
This is an open access article under the CC BY License 
(https://creativecommons.org/licenses/by/4.0). 2210 

 

 

The Role of Audit Committees in Enhancing Corporate 
Governance and Financial Transparency 

 
Murhaban 

Fakultas Ekonomi dan Bisnis Universitas Malikussaleh, Indonesia  

Email: murhaban@unimal.ac.id   

 
KEY W O R D S A B S T R A C T 
Audit Committees, 
Corporate 
Governance, 
Financial 
Transparency. 

This paper explores the crucial role of audit committees in enhancing corporate 
governance and financial transparency within organizations. Audit committees serve as a 
critical safeguard, overseeing financial reporting, internal controls, and the work of 
external auditors, thereby ensuring accuracy, accountability, and compliance with 
regulatory standards. By promoting ethical practices, improving investor confidence, and 
strengthening the independence of the board, audit committees significantly contribute 
to both corporate governance and financial transparency. Despite their importance, audit 
committees face challenges such as limited resources, conflicts of interest, and the 
increasing complexity of financial reporting. This paper discusses these challenges and 
suggests strategies for improving the effectiveness of audit committees, including 
enhancing financial literacy, ensuring independent oversight, leveraging technology, and 
fostering ongoing education. Ultimately, audit committees play an indispensable role in 
maintaining the integrity of financial information and supporting the long-term 
sustainability of organizations. 

 
 
1. INTRODUCTION 

In the context of the corporate world, good 

corporate governance is the key to ensuring 

sustainability and long-term growth(Kavadis & 

Thomsen, 2023). While many large companies 

have implemented various governance-related 

policies, cases of financial opacity and abuse of 

power still occur frequently. A prominent 

example is companies that face bankruptcy or 

significant losses due to poor management and 

the absence of adequate oversight. Data 

indicates that many financial issues within 

companies are caused by a lack of effective 

supervision from the authorities, one of which is 

the audit committee. Therefore, it is crucial to 

understand how audit committees can play a 

role in improving financial transparency and 

corporate governance. 

 

According to existing literature, the relationship 

between good corporate governance and 

transparent financial oversight has been widely 

discussed. Several theories suggest that the 

presence of an audit committee in a company’s 

structure can reduce the risk of financial 

misreporting and improve management 

accountability(Kavadis & Thomsen, 2023). 

However, while previous studies have 

extensively examined the function of audit 

committees, most of these theories have not 

fully addressed the new challenges faced by 

companies in navigating the ever-changing 

global market dynamics. Some studies indicate 

that despite the audit committee's crucial role in 
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maintaining financial integrity, there is still a 

gap between expectations and reality regarding 

its effectiveness in practice. Therefore, more in-

depth research is needed to understand how 

audit committees can become more optimal in 

fulfilling their duties. 

 

This study aims to examine the role of audit 

committees in enhancing corporate governance 

and financial transparency. Specifically, this 

research will explore how the structure and 

function of audit committees can impact 

financial management within companies, as 

well as evaluate their effectiveness in preventing 

the abuse of power(Omri et al., 2021). In 

addition, this study also seeks to explore the 

role of audit committees in improving the 

quality of financial reports that are more 

transparent and accountable. This research will 

contribute significantly to enriching the 

understanding of how audit committees can 

play a more effective role in ensuring integrity 

and accountability within companies. 

 

Based on the facts presented and the objectives 

outlined, the main hypothesis put forth in this 

study is that increasing the effectiveness of audit 

committees can significantly improve corporate 

governance and financial transparency. By 

strengthening the role of the audit committee in 

oversight, companies can prevent financial 

report manipulation and reduce the risk of 

bankruptcy caused by poor 

management(Alabdullah et al., 2022). This 

research is important as it can provide guidance 

for companies in enhancing the effectiveness of 

audit committees and offer practical 

recommendations for managers and regulators 

to ensure that company finances are managed 

more transparently and accountably. 

 

 

 

2. METHOD 

This study focuses on the cases and phenomena 

observed in the corporate world related to the role of 

audit committees in enhancing corporate governance 

and financial transparency. The identified 

phenomenon in this research involves the lack of 

effective oversight by audit committees in several 

large companies that have faced financial difficulties 

and transparency issues. These cases often involve 

the audit committee's failure to identify or prevent 

financial statement manipulation, leading to 

significant losses for shareholders and creditors. This 

study aims to further explore how audit committees 

can function more effectively to address financial 

transparency issues and improve the integrity of 

financial reporting within organizations(Efunniyi et 

al., 2024). 

 

This research is a library research type, relying on 

primary and secondary data collected from various 

relevant written sources. The primary data in this 

study includes literature on the role of audit 

committees in enhancing corporate governance and 

financial transparency, found in books, articles, and 

scholarly journals directly discussing these topics. 

Additionally, secondary data is obtained from 

previous studies, company annual reports, and other 

documents that provide a broader view of best 

practices in corporate governance, as well as case 

studies relevant to the role of audit committees in 

large companies. 

 

To underpin the analysis in this study, the 

foundational theory used is the agency theory, first 

proposed by Michael C. Jensen and William H. 

Meckling in (Ding, 2023). Agency theory explains 

the relationship between the company's owners 

(principals) and managers (agents), where potential 

conflicts of interest may influence managerial 

decisions and corporate management. In the context 

of audit committees, this theory is relevant to 

illustrate how audit committees act as monitors to 

ensure that managers act in the best interests of the 

owners and other stakeholders, while preventing the 

misuse of authority or financial information leakage 

that could harm the company. 
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The research process involves data collection 

through extensive literature review. The sources used 

include books that discuss corporate governance and 

financial transparency, academic journals related to 

the function and structure of audit committees, and 

research reports addressing relevant topics. 

Furthermore, scholarly articles published in both 

international and national journals, as well as 

company annual reports containing information on 

audit committee implementation, serve as primary 

data sources(Darmawan, 2023). This approach 

allows the researcher to gather a broad and 

comprehensive understanding of audit committee 

practices across various companies and their 

relationship with transparent financial management. 

 

In analyzing the collected data, this study employs 

content analysis as the data analysis technique. 

Content analysis allows the researcher to examine 

and identify patterns, themes, and key information 

within the relevant literature sources. The analysis 

process involves categorizing information according 

to topics related to the study, such as the role of audit 

committees, financial transparency, and corporate 

governance. This systematic data processing helps 

identify relationships between variables and draws 

conclusions about the impact of audit committees on 

enhancing governance and financial transparency 

within companies. 

 

3. RESULT AND DISCUSSION 

Audit committees play a crucial role in ensuring the 

integrity of financial reporting, the effectiveness of 

internal controls, and compliance with relevant laws 

and regulations. The audit committee is typically a 

subcommittee of the board of directors, responsible 

for overseeing the financial reporting process and 

external auditing activities(Olaoye & Agbaje, 2024). 

Strong corporate governance, which includes the 

work of audit committees, is essential for promoting 

transparency, accountability, and trust in financial 

markets. This section examines the role of audit 

committees in enhancing corporate governance and 

financial transparency, focusing on their functions, 

challenges, and effectiveness. 

Audit committees play a pivotal role in the overall 

structure of corporate governance, particularly in 

ensuring the accuracy, reliability, and transparency 

of financial reporting, which is essential for 

maintaining the trust of investors, regulators, and 

the public. As a subcommittee of the board of 

directors, the audit committee is tasked with 

overseeing critical aspects of a company's financial 

health and compliance with both internal and 

external standards. Their work extends beyond just 

reviewing financial statements; it encompasses 

monitoring the effectiveness of internal controls, 

ensuring regulatory compliance, and overseeing the 

external audit process, which helps to ensure that 

the company adheres to generally accepted 

accounting principles (GAAP) or other relevant 

reporting standards. 

 

The primary function of audit committees is to 

ensure that financial statements accurately reflect 

the company’s financial position, operations, and 

performance. This is achieved through the regular 

review of the company’s financial statements, 

reports from external auditors, and the internal 

control systems that the company has in place. The 

committee ensures that these reports are free from 

errors, misstatements, and fraudulent activities. It 

also ensures that the financial information 

presented to shareholders and other stakeholders is 

consistent and truthful, which in turn reinforces 

investor confidence. 

 

Another key responsibility of the audit committee is 

the oversight of internal controls. Internal controls 

refer to the processes that a company puts in place 

to prevent errors, fraud, and mismanagement. Audit 

committees assess the design and operational 

effectiveness of these controls, ensuring that they 

are adequate and functioning properly. If internal 

controls are weak or ineffective, there is a higher risk 

of financial misreporting, fraud, or even regulatory 

violations. By regularly monitoring and 

recommending improvements to internal controls, 

audit committees can reduce these risks and 

improve the company’s financial stability and 

performance. 
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In addition to financial reporting and internal 

controls, audit committees are also responsible for 

ensuring that the company complies with relevant 

laws, regulations, and accounting standards. This 

includes compliance with national and international 

financial reporting frameworks, tax laws, and 

industry-specific regulations. The committee’s 

oversight helps ensure that the company operates 

within the legal framework, thereby reducing the 

risk of non-compliance, legal disputes, and 

reputational damage. By enforcing regulatory 

compliance, audit committees contribute to a culture 

of integrity and ethical conduct within the 

organization. 

 

Corporate governance, which includes the functions 

of the audit committee, is crucial for maintaining a 

fair, transparent, and accountable system within an 

organization. Strong corporate governance practices 

promote transparency by ensuring that the 

company’s decision-making processes are open, 

clear, and consistent. It also ensures accountability 

by holding management and the board of directors 

responsible for their actions and decisions. Through 

the work of audit committees, governance structures 

are strengthened, which directly enhances trust 

among shareholders, employees, and external 

stakeholders. This trust is essential for maintaining 

healthy business relationships and fostering long-

term growth. 

 

However, despite their crucial role, audit 

committees often face several challenges that can 

affect their effectiveness. One major challenge is 

ensuring their independence and objectivity. Audit 

committees must operate without influence from 

management or external pressures to be truly 

effective in overseeing financial reporting and 

internal controls. If members of the audit committee 

have conflicts of interest, such as close ties with 

management, it can undermine the objectivity of 

their oversight. Similarly, the complexity of financial 

markets and the growing sophistication of 

accounting standards can make it challenging for 

audit committees to stay informed and make the 

best decisions. In some cases, audit committees may 

not have the necessary resources or expertise to fully 

understand the intricacies of financial reports or the 

potential risks faced by the company. 

 

Furthermore, audit committees often face challenges 

related to communication and coordination with 

management, auditors, and other stakeholders. 

Effective communication between the audit 

committee and other parties is essential for the 

smooth execution of its responsibilities. Without 

clear communication, the audit committee may not 

receive all the relevant information needed to 

perform a thorough oversight of financial reporting 

and internal controls. This can lead to gaps in the 

oversight process and reduce the committee’s ability 

to identify potential issues before they escalate. 

 

Despite these challenges, the effectiveness of audit 

committees in promoting corporate governance and 

financial transparency has been well-established in 

research. A strong, independent audit committee 

can significantly reduce the likelihood of financial 

misreporting, fraudulent activities, and regulatory 

violations. By providing an objective and expert 

review of the company’s financials and internal 

controls, audit committees enhance the credibility of 

financial statements, strengthen investor 

confidence, and promote a more sustainable 

business environment. 

 

Audit Committees and Their Functions 

Audit committees are responsible for various 

critical activities that directly influence 

corporate governance and financial 

transparency. Their key functions include: 

 Overseeing Financial Reporting: Audit 

committees monitor the preparation and 

presentation of financial statements to 

ensure they are accurate and in 

compliance with accounting standards. 

By overseeing the reporting process, the 

committee helps prevent financial 

misreporting and fraudulent practices. 

 Monitoring Internal Controls: Audit 

committees assess and monitor the 

effectiveness of internal control systems, 
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ensuring that the organization operates 

efficiently and mitigates risks, such as 

financial fraud, mismanagement, and 

regulatory non-compliance. 

 External Auditors' Oversight: One of the 

critical roles of audit committees is to 

hire, evaluate, and supervise the external 

auditors, ensuring their independence 

and objectivity. By overseeing the 

external audit process, the committee 

strengthens the quality of the financial 

audit and reduces the risk of biased 

reporting. 

 Compliance with Legal and Regulatory 

Requirements: The audit committee 

ensures that the organization adheres to 

legal and regulatory standards, including 

financial reporting regulations and 

ethical business practices. Compliance 

with these standards is essential for 

maintaining transparency in the 

organization’s financial operations. 

 

Impact of Audit Committees on 

Corporate Governance 

Corporate governance refers to the systems and 

processes by which companies are directed and 

controlled. Corporate governance refers to the 

systems, principles, and processes by which 

companies are directed, controlled, and held 

accountable. It encompasses the framework of 

rules, practices, and processes used by 

companies to manage their operations, make 

decisions, and interact with stakeholders, 

including shareholders, employees, regulators, 

and the general public. Corporate governance is 

designed to ensure that companies are run 

transparently, responsibly, and in the best 

interest of all stakeholders, fostering trust and 

promoting long-term sustainability. 

 

One of the critical components of corporate 

governance is the role of audit committees. 

Audit committees are subcommittees of the 

board of directors, typically comprising 

independent members who oversee the financial 

reporting process, the effectiveness of internal 

controls, and compliance with regulatory 

requirements. They serve as the intermediary 

between the management of the company and 

external auditors, ensuring the integrity of 

financial reporting and safeguarding against 

financial misstatements, fraud, and 

mismanagement. The audit committee plays a 

fundamental role in strengthening corporate 

governance by: 

 Enhancing Accountability: Audit 

committees ensure that the financial 

reporting process is transparent and that 

the board of directors and management 

are held accountable for the company’s 

financial performance. Through their 

oversight, audit committees help 

maintain a checks-and-balances system 

that reduces the likelihood of 

mismanagement or unethical behavior. 

 Promoting Ethical Practices: Audit 

committees help instill a culture of ethics 

within the organization. Their oversight 

of financial reporting and internal 

controls helps prevent fraudulent 

activities and ensures that management's 

actions align with the company's best 

interests. 

 Improving Shareholder Confidence: A 

robust audit committee enhances the 

reliability and accuracy of financial 

statements, thereby increasing investor 

and stakeholder confidence. When 

stakeholders are confident that the 

financial information presented is 

credible, it can attract investments, 

reduce the cost of capital, and improve 

the company’s reputation. 

 Strengthening Board Independence: 

Audit committees, often composed of 
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independent directors, serve as a 

safeguard against conflicts of interest. 

Their independent oversight ensures that 

the financial statements are reviewed 

impartially and that management's 

influence is minimized, which 

strengthens overall corporate 

governance. 

 

Audit Committees and Financial 

Transparency 

Financial transparency is a cornerstone of 

corporate governance(Yasin & Mokhtar, 2022). 

It ensures that stakeholders have access to 

reliable, accurate, and timely financial 

information. Audit committees significantly 

contribute to financial transparency by: 

 Ensuring Accurate Financial Reporting: 

Audit committees ensure that financial 

reports reflect the true financial position 

of the company. Their oversight ensures 

that financial statements are free from 

errors, misstatements, or manipulations. 

Transparent financial reporting allows 

stakeholders to make informed decisions. 

 Ensuring Compliance with Accounting 

Standards: Audit committees ensure that 

financial statements adhere to 

established accounting standards, such 

as the International Financial Reporting 

Standards (IFRS) or Generally Accepted 

Accounting Principles (GAAP). By 

ensuring compliance with these 

standards, the committee promotes 

transparency and consistency in financial 

reporting. 

 Addressing Financial Risks and Fraud 

Prevention: One of the significant 

contributions of audit committees is their 

role in identifying and mitigating 

financial risks. By reviewing the 

company’s internal control systems and 

working with internal auditors, audit 

committees can identify potential areas 

of financial vulnerability and ensure that 

necessary safeguards are put in place to 

prevent fraud. 

 Enhancing Investor Trust: When 

financial information is transparent, 

investors are more likely to trust the 

company’s management and operations. 

A transparent financial reporting system 

not only enhances the company’s 

credibility but also reduces the cost of 

capital by demonstrating the company’s 

reliability to investors. 

 

Challenges Facing Audit Committees 

Despite their critical role, audit committees face 

several challenges that can limit their 

effectiveness(Akinninyi et al., 2025): 

 Lack of Resources and Expertise: In 

some organizations, audit committees 

may lack the necessary resources or 

specialized expertise to carry out their 

duties effectively. This can lead to 

inadequate oversight of financial 

reporting and internal controls, 

undermining their role in enhancing 

transparency and governance. 

 Conflicts of Interest: Even though audit 

committees are expected to operate 

independently, conflicts of interest may 

arise, especially if members of the 

committee have ties to management or 

the external auditors. Such conflicts can 

impair the committee’s ability to make 

objective decisions. 

 Increasing Complexity of Financial 

Reporting: With the growing complexity 

of financial markets and accounting 

standards, audit committees may 

struggle to stay up to date with the latest 

regulations and practices. The increasing 

volume of financial data also makes it 

difficult to identify potential issues or 
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areas of concern without appropriate 

tools and support. 

 Pressure from Management: In some 

cases, management may exert undue 

pressure on the audit committee to 

overlook potential financial irregularities 

or misstatements. This can compromise 

the committee’s role in ensuring the 

integrity of financial reporting and 

governance. 

 

Enhancing the Effectiveness of Audit 

Committees 

To overcome these challenges and enhance their 

effectiveness, audit committees can take several 

steps: 

 Increasing Financial Literacy and 

Expertise: Audit committees should 

prioritize recruiting members with 

extensive financial knowledge and 

experience, including individuals with 

backgrounds in accounting, auditing, and 

risk management. This would strengthen 

their ability to oversee complex financial 

matters. 

 Independent Oversight: To avoid 

conflicts of interest, audit committees 

must maintain strict independence from 

management and other parts of the 

organization. This ensures that the 

committee can carry out its 

responsibilities impartially and without 

external pressures. 

 Leveraging Technology: Audit 

committees can leverage advanced 

technologies, such as data analytics tools, 

to analyze financial information more 

effectively. These tools can help identify 

potential areas of risk or non-

compliance, making the oversight 

process more efficient. 

 Ongoing Education and Training: Given 

the rapid changes in accounting 

standards and financial reporting 

practices, audit committees should 

regularly undergo training to stay up to 

date with new developments. This can 

help ensure that they remain equipped to 

handle evolving financial challenges. 

 

4. CONCLUSION 

The role of audit committees is critical in 

enhancing corporate governance and ensuring 

financial transparency. Through their oversight 

of financial reporting, internal controls, and 

external auditors, audit committees play an 

essential role in maintaining the integrity of 

financial information and fostering trust among 

stakeholders. However, challenges such as lack 

of resources, conflicts of interest, and 

increasing complexity in financial reporting 

may hinder their effectiveness. By addressing 

these challenges and focusing on continuous 

improvement, audit committees can further 

strengthen their contribution to corporate 

governance and financial transparency, 

ultimately supporting the long-term success 

and sustainability of the organization. 
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