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What is this Study About?

The study examines how accounting financial expertise (AFE) within the audit committee (AC)
enhances the oversight of financial reporting quality and audit processes. In particular, it
evaluates if the presence of an AFE as the chair of the AC influences the effectiveness of
monitoring earnings management, reducing misstatement risk, and ensuring auditor
independence.

What are the major findings of the study?

The AFE of the AC chair significantly reduces earnings management and improves the
oversight of the audit process. When the AC chair has AFE, there is a noticeable reduction in
the risk of financial misstatements. The presence of AFE among non-chair AC members does
not significantly enhance oversight unless the AC chair also possesses AFE. Additionally, AC
chairs with AFE are associated with a higher likelihood of reporting material control
weaknesses and goodwill impairments, indicating better detection and reporting of potential
issues.

Why is the study important?

These findings highlight the critical role of the AC chair's expertise in enhancing the overall
quality of financial reporting and audit processes. The findings suggest that simply having AFE
within the AC is not sufficient; the expertise needs to reside in the AC chair to fully realize its
benefits. This has significant implications for regulators, boards, and other stakeholders
involved in appointing AC members, suggesting that policies should prioritize appointing chairs
with AFE to improve oversight effectiveness. This study underscores the need for specific
guidelines regarding the qualifications of AC chairs, thereby potentially influencing future
regulations and practices in corporate governance.
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