposed by America's stock exchange commission 
and its general idea and acceptance was in 1971. 
 
Purposes of Forming Auditing Committee 
In order to prevent independence compromise, 
members of auditing committee should be elected 
by Appointment Committee with non-obliged 
directorate, managing director or other executive 
managers. The number of committee members due 
to the need is different from organization to other 
and is between 3-7 persons. Duration of committee 
members' tenure depends on its statute. Duration 
of 2 to 4 years is accepted in today commercial 
custom.  
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The outline purposes of forming auditing 
committee can be described as follow:  
 Helping the directorate or mangers "company & 

organization" to perform the best and most 
effective of assigned responsibilities. 

 Improving the increasing independence state of 
auditors. 

 Increasing the reliability and impartiality of 
financial reports. 

 Reinforcing and strengthen the position & role of 
non-obliged members of directorate. 

 Facilitating the procedure of internal reporting 
and making effective & productive relations. 

 
Responsibilities & Duties of Auditing 
Committee 
In most countries, the only duty which under the 
commerce act is undertaken by auditing 
committee and sometimes it is obligatory is "to 
study & survey the audited financial statements 
before the approval of company's directorate". In 
other words, in most countries the main duties of 
the auditing committee is financial supervising on 
the process of financial reporting of the company. 
The followings can be mentioned as other main 
duties of auditing committee:  
1. Evaluation of related processes to controlled 

setting and the risks of company. 
2. Supervising the financial reporting process. 
3. Evaluation of internal & independent auditing 

processes. 
 
Study Hypotheses 
According to the primitive studies, the following 
hypotheses are considered for this study:  
1. The auditing committee is effective on the 

quality and reliability of financial reporting. 
2. The auditing committee is effective on observing 

accounting principles & standards. 
3. The auditing committee is effective on the 

shareholders' claim about the accusation of 
cheating and illegal activities of the employer. 

4. The auditing committee is effective on observing 
the principles of professional behavior by 
independent auditors. 

5. The auditing committee is effective on observing 
the auditing standards by independent 
auditors. 

6. The auditing committee is effective on choosing 
the independent auditor. 

7. The auditing committee is effective on the 
structure of internal control. 

8. The auditing committee is effective on providing 
reports by internal auditor. 

9. The auditing committee is effective on the 
performance of internal auditor. 

 
 

Research Method 
The research method in this study is survey. 
 
Statistical society, sample and sampling 
method 
According to research topic, the statistical society 
of this research is partners, managers and head of 
auditing. Since the number of partners, managers 
and head of auditing institutes are not available, 
the sample size is calculated by the following 
formula:  

𝑛𝑛 =
𝑝𝑝(1 − 𝑝𝑝). 𝑧𝑧2

𝑑𝑑2
 

 
N: size of sample, 
P: ratio of sample, 
Q: ratio of failure, 
D: sampling error 
 
If the CI is 95% and the estimate error is 10% and 
because the variance is unspecified so the 
maximum number is considered. So the size of 
sample is calculated as follow:  

𝑛𝑛 =
0/5 × 0/5 × (1 /96)2

(0 /1)2
= 96 

 
So the size of sample is 96 people from partners, 
managers and heads of auditing institutes. In order 
to the insurance of questionnaire return and 
reaching a desired result, the number is considered 
120. The random sampling is used to get the 
sample. 
 
Data Gathering Tool 
In this study, for data gathering the questionnaire 
is used. This questionnaire includes 31 questions 
and is designed on the basis of five options of 
likret. The statistical processing of this research 
was done by SPSS13 and statgraphics2 software's. 
 
Reliability & Validity of Measurement Tools 
The validity of questionnaire has done via content 
and the reliability of it has doe by using the 
Cronbach Alpha coefficient and its value is 85.96%, 
which represents the acceptability of the 
questionnaire's reliability. 
 
Data Analysis Method 
In data adjustment and the frequency distribution 
tables, descriptive statistics methods are used. In 
the analysis of findings parametric tests of 
comparing t mean and non-parametric mean test, 
rate mean and chi-square are used and also some 
tests like Whitney U test, Kruskal-wallis Freidman 
test are used. 
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Analysis and Description of Central Index and 
Distribution of survey Variables 
The present research has studied nine variables. 
These variables are obtained by combining the 

answers of 31 questions. The indexes of tendency 
to center and distribution of variables are 
calculated and shown in Table 1. 
  

Table 1: Indexes of Tendency to center and distribution of studied variables  
Item Variable Number Mean Median Standard 

Deviation 
Variance Skewness Elongation 

1 Quality & Reliability of  
Financial Reporting 96 4.2318 4.25 .78325 .613 -1.968 4.474 

2 Observing Accounting Standard 96 4.3151 4.37 .74184 .550 -1.583 3.428 
3 Illegal Activities 96 4.0590 4.00 .99236 .984 -1.332 1.523 

4 Observing Professional 
principles 96 1.9042 1.50 1.08423 1.175 1.457 1.175 

5 Observing Auditing Standards 96 3.8125 4.00 1.10799 1.227 -.968 .163 
6 Choosing Independent Auditor 96 3.9722 4.00 1.04816 1.098 -1.002 .318 
7 Structure of Internal control 96 3.7326 4.00 1.15229 1.327 -.933 -.117 
8 Reports of Internal Auditor 96 4.2743 4.33 .79911 .638 -1.191 1.193 

9 Performance of Internal 
Auditor 96 4.4757 5.00 .59382 .352 -.716 -.285 

 
The values of variables were obtained by using 
some questions and 5 options likret range. Since 
the values of variables are obtained from the 
average of questions, therefore the values of range 
of mean is between1-5. According to the 
distribution of grades in continuum scale and for 
easy comparing & conclusion, values are divided 
into three equal parts. The comparison is done on 
the basis of this triple range about the values of 
mean. So the range of grades 1-2.33 is weak area 
and the range between 2.34 -3.66 is medium area 
and the range between 3.67-5 is strong area and 
mean of variables are compared with these border 
values. On this basis the variable of professional 
principles is on weak area and variables of quality 
& reliability of financial reporting, observing 
accounting standards, illegal activities, observing 
auditing standards, choosing independent auditor, 
structure of internal control, reports of internal 
auditor and performance of internal auditor are on 
strong area. 
 
Nature Analysis and Characteristics of 
Research Variables 
According to the nature of subject, hypotheses of 
research are one variable. The values of research 
variables are gathered with likret scale range. On 
the basis of grading method of likret, these values 
can be considered as interval scale. Since the test 

and problem of single variable research are of 
interval data type and the values of mean, standard 
deviation, variance of society are not available, so 
single-sample t test is corresponded to the logic of 
hypothesis test. In order to use the single-variable 
t test, observing some assumptions is obligatory 
and some others are negligible according to the 
available conditions. The first obligatory 
assumption is the interval scale of the variable's 
value. Since scholars have accepted the Likret 
grading range as an interval scale, therefore 
research and hypotheses of present research have 
this condition. Since the sample number is 96, 
distribution is considered normal. Another 
assumption is the randomness of sample and the 
independence of sample values from each other. In 
this stud, the sample group is selected randomly 
and the values of each test are independent from 
other test. According to the available conditions 
and assumptions, the single-variable t test has 
been used. So according to the mentioned reasons, 
the obtained results are reliable. Despite the 
required conditions for using the single-sample t 
test, median test and rank mean are used. Also 
each of research questions has been surveyed by 
using single-variable test of K Square. 
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Table 2: t test results and comparison with mean of Likret range (Mean3)  
 t Freedom Grade Error Level Test Result 

Reliability of Financial Reports 15.409 95 .000 With 99% reliability is more than 
mean 3 

Observing Accounting Standards 17.369 95 .000 With 99% reliability is more than 
mean 3 

Illegal activities 10.456 95 .000 With 99% reliability is more than 
mean 3 

Observing Professional 
Principles -9.903 95 .000 With 99% reliability is less than 

mean 3 

Observing Auditing Standards 7.185 95 .000 With 99% reliability is more than 
mean 3 

Choosing Independent auditor 9.088 95 .000 With 99% reliability is more than 
mean 3 

Structure of Internal Control 6.230 95 .000 With 99% reliability is more than 
mean 3 

Reports of Internal Auditor 15.624 95 .000 With 99% reliability is more than 
mean 3 

Performance of Internal auditor 24.349 95 .000 With 99% reliability is more than 
mean 3 

 
Table 3: t test result comparison with low mean of likret range (Mean 2.33)  

 t Freedom Grade Error Level Test Result 

Observing Professional Principles -3.848 95 .000 With 99% reliability is less than low 
mean 3 

 
Table 4: t test result and comparison with high mean of Likret range (Mean 3.66)  

 t Freedom Grade Error Level Test Result 

Reliability of Financial Reports  7.152 95 .000 With 99% reliability is more than 
high mean 3.66 

Observing Accounting Standards 8.652 95 .000 With 99% reliability is more than 
high mean 3.66 

Illegal activities 3.940 95 .000 With 99% reliability is more than 
high mean 3.66 

Observing Auditing Standards 1.349 95 .181 No significant difference with high 
mean 3.66 

Choosing Independent auditor 2.919 95 .004 With 99% reliability is more than 
high mean 3.66 

Structure of Internal Control .618 95 .538 No significant difference with high 
mean 3.66 

Reports of Internal Auditor 7.532 95 .000 With 99% reliability is more than 
high mean 3.66 

Performance of Internal Auditor 13.459 95 .000 With 99% reliability is more than 
high mean 3.66 

 
Table 5: Test result of studying the distribution of case study variables  

Variable Number Type of Test Z Statistics Error 
Level Test result 

Quality & reliability of Financial 
Reports 96 Kolmogorov-Smirnov 2.336 0.000 Abnormal Distribution 

Observing accounting Standards 96 Kolmogorov-Smirnov 1.743 0.000 Abnormal Distribution 
Illegal Activities 96 Kolmogorov-Smirnov 2.932 0.000 Abnormal Distribution 
Observing Professional 
principles 96 Kolmogorov-Smirnov 2.411 0.000 Abnormal Distribution 

Observing Auditing Standards 96 Kolmogorov-Smirnov 2.291 0.000 Abnormal Distribution 
Choosing Independent Auditor 96 Kolmogorov-Smirnov 2.349 0.000 Abnormal Distribution 
Structure of Internal Control 96 Kolmogorov-Smirnov 2.226 0.000 Abnormal Distribution 
Reports of Internal Auditor 96 Kolmogorov-Smirnov 2.096 0.000 Abnormal Distribution 
Performance of Internal Auditor 96 Kolmogorov-Smirnov 3.153 0.000 Abnormal Distribution 
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It is confirmed that, single-sample t test can have 
accurate results, even if the sampling societies do 
not have any assumption of conformity. In fact, it is 
not necessary the all studying societies be exactly 
normal. (Hooman, 1994: pg.: 399) 
 
Data Analysis Result 
1st Hypothesis (H1): The existence of auditing 
committee has effects on the quality and reliability 
of financial reporting. 
Result: Test results show that the auditing 
committee is effective on the quality and reliability 
of financial reporting. 
2nd Hypothesis (H2): The existence of auditing 
committee has effects on observing accounting 
principles and standards. 
Result: Test results show that the auditing 
committee is effective on observing accounting 
principles and standards. 
3rd Hypothesis (H3): The existence of auditing 
committee has effects on shareholders' claim about 
accusation of cheating and illegal activities of 
employer. 
Result: Test results show that the auditing 
committee is effective on shareholders' claim 
about accusation of cheating and illegal activities 
of employer. 
4th Hypothesis (H4): The existence of auditing 
committee has effects on observing principles of 
professional behavior by independent auditors. 
Result: Test results show that the auditing 
committee is not effective on observing principles 
of professional behavior by independent auditors. 
5th Hypothesis (H5): The existence of auditing 
committee has effects on observing auditing 
standards. 
Result: Test results show that the auditing 
committee is effective on observing auditing 
standards. 
6th Hypothesis (H6): The existence of auditing 
committee has effects on choosing independent 
auditor. 
Result: Test results show that the auditing 
committee is effective on choosing independent 
auditor. 
7th Hypothesis (H7): The existence of auditing 
committee has effects on the structure of internal 
control. 
Result: Test results show that the auditing 
committee is effective on the structure of internal 
control. 
8th Hypothesis (H8): The existence of auditing 
committee has effects on providing reports by 
internal auditor. 
Result: Test results show that the auditing 
committee is effective on providing reports by 
internal auditor.  

9th  Hypothesis (H9): The existence of auditing 
committee has effects on the performance of 
internal auditor. 
Result: Test results show that the auditing 
committee is effective on performance of internal 
auditor. 
 
Research Results 
As it is cleared from the hypotheses and their 
results, the existence of auditing committee has 
effects on different aspects of financial reports, 
independent auditing and internal auditing. 
 
Restrictions of Research 
Research in this field is faced with many barriers, 
that some of them are as follow: 
1- Lack of motivation and the indifference of some 
auditing institutes. 
2- Lack of cooperation of some auditing institutes. 
3- Shortage of reference books. 
4- Inherent limitations of questionnaire. 
 
Scope of Research 
Schematic Scope: Schematic scope is related to the 
effect of existing auditing committee. 
Geographic Domain: Is the geographic domain of 
auditing institutes. 
 
Proposals 
According to the benefits of auditing committee 
and its effect on financial reporting, independent 
auditing and internal auditing it is suggested that 
relevant competent authorities take action in using 
the auditing committee in companies. 
 
Proposals for Future Researches 
According to the previous studies and review of 
literature the following proposals are provided for 
future studies: 
1- Review the role of auditing committee on the 
performance of managers. 
2- Review the role of auditing committee on the 
quality of providing reports by independent 
auditors and legal inspector. 
3- Review the role of auditing committee on 
investing decisions of potential investors. 
4- Review the role of auditing committee on 
preventing bankruptcy of companies. 
5- Review the reasons of lack of auditing 
committee in Iran. 
6- Review the performance of mangers in 
companies with auditing committee and 
companies without auditing committee. 
 
 
 
 
 
 



 J .  P r a c t i c a l  A u d i t .  A c c . ,  2 0 2 0 ;  1 ( 2 ) :  3 7 - 4 4  |43 
 

Reference 
[1] Aboott and parker. "Audit selection and audit committee" 
[2] Bersl.p. and T.i. fogaty (1998) "audit committee 

effectiveness: an empirical investigation of the contribution 
of power  

[3] Dezoort and sulterio (2001) "The effects of corporate 
coverance experience and financial reporting and audit 
knowledge of audit committee members 

[4] Dezoort f.t. (1998) "An analysis of experience effects of audit 
committee members oversight judgment 

[5] Gosh and moon (2005) auditor tenure and perception of 
audit quality 

[6] Knapp (1991) "factors that audit committee members uses 
surrogates for audit quality 

[7]Manadate of the audit committee 
[8] Mcmullen "1996". "Audit committee performance: An 

investigation of the consequence Associated with Audit 
committee  

[9] Volnizer (1995) Are audit committee red herrings 
[10] Karamanu I and N. vafeus "2005": "The association 

between corporate board, Audit committee and 
management earning forecasts" 

 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
  



44 |         J .  P r a c t i c a l  A u d i t .  A c c . ,  2 0 2 0 ;  1 ( 2 ) :  3 7 - 4 4  
 

 


	Introduction

