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Audit Committee: Roles, Responsibilities,
and Key Regulations

The audit committee is an integral component of corporate governance that instils the assurance of
financial transparency, accountability, and compliance with the law, whereby the activities carried out
by this Committee are primarily financial reporting, internal controls, and risk management. The audit
committee comprises independent directors with financial expertise who ensure the Company upholds
its ethical financial practices.

Audit committees may be found in public firms, non-profits, and government agencies. They build
investor confidence by ensuring financial statements portray a fair view and are fraud-free. Their
concern is the Company's financial integrity, which they enforce via cooperation with external auditors
and management.

The following sections of this article will examine the duties of audit committees, audit committee
charter, independence of audit committees, and the place of the audit committee in corporate
governance. Audit committee regulations, best practices, and their role in risk management will also be
examined.

Audit Committee

An audit committee is a specialised group within the bigger corporate board of directors. Its primary
responsibility is supervising financial reporting, internal controls, and compliance monitoring. It serves
as a conduit for sharing crucial financial information among the management, auditors, and
shareholders.

The Committee consists of independent directors who possess financial expertise. Their duties include
examining the Company's financial accounts, monitoring the risk, and preventing fraud. Companies
establish this Committee to comply with regulations and ensure ethical financial practices.

Audit Committee Composition

The composition of audit committees varies somewhat within organisations, but in general, could
include:

« Independent directors cannot be directly involved in the daily operations of their status.
e Members who are well-versed in assessing the financial statements.
o Chairpersons will lead meetings and ensure compliance with regulations.

« Public companies should ensure that at least one financial expert is present among audit
committee members to strengthen this requirement further and provide independent oversight
over the firm's financial disclosures.

Audit Committee Charter

An audit committee charter is a written document that formally defines all its responsibilities,
authorities, and even the structure within which it performs. It also serves as a guide to its functions and
operations. Usually, the charter contains:
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Audit Committee Responsibilities and Duties.
« The authority to appoint, compensate, and oversee external auditors.

e Therole is to advise on reviewing financial statements and risk management policy.
« This charter demonstrates that the Committee works openly and accordingly with best practices.
Audit Committee Regulation

The Audit Committee has very rigid by-law regulations made by financial agencies to suffice their
mandates. Regulation must ensure that these companies keep their financial reporting in good faith.

Central Audit Committee Precepts

The other regulators apply rules like those above, such as transparency or accountability. Some of them
include:

e The Committee must have a minimum of three members;

o All members should be independent and free of any conflicts of interest;

e One member should have an audit committee financial expertise and
The Committee should meet regularly to characterise, assess, and discuss financial misreporting.
Audit Committee Oversight

Regulators have sufficiently positioned oversight for audit committees to avoid financial scams. The
Committee must study internal audit reports and control external abuse.

For instance, the Sarbanes-Oxley Act (SOX) exists in the United States, proving the strong regulation of
audit committees. It obligates the audit committees to engage directly in external auditors' management
and ensure accurate financial reporting.

Audit Committee Transparency
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In transparency, the audit committee governance is extensively focused on. The audit committee's
activities must be included and disclosed in the audit committee report. Such a report is then published
within a company's annual financial statements, which include:

o Committee meetings and discussions.

e Problems identified and how they were addressed.

« About the appointment and assessment of external auditors.

e Thus, audit committee transparency fosters the confidence of investors in corporate governance.

The audit committee oversees all financial and internal control and risk management responsibilities. It
plays a vital role in protecting corporate integrity and preventing fraud.

Financial Oversight

This Committee is observing the Company's financial reporting. It reviews financial statements before
releasing them publicly. Members ensure that such reports satisfy the requirements of accounting
standards and laws. The key components of financial oversight are as follows:

Setting up the company review of the quarterly and annual financial statements.

e This ensures that the Company follows the Generally Accepted Accounting Principles (GAAP).
« Discussing financial matters with auditors and management.
e The Audit Committee's Role in Risk Management

o Risk management is an audit committee's responsibility. It identifies financial and operational
risks and develops plans to manage them.

« Activities that support risk management include:

e To review risk assessments provided by internal auditing.

« Monitoring cybersecurity threats and the risk of financial fraud.

« To ensure that internal controls effectively minimize risks.
Audit Committee Internal Controls

Audit committee frameworks require stronger internal controls for fraud and error detection. The
Committee will review the internal control practices to ensure accurate financial transaction records.

« Some internal control-based activities include:

« Reviewing audit reports for weaknesses.

o Ensuring adherence to internal policies and procedures.

« Internal control improvements have been recommended.
Audit Committee Effectiveness

An audit committee shall be effective if the members act independently and make informed decisions.
The companies conduct evaluations periodically to assess the performance of the audit committee.

« Organisations adopt the following best practices for empowering the audit committee:
e In-house training for committee members on financial regulations.
e Open exchange of information with auditors and management.
e On the conduct of independent investigation whenever necessary.
Audit Committee Compliance


https://plutuseducation.com/programs
https://plutuseducation.com/blog/internal-control-systems/
https://plutuseducation.com/blog/gaap-generally-accepted-accounting-principles
https://plutuseducation.com/blog/independent-auditors-report/

(o) PLUTUS

EDUCATION

Compliance with laws and regulations is another critical area of responsibility. The Committee sees to it
that the affairs of the Company are conducted ethically and by the rules regarding finances, which entail:

« Monitoring of compliance with tax laws and corporate regulations.
« Reviewing whistleblower complaints regarding financial misconduct.
« Insisting on the independence of external auditors.

« Strict adherence to audit committee compliance can reduce legal risks and protect the Company's
reputation.

Audit Committee Report

The report summarizes the audit committee's activities for the relevant stakeholders. This report
provides information on financial analysis, risk analysis, and audit findings.

« The significant sections included in audit committee reports are:
« Financial statement analysis and review.
o Audit findings and recommendations.
« Internal controls evaluations and improvements.
o Compliance with laws and regulations.
The better the report, the further it enhances corporate governance and builds investors' confidence.

[quillforms id="489" width="100%" ]
Audit Committee vs Board of Directors

Audit committees and boards differ in their respective roles. The board controls the Company's general
strategic direction, while the audit committee is concerned with financial issues.

Aspect Audit Committee Board of Directors
Focus Financial reporting, audits, and compliance | Overall company strategy and governance
Members | Independent directors with financial A mix of executives and independent
expertise members
Role Ensures transparency in financial matters | Guides company vision and decision-
making
Reporting | Reports to the board on audit findings Approves company-wide policies

The audit committee works independently, but it reports directly to the board of directors to guarantee
financial accountability.

Audit Committee FAQs
1. What is the key function of an audit committee?
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An audit committee oversees the financial reporting process, compliance with laws and regulations, and
risk management; reviews internal controls; and coordinates with auditors to prevent fraud.

2. Why is audit committee independence important?

Audit committee independence means that there is no compromise about financial oversight. The
independent members are expected to render judgment free of bias and conflicts, strengthening
corporate governance.

3. What should be included in an audit committee checklist?

Audit committee checklists generally contain financial review, internal control assessment, risk
management assessment, and auditor oversight. That will ensure the Committee meets its regulatory
obligations.

4. What actions do audit committees enforce for compliance?

The Committee ensures compliance by reviewing financial reports, monitoring regulatory changes,
enforcing ethical accounting policies, and investigating alleged financial improprieties.

5. What do audit committees do regarding risk management?

Audit committees identify and mitigate fiscal and operational risks. The Committee also collaborates
with internal and external auditors to protect against fraud and maintain the integrity of financial
statements.
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