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Audit  committees proposed by the Secur i t ies Exchange Commiss ion in 1940 fol lowing the

McKesson and Robbins case in i t iat ive didn' t  culminate in real i ty t i l l  1960. Development was

encouraged by the incidence of l i t igat ion involving auditors and directors. Since the middle

of 1978 US companies seeking a l is t ing are required to have an audit  committee. In recent

years so many countr ies adopt the audit  committee in thei r  envi ronments,  however,  I ran ian

environment st i l l  wait ing for that condit ion.  The results of this study show the existence of

audit committee wil l  improve qual ity of f inancial statements, correctness of f inancial information.

It also wil l  improve native audit ing and accounting standards, as well as internal audit ing.

Audit Committee:

Iranian Imperative
Mahdi Salehi, Ali Mansoury, and

 Reza Pirayesh

he demand for an auditor arises from the potential

confl ict of interest that exits between shareholders

and managers (Salehi and Gowda, 2006; Salehi ,

2007).  According to the

researchers the external

aud i to r  s hou ld  p l a y  a

c r i t i ca l  ro le  in  lend ing

independent credibi l i ty

to  pub l i shed  f i nanc i a l

s t a t e m e n t s  u s e d  b y

investors, creditors and

other stakeholders as a

bas is  for  mak ing dec i -

sions (Salehi and Biglar,

2008; Swamy and Salehi,

2008; Salehi and Abedini,

2008; Sa lehi ,  2008 a) .

Unfor tunately the auditor

could not recover such

a  b a d  c o n d i t i o n  i n

recent years; because of several reasons and s t ra ined

relationship between auditors and managers (Barzegar

and Sa leh i, 2008). It means that the independent auditors

were dependent .  The

audit independence is

t h e  h e a r t  o f  a u d i t

pract ice. The fact that

cl ients pay auditors for

t h e i r  a u d i t  a n d  n o n -

audit services generates

an inherent  economic

d e p e n d e n c e  o f  t h e

aud i to r  on  i t s  c l i en t s

(Wallman, 1996; Salehi

and Azary, 2008). Such

economic dependence

increases with the size

of client f irms because

larger cl ients generate

bigger fees. Fol lowing
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high-prof i le corporate governance fai lures there have

been proposals and actions in a number of countr ies

concern ing the respons ib i l i t ies and powers of  audi t

c o m m i t t e e s ,  t h e i r  m a n d a t o r y  o r  v o l u n t a r y  s t a t u s ,

membership and independence. In nutshell, to solve such

a problem the existence of audit committee is very useful.

The  aud i t  commi t tee  i s  one o f  the  ma in  corpora te

governance mechanisms upon which are predicated

stakeholders ’ hopes in constra in ing the behaviour of

corporate managers.  Stakeholders genera l ly v iew the

effect iveness of the audit  committee as an area that is

to a s igni f icant extent manageable through regulatory

o r  se l f - r egu l a to r y  approaches ,  and  whe re  d i ve r se

groups of actors struggle in try ing to impose their  point

of v iew. The ex is tence of an audi t  commit tee could

improve the monitor ing of corporate f inancial  repor t ing

and  i n t e r na l  con t ro l .  Mau tz  and  Neumann  (1970 )

contend that audit  committees are impor tant because

they: (1) increase attent ion to the audit  funct ion, (2)

re inforce independence of the external  auditor f rom

management,  (3) add protect ion for stockholders and

directors,  (4) ass ist  f inancia l  management in ef fect ing

necessary improvements,  and (5) promote audit  more

ef fect ive.

Based on agency theory ,  the format ion of  an  aud i t

committee is expected to protect the interest of the

principal and ensure that the agent carries out its role in

accordance with the contract .  The role of the audit

committee is essent ia l ly threefold: (1) to ensure that

management does not overr ide establ i shed prudent

financial practices and procedures; (2) to assist the board

of  d i rectors  in  d i scharg ing the i r  respons ib i l i t ies  for

f inanc ia l  repor t ing and in ter na l  cont ro ls ;  and (3)  to

provide an impar tial channel for complaints concerning

the management and direction of a company. However,

some studies have shown that the existence of the audit

committee is  more for cosmet ic purposes, to g ive a

posi t ive image rather than for  moni tor ing.  Th is  aga in

challenges the effectiveness of audit committees (Menon

& Wil l iam, 1994; Wallace, 1985; Verschoor, 1990, 1992;

Wolnizer, 1993; McMullen, 1996).

History of Audit Committee

The exact or ig in of audit  committees is  unknown. K lock

and Bellas (1976) date the use of audit committees to the

nineteenth century. The term ‘‘audit committee’’ is not

defined by the Corporations Act or the ASX Principles,

generally the term refers to a committee (or equivalent

body) established by the board of a company for the

purpose of  oversee ing the account ing and f inanc ia l

repor ting processes of the company and audits of the

financial statements of the company usually in accordance

with the terms of a char ter approved by the board and

adopted by the committee. The board is responsible for

manag i ng  t he  company .  It  i s  a l so  re spons ib le  fo r

monitor ing performance and ensur ing compl iance. In

1939,  the New York  Stock Exchange proposed that

outside auditors be chosen by a select committee of

those officers who were not corporate officers. The SEC

first recommended the establishment of audit committee

i n  1 9 4 0  i n  A c c o u n t i n g  S e r i e s  R e l e a s e  N o . 1 9  th a t

recommended role was largely one of l iaison with the

corporation’s outside auditors. In the late 1960’s the idea

of audit committee began to attract more intense interest.

In July of 1967, the AICPA Executive Committee “Statement

o n  A u d i t  C o m m i t t e e s  o f  B o a r d  o f  D i r e c t o r s ”

recommended that publicly owned corporations appoint

audit committees of outside directors to nominate the

i ndependen t  aud i to r s  o f  a  co rpo ra t ion ’ s  f i n anc i a l

statements and to discuss the audit work with them. The

s ta tement  conta ined a  sugges t ion tha t  the aud i tors

commun ica te  w i t h  t he  aud i t  commi t t ee  wheneve r

s ign i f i can t  ques t ions  and bea r ing  mate r i a l l y  on  the

c o m p a n y ’ s  f i n a n c i a l  s t a t e m e n t s ,  h a d  n o t  b e e n

satisfactori ly resolved at the management level.

The abil ity of l isted companies to effectively verify and

safeguard f inancia l  performance is  increas ingly being

f o c u s e d  t h r o u g h  t h e  a u d i t  c o m m i t t e e .  T h e  a u d i t

commit tee is  seen as the moni tor  of  the company ’s

f inanc ia l  in tegr i ty  and in terna l  cont ro ls ;  the board’s

“structured and professional ver tical probe.” The view is

increasingly that an independent audit committee is better

situated to objectively assess the quality of a company ’s

financial disclosure and the adequacy of internal controls

than a committee that is affi l iated with management or the

board as a whole.

The independent  superv i so ry  funct ion  o f  the  aud i t

comm i t t ee  i s  a t  l e a s t  a n  imp l i c i t  r ecogn i t i on  t h a t
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management faces substantial pressures to deliver shor t-

term performance to satisfy market expectations. These

p r e s s u r e s  c a n  b e  e x a c e r b a t e d  b y  t h e  u s e  o f

compensation or other incentives focused on shor t-term

incent i ves .   An  independent  aud i t  commi t tee  w i th

adequate resources helps to overcome this problem and

t o  a l i g n  t h e  c o m p a n y ’ s  i n t e r e s t s  w i t h  t h o s e  o f

shareholders. The audit committee can also provide an

effective mechanism for the auditor to communicate in

and with the directors about these issues as wel l  as

potential ly troublesome issues at a relatively early stage

and to broach sensit ive issues in an uninhibited fashion.

The  aud i t  commi t t ee  no t  on l y  p l a y s  an  impo r t an t

monitoring role to assure the quality of financial repor ting

and corporate accountabil ity (Carcello and Neal, 2000),

but also serves as an impor tant governance mechanism,

because the  potent i a l  l i t i ga t ion  r i s k  and reputa t ion

impairment faced by audit committee members ensure

that  these audi t  commit tee members discharge thei r

responsibil it ies effectively.

The B lue R ibbon Commit tee (BRC) on improv ing the

effect iveness of Corporate Audit Committee’s (1999)

recommendation that each audit committee should have

at least one financial exper t highlights the impor tance of

the financial l i teracy and exper tise of audit committee

members.

BRC on Improving the Effectiveness of Audit Committees

(1999) considered an audit  committee a cata lyst for

effective financial repor ting (p. 20).

Among other things, the BRC recommended that the audit

committee of every l isted company should:

(1)  Have members who are “independent”;

(2)  Have members each of whom is “f inancial ly l iterate”;

(3) Have a formal char ter approved by the Board of

Directors; and

( 4 )  D i s c l o s e  i n  t h e  p r o x y  s t a t e m e n t  w h e t h e r  t h e

committee has adopted a formal char ter and fulfi l led

its responsibil it ies under that char ter.

As noted the effor ts were founded in the hope that the

committees would improve the balance of power in

auditor-management disputes. Given the wide interest in

audit committees, it is surprising that no one in either the

profess ion, or in government,  actua l ly  mandated the

establishment of the committees; that step was left to

the stock exchanges and to the over-the-counter trading

authority. In any event, audit committees have spread

geographically and by constituency, i .e. beyond private

sector  corporat ions to non-prof i t  organ izat ions and

government agencies. It is well known that the mere act

of audit committee creation is l ikely to have l itt le or no

ef fect .  Never the less ,  no organ izat ion has  mandated

specif ic committee duties, responsibil it ies, or activit ies.

However, in 1987, the National Commission on Fraudulent

Financial Repor ting (The Treadway Commission) issued a

paper on recommended audit committee activities which

ha s  become  s t anda rd  fo r  many  aud i t  comm i t t ee s

(Har rison and Lanier, 1995).  The Treadway l ist represents

a good star ting point; it requires development through

the addition of requirements that arose subsequent to

the issuance of the Treadway repor t. Moreover, numerous

commi t tees ,  as  we l l  as  ind iv idua l s ,  have pub l i shed

no r ma t i ve  p re sc r ip t i on s ,  amoun t i ng  to  v i r t u a l  j ob

descriptions for audit committees. The urge to authorship

was not emulated by the committees themselves, which,

by and large, failed to define their responsibilities. Indeed,

many corporations did not take the trouble to draft a

char ter,  i .e .  a  for mal  s tatement of  the charge,  or  to

acknowledge the existence of the audit committee in the

corpora te  by laws .  In  the  229 l a rges t  pub l ic l y  he ld

corporat ions other than banks, the specif ic funct ions

assigned to the audit committee by the ful l board varied

widely (Verschoor, 1993). In addition to the committees’

respons ib i l i t ies ,  the pre fer red qua l i t y  o f  commi t tee

members’ independence has remained uncer tain. Even

the prescr ibed number of independent directors has

varied on the basis of a corporation’s l ist ing status.

It is said that there are many ways to govern a company

and an aud i t  commi t tee i s  an  essent ia l  par t  o f  th i s

governance (Green, 1994). However, the concept of an

audit committee is not new as there is evidence provided

by Tricker (1978) that the Great Western Railway Company

had an audit committee in the early nineteenth century.

Today, the rapid emergence of audit committees is a

response to the dissatisfaction of stakeholders in the way

companies are managed. As a result, the Stock Exchange
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l i s t ing requirements in severa l  countr ies,  such as the

Uni ted States ,  Canada,  the UK,  Aust ra l ia ,  S ingapore,

Netherlands, France, Germany, Hong Kong, Japan, New

Zealand, South Afr ica, Thai land and India (Pr ice Water

house Coopers ,  1999) have g iven audi t  commit tees

predominance in managing the corporate governance.

Since 1990, attention has been given to the composition

o f  a u d i t  c o m m i t t e e s ,  t h e  i n d e p e n d e n c e  o f  a u d i t

committees (ISB, 1999), the knowledge and experience

of audit committees’ members (Blue Ribbon Committee,

1999), the financial disclosure (SEC, 1999), the interaction

and the relationship with the external auditors by audit

committees. Therefore, the functions and roles of audit

c o m m i t t e e s  a r e  b o t h  c h a l l e n g i n g  a n d  t a k i n g  n e w

directions.

Audit Committee and Independence

There are two strands of studies on audit committee

independence. The first strand of l iterature studies the

re la t ion between audi t  commit tee compos i t ion and

specif ic accounting issues. Carcel lo, Hermanson, Neal

and Ri ley (2002) examine board characteristics and audit

fees. Their results suggest that board independence and

audi t  fees are pos i t ive ly  corre lated.  They argue that

independent boards, in general , demand higher audit

qual ity beyond normal standards and, hence, auditors

need to charge higher fees. In similar studies, Carcello

and Neal  (2003) and Felo,  Kr ishnamur thy and Sol ier i

(2003) document a  pos i t ive re la t ion between audi t

committee independence and financial repor ting quality.

In general, for boards with less independent directors, it

is l ikely that their auditors only issue unmodified repor ts

on go ing-concern  i s sues .  X ie ,  Dav idson and DaDa l t

(2003) examine the role of the audit committee and the

prevention of earnings management. Xie et al. (2003) find

that boards and audit committee members with corporate

or financial backgrounds are more l ikely to associate with

firms that have smaller discretionary current accruals. Their

results suggest that f inancial exper t ise is an impor tant

f a c t o r  t o  l i m i t  e x e c u t i v e s  i n  e n g a g i n g  e a r n i n g s

management.

The second strand of l i terature examines the relat ion

between “financial exper tise” in audit committee and firm

value. Using event study methodology, Defond, Hann and

Hu (2005) examine the announcement effect of 850 newly

appointed outside directors to audit committees during

1993–2002. They find significant positive abnormal returns

around the appointment of “accounting” financial exper ts

to the audit committee, but not around the appointment

of non-accounting financial exper ts and directors without

any  f i n anc i a l  expe r t i se .  The  “ accoun t i ng ”  f i n anc i a l

exper tise in Defond et al. (2005) is defined as directors

with work experience as publ ic accountants, auditor,

principal accounting off icer, and control ler. The “non-

account ing” f inanc ia l  exper t i se inc ludes a l l  CEOs or

presidents of for-profit corporations.

Research Problem

In the wake of the increased incidence of fraudulent and

mis lead ing f inanc ia l  repor t ing ,  bus iness  fa i lu res  and

a l leged audi t  fa i lu re ,  publ ic  concern and regu la tory

init iat ives have been prominent recently regarding the

quality of f inancial repor ting and the auditor ’s role in the

financial repor ting process. Audit committees have been

considered to be a s igni f icant e lement of corporate

accountabi l i ty  and governance and engender a h igh

degree of integr i ty in the f inancial repor t ing process,

which is an essential element of efficient securities market

(Braiotta, 1994). Audit committees are well-established

institutions in the corporate financial repor ting process

and assume the responsibil ity of ensuring the accuracy

and the adequacy of the financial repor ting system. By

establishing a formal communication channel between the

board of directors and the internal and external auditors;

audit committees perform and oversight role with respect

to the internal controls, auditing and financial repor ting

process (Braiotta, 1994). However, according to Salehi

(2008b) the Iranian legis lators did not mandate audit

committee to Iranian companies. It caused the very big

problem to Iranian auditors as well as legislators. So, in

this research the authors try to i l lustrate the benefits of

such a committee to Iranian environment.

Literature Review

Audit committees serve as a bridge in the communication

network between internal and external auditors and the

board of directors, and their activit ies include review of

nominated auditors, overal l scope of the audit, results of
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t he  aud i t ,  i n t e r na l  f i n anc i a l  con t ro l s  and  f i n anc i a l

information for publication. Indeed, the existence of an

audit committee in a company would provide a crit ical

overs igh t  o f  the  company ’s  f i nanc ia l  repor t ing  and

auditing processes (Walker, 2004).

A u d i t  c o m m i t t e e  c o u l d  a l s o  e n h a n c e  a u d i t o r

independence. Knapp (1987) discovered that an audit

committee is more l ikely to suppor t the auditor rather

than management in audit disputes and the level of suppor t

i s  c o n s i s t e n t  a c r o s s  m e m b e r s  o f  t h e  c o m m i t t e e ,

regardless of whether the member is in a full-time or par t-

time position, such as corporate managers, academicians

and retired par tners of CPA firms.

In addition, audit committees could play a role in selecting

audi tors ,  determin ing the i r  remunera t ion and in  the

dismissal/retention of auditors. Goldman and Barlev (1974)

pointed out that audit committees could observe the

f i n a n c i a l  r e p o r t i n g  p r o c e s s  a n d  p r o v i d e  r e c o -

mmendations in the selection of auditors, negotiation of

fees and termination of external auditors, which would

ultimately diminish management’s power over the auditor.

An aud i t  commi t tee i s  an t ic ipated to ensure tha t  a

business organizat ion has suf f ic ient internal  controls ,

proper accounting policies, and independent external

auditors that wi l l  prevent the incidence of fraud and

promote high quality and timely f inancial statements.

Fur thermore, the existence of an audit committee was

found to have an association with the tendency to switch

from less credible to more credible auditors (Eicheneher

and Sh ie lds ,  1985) .  Kun i t a ke  (1981)  be l i eved tha t

independent directors of audit committees might have

exposure to larger and better-known CPA firms rather than

to local or regional f irms, through their involvement as

off icers or directors of other public corporations.  In

addi t ion,  Kun i take (1983) found that  there was less

frequent auditor switching in companies that had audit

commit tees than companies that  d id not have audi t

comm i t t ee s .  T he se  r e su l t s  i nd i c a t e  t h a t  t he  aud i t

committee acts as a catalyst to enhance good financial

repor ting and suppor t the role of auditors.

Fur ther,  the for mat ion of  an audi t  commit tee would

imp rove  t he  c red ib i l i t y  and  r e l i ab i l i t y  o f  f i n anc i a l

s t a temen t s  t h rough  p rov id i ng  an  a s su r ance  o f  t he

ob jec t i v i t y  o f  f i nanc i a l  s t a temen t s  to  sha reho lde r s

(Auerbach, 1973).

An active audit committee would enhance their role to

pursue the terms of reference and objectives (Treadway

Commission, 1987). The frequency of audit committee

meetings would indicate whether the committee was

active or not. Although the presence of non-executive

directors was l inked with audit committee effectiveness,

it is not guaranteed. Menon and Wil l iams (1994) pointed

out that audit committee independence did not guarantee

e f fec t i veness  un le s s  t he  commi t tee  was  ac t i ve .  I n

addit ion, Kalbers and Forgar ty (1993) suppor ted this

argument and indicated that audit committee effectiveness

would only material ize if the members were committed

to pursue their roles and duties. The Treadway Commission

(1987) suggested that audit committees should meet at

least four t imes a year.

To effectively pursue their objective, audit committees

need unambiguous ,  p rac t ica l  and f lex ib le  te rms  o f

reference, sometimes refer red to as the char ter (Mohamad

and Sori, 2001). This char ter should be deliberated on

and accepted by the board of directors that govern the

f irm’s operat ions. The char ter should be re-evaluated

periodically, sufficiently flexible to incorporate a changing

b u s i n e s s  e n v i r o n m e n t  a n d  c l e a r l y  s p e l l  o u t  t h e

responsibil it ies of the audit committee.

Several last studies have documented the various roles

of audit committees. Vanasco (1994) contended, there

seems to be a consensus among researchers in the field

and the various national and international organizations

that audit committees provide signif icant benefits to the

c o r p o r a t i o n ,  p u b l i c ,  i n v e s t o r s  a n d  r e g u l a t o r y

agencies”(p.38). He fur ther provided the most ci ted

functions of audit committees, as follows: strengthening

the internal and external audit functions, coordinating the

work of the external and internal auditors, strengthening

the position of non-executive directors, and assisting the

board of directors to ful f i l l  their legal responsibi l i t ies

(p.38). Fur thermore, audit committees are also expected

to regularly assess a company ’s risk and management’s

responses to signif icant f inancial and non-financial r isks

facing the organization. Duncan (1991) argued that audit

committees must take into account the following audit

risk assessment: (i) the major risks facing the organization;

(i i) the auditor examines the company ’s effor ts to control

these risks through contingency plans, security measures
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and other means; (i i i) the auditor compares the risks and

company responses to determine adequacies; (iv) the

auditor recommends improvements in company activit ies

in the identif ication, control and financing of crit ical r isks.

Cowan (2004) argued that r isk management is crucial to

corpora te  governance and i t  has  become the ma in

component of effective modern management. He fur ther

pointed out that the complexi ty of today ’s business

environment necessitates the committee and the entire

o rgan iza t ion  to  unders t and the  impor tance  o f  r i s k

management. Mohamad and Sori (2001) summarized an

audit committee’s responsibi l i t ies to include ensur ing

qual i ty accounting pol icies, internal controls, and the

independent and effective role of outside auditors to

dete r  f r aud ,  an t ic ipa te  f i nanc ia l  r i s k s  and promote

accurate, high quality and timely disclosure of f inancial

and other material information to the board, to the public

markets, and to shareholders.

In a review of the previous studies, DeZoor t et al. (2002)

concluded that: (i) audit committee responsibil it ies are

diverse and seem to be intensifying; (i i) the main areas of

audit committee oversight include oversight of f inancial

repor t ing, audit ing and controls; ( i i i )  audit committee

au tho r i t y  i s  a s soc i a ted  w i t h  w r i t t en  au tho r i t y  and

management suppor t. However, they pointed out several

l imitations of prior studies: (i) none of the prior studies

focus on the ult imate source of the audit committee’s

authority (i.e. board of directors) or aspects l inked with

variations in such authority; (i i) there is a lack or absence

of empir ica l  research that addresses the re lat ionship

be tween  aud i t  commi t tee  e f f ec t i veness  and  aud i t

committee authority.

Research Methodology

According to the above l iterature the objectives of this

s t udy  i s  de te rm ina t i on  o f  s i gn i f i c ance  o f  aud i t i ng

committee on auditing system and auditors’ performance

in I ran .  Some of  the impor tant  factors  that  audi t ing

commi t tee  can  a f f ec t  on  them i nc l ud ing :  f i n anc i a l

s ta tement  qua l i t y ,  f inanc ia l  in format ion cor rectness ,

a u d i t o r s ’  i n d e p e n d e n c e ,  r e g a r d i n g  a u d i t i n g  a n d

accounting standards, accounting systems of company

and effectiveness of internal auditing. Thus in this research

we concentrate of auditing committee on these variables.

Therefore, the main research question is:  do the audit

committee effects on audit practice overall in Iran? So far

accurate answer to this question, the authors design and

developed a questionnaire which it is stable for gathering

useful data. Our selected method of investigation is a

ques t i onna i r e ,  f o r  t h r ee  r e a sons .  F i r s t ,  s i nce  i t  i s

acknowledged that current theory is not well specified in

Iran, the general objective of this study is to incorporate

qualitative behavioural factors concerning audit committee

into the research design, to assess the relative influence

of each factor type. This necessitated the use of a direct

method. Second, other specific objectives necessitate

the use of direct methods to elicit non-public information.

Final ly, closed-form questions can be identif ied from the

extant auditor choice l iterature. The research instrument

was designed with close reference to the l iterature on

quest ionnaire design. The quest ionnaire contains two

par ts namely (A) bio-data and (B) this section includes

several questions regarding to the rejection/acceptance

level of audit committee affects on auditing system and

auditors performance in Iran. The questionnaire designed

to the bases of l iker t spectrum and all par ticipants were

reques ted  to  de te rm ine  deg ree  o f  ag reemen t   o r

disagreement to each question  for  assessing degree of

disagreement and agreement by l iker t spectrum  used

the range of  in teger  number f rom -2 to 2 which -2

represents highly disagreement and two represents highly

agreement to the  hypotheses  while zero represent none

of them ( They graded corneal staining using a -2  to 2

scale where -2=highly agreeing, -1=agreeing, 0=none,

1 = d i s a g r e e i n g  a n d  2 = h i g h l y  d i s a g r e e i n g ) .  T h e

questionnaires were distributed among the respondents

f r o m  t h e  f i r s t  J u l y  t i l l  2 0 t h  O c t  2 0 0 8 .  To t a l l y  1 5 0

q u e s t i o n n a i r e s  w e r e  d i s t r i b u t e d  a m o n g  t h e  3 0

accountants ,  30 audi tors ,  30 f inanc ia l  managers ,  30

financial analysers and 30 stockholders from the Tehran

Stock Exchange (TSE). The draft questionnaire was pre-

tested with the ass istance of severa l  senior business

executives and audit par tners, and the content, ordering

a n d  t e r m i n o l o g y  w a s  r e v i s e d  a c c o r d i n g l y .  T h e

ques t i onna i r e s  ( se r i a l l y  numbe red  to  pe rm i t  non -

respondents to be followed up) were accompanied by

an explanatory letter which assured the confidential ity of

responses  and re tu rn  enve lopes  were prov ided.  A

reminder letter was sent out after 10 days, with a second

reques t  (accompan ied by a  dup l ica te  copy o f  the
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questionnaire and the original covering letter) being sent

af ter a fur ther 10 days.

The Cronbach’s Alpha coeff icient was used to assess

re l iab i l i ty  of  quest ionna i re there was 0.928 for  f ina l

questionnaire.

To the bases of impor tant factor we conducted f ive

hypotheses including:

H1:    Auditing committee has affected on the quality of

financial statement.

H2:      Auditing committee affects correctness of f inancial

information.

H3: Aud i t i n g  c o m m i t t e e  af f e c t s  o n  a u d i t o r

independence.

H4 :    Aud i t i ng  commi t tee  a f f ec t s  on  aud i t i ng  and

accounting standards.

H 5 :   A u d i t i n g  c o m m i t t e e  a f f e c t s  o n  a c c o u n t i n g

mechanism.

 H6:  Audit ing committee affects on effect iveness of

internal auditing.

Results of the Study

Re su l t s  in  t o t a l ,  ou t  o f  150  ques t i onna i r e s  wh i ch

distributed among the par ticipants 95 respondents were

c o m p l e t e d  t h e  q u e s t i o n n a i r e s .  A m o n g  t h e s e  9 5

par ticipants, 72 par ticipants had accounting knowledge

(75.80 percent); the rest 15 par ticipants (24.20 percent)

had not accounting knowledge. To conclude, that the

major i ty of par t ic ipants had account ing and audit ing

knowledge.

Out of 95 par ticipants 25 par ticipants were accountants

(28.40 percent), 23 were auditors (24.20 percent), 16

were financial managers (16.8 percent), 12 were financial

analysers (12.60 percent) and 16 were stockholders.

Demographic characteristics of par ticipant are summarized

in below table (Table 1).

Table (1)  Frequency Table of  Participant

Case                   Label Frequency                 Percent

Academic Degrees Account ing  and Audi t ing 72 75.00

Other 22 25.00

Tota l 94 100.00

Job Pos i t ion Accountan t 27 28.40

Audi tor 23 24.20

F inanc ia l  Manager 16 16.80

F inanc ia l  ana lys t 12 12.60

Stockho lder 16 16.80

Tota l 95 100.00

The binomial test was first conducted to assess how many

percent of par ticipants accept the effects of independent

f ac to r s  on  dependen t  ones .  A t  t he  f i r s t  s t ep  t he

respondents who had not any idea (not agree or not

disagree) about the effect of independent factor on

dependent one eliminated and then we divided reminded

par t ic ipants into two groups inc luding agreeing and

disagreeing with hypotheses. The results revealed that 82

pa r t i c ipan t s  (88 .00  pe rcen t )  ag ree d t ha t  aud i t i ng

commit tee af fected on f inancia l  s tatement qual i ty  of

aud i t i ng ,  the re fore  the  f i r s t  hypothes i s  s ign i f i can t l y

confirmed (p<0.05). Mean degree of agreement for this

hypothes i s  was  0 .518  (SD= 0 .721 ,  95  pe rcen t  o f

confidence interval from 0.36 to 0.62).

The  resu l t s  a l so  show tha t  61  pa r t ic ipan ts  (73 .00

percent)   agree that   audi t ing commit tee af fects on

correctness of f inancia l  in format ion .  As i t  shows by

the resul ts :  th is  hypothesis is  accepted (H
2
) and mean

degree of agreement for th is hypothesis is  0.574 (SD=

0.861, 95 percent of conf idence interval  f rom 0.382 to

0.763).
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Howeve r,  r ega rd i ng  t h e  t h i r d  h y p o t h e s i s  o n l y  5 3

par ticipants (60.00 percent) agree that auditing committee

affects on independent auditor independency. Thus the

results of this hypothesis reveal  that the hypothes has

been rejected (P>0.05) and mean degree of score for

this  hypothesis  i s  0.021 (SD= 1.161, 95 percent of

confidence interval from -0.182 to 0.238).

Regarding  the four th hypothesis, the results revealed that

only 56 par ticipants agreed to this hypothesis. Then this

hypothesis conf i rmed (p<0.05) and mean degree of

ag reemen t  was  0 .1701  (SD= 0 .61 ,  95  pe rcen t  o f

confidence interval from 0.012 to 0.255).

Regarding the fifth hypothesis, the results revealed  that

majority of par ticipant agree to  the effects of  auditing

Committee on  accounting system of company.  There are

80  par t ic ipants agreed to th is  hypothes is . Then th is

hypothesis conf i rmed (p<0.05) that  mean degree of

ag reemen t  was  0 .635  (SD= 0 .625 ,  95  pe rcen t  o f

confidence interval from 0.512 to 0.765).

Abou t  t he  s i x t h   h ypo thes i s ,  t he  r e su l t s  r e vea l ed

tha t  there is a s ignif icant relat ionship between audit ing

comi t tee  ac t ions  on  the  e f fec t i veness s  o f  i n te rna l

audit ing.  The re  a r e  75  pa r t i c ipan t s  ag reed  to  t h i s

hypothes i s  (p<0.05)  and mean degree o f  ag reement

was  0 .842  (SD= 0 .76  ,  95  pe rcen t  o f  con f idence

i n t e r v a l  f r om  0 .62  to  1 .055 ) .

The results of testing hypotheses by binomial test are

showed in Table 2.

Table 2 :   Dependent variable effect on Detecting Distortions

and Test Result by Binomial Test

Hypotheses Category Frequency Observed Test Asymp. Result

prop. prop. sig.

H
1
(Qua l i ty  of  f ina - D isagree ing 11 0.12 0.5 0.000 Conf i rmed

ncia l  s ta tements) Agree ing 82 0.88

Total 93 1

H
2
(Cor rectness  of D isagree ing 22 0.27 0.5 0.000 Conf i rmed

f inancia l Agree ing 61 0.73

in format ion) Tota l 83 1

H
3
( Independenc ies D isagree ing 35 0.40 0.5 0.061 Rejected

of independent Agree ing 53 0.60

audi tors) Tota l 88  a 1

H
4
( Improv ing Disagree ing 32 0.38 0.5 0.029 Conf i rmed

audi t ing and Agree ing 53 0.62

account ing Tota l 81 1

standard)

H
5
(Account ing D isagree ing 11 0.12 0.5 0.000 Conf i rmed

 system) Agree ing 80 0.88

Total 91 1

H
6
( In terna l  audi t ing D isagree ing 12 0.14 0.5 0.000 Conf i rmed

ef fect iveness) Agree ing 75 0.86

Total 87 1

N o t e : Be c a u s e  o f  b i n o m i a l  t e s t  c h a r a c t e r i s t i c  w e  d i v i d e d  r e s p o n d e n t s  i n t o  t w o  g r o u p s  i n c l u d i n g  a g r e e i n g  a n d  d i s a g r e e i n g  a n d

e l i m i n a t e  t h o s e  o f  r e s p o n d e n t s  t h a t  h a v e n ’ t  i d e a .
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Table 3:  Mean Degree Participants Agreement or Disagreement to the

effects of Auditing Committee on Independents Factors and Other Statistics

Independent                Mean                Standard 95 Percent of

Variable              Degree               Deviation  Confidence Interval

Qual i ty of f inancial statements 0.518 0.721 0.361-0.620

Correctness of f inancial information 0.574 0.861 0.382-0.763

Independencies of independent auditors 0.021 1.161 -0.182-0.238

Regarding audit ing standard 0.1701 0.61 0.012-0.255

Accounting  system 0.635 0.625 0.512-0.765

Internal audit ing  effectiveness 0.842 0.76 0.62-1.055

Figure 1: Fridman Mean Rank of Independent Variable Affections

on Auditor Independence

R e g a r d i n g  t h o s e  p a r t i c i p a n t s  who r e q u e s t e d  t o

determine degree of  agreement or  d isagreement to

the quest ion by l iker t  spectr um, Table No. 3 represents

mean degree of agreement or disagreement according

to the i r  idea and other  s ta t i s t ics .

As shown in  the tab le ,  the audi t ing commit tee have

the  mos t  e f fec t s  on  i n te rna l  aud i t i ng  e f fec t i veness

w h i l e  t h e y  h a v e  t h e  l e a s t  e f f e c t  o n  a u d i t o r

independence in  I ran .

Because of non parametric characteristics of gathered data

the independent variable affects (auditing committee) on

dependent ones   was compared by non- parametric two-

way ANOVA (Friedman) Test too. The results showed that

three factors have no signif icant differences. The result

demonstrated in following figure (Figure 1).

As seen in  the figure too, while the  auditing committee

have the most effect on internal auditing, they have the

least effect on auditor independence in Iran.

N o t e :  P o s i t i v e  n u m b e r  r e p r e s e n t s  m e a n  d e g r e e  o f  a g r e e m e n t  w h i l e  n e g a t i v e  n u m b e r  r e p r e s e n t  m e a n  D e g r e e  o f  a g r e e m e n t
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Conclusion

Overall, the emerging literature on audit committee studies

suggests  tha t  the commit tees p lay  a  ro le  in  va r ious

accounting related issues. The overal l objective of the

audit function is to increase the credibil ity of the financial

s t a t e m e n t s .  A n  e f f e c t i v e  a u d i t  c o m m i t t e e  s h o u l d

contribute significantly its objectives. Over the past several

decades, advisory panels and regulatory bodies have

emphasized the need for effective performance of the

duties by audit committees of publicly traded companies.

The SEC has fol lowed the recommendations of these

advisory panels and made rules that later were followed

by the stock exchanges in requiring audit committees to

exercise due dil igence when carrying out their f iduciary

responsibil it ies in relation to the repor ting companies.

With the passage of the Sarbanes-Oxley Act of (2002),

the responsibil it ies of audit committees have increased

signif icantly. Since the compliance with the SOX became

mandatory after Apri l 2003 (US SEC, 2003a, b) in many

count r ies ,  unfor tunate ly  i t  i s  not  mandate in  I ran ian

environment. According to the results of this survey from

the par t ic ipants ’  v iewpoin ts  the  ex i s tence of  aud i t

commi t tee in  I r an  wi l l  a f fect  on qua l i t y  o f  f inanc ia l

statements which it is ver y impor tant to stakeholders and

c o r r e c t n e s s  o f  f i n a n c i a l  i n f o r m a t i o n .  Fu r t h e r,  t h e

par ticipants’ belief that the audit committee wil l improve

nat ive audi t ing and account ing s tandards as wel l  as

corporations accounting system. The results also reveal

tha t  the ex i s tence of  aud i t  commi t tee wi l l  improve

corporations’ internal auditing system. The authors come

to conclusion that the existence of audit committee in

Iran is very emergency. Any delay in mandating audit

committee caused very bad condition to Iranian corporate

sector.  So I r an ian  leg i s l a to rs  shou ld es tab l i sh  aud i t

committee in Iran  soon.

Key words :  Audit committee, Audit independence,

Audit quality, Iran.
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