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Abstract

It is acknowledged that there is potential for higher costs in using an audit committee. The use of
audit committees can increase administrative and direct costs; and the costs can include the
compensation given to audit committee members. The use of audit committee predicts increased
restatements of public financial reports and associated costs. The need for restatements may be
due in part to more stringent auditing procedures. The purpose of this quantitative meta-analysis
was to explore the perspectives and experiences of companies regarding their decision-making
processes as to how and why audit committees were (not) chosen and utilized. Sampling was
done through a meta-analysis from 34 studies. Statistical tests were based on the Chi-square test
of independence. The variables of interest were responses to Likert scale questions, in which the
mean and standard deviation were provided in relation to opinions regarding the use of audit
committee for the prevention of fraud, obtaining better financial statements, increased
shareholder trust, improved transparency, and better oversight of accounting policies and
activities. Likert scale statements of interest were regarding the high cost, the belief of the
effectiveness of the current policy, the current use of internal controls, and the lack of
requirement to use audit committees, and regarding preference of using audit committees to meet
legal standards. It was found that the factors influencing the use of audit committees were not
statistically significant when companies were making decisions about the use or lack of use of
audit committees in their internal operations. Implications of the study are that audit committee
usage is based on internal operation efficacy. It is recommended that management consider a
regular evaluation of currently used internal operations for auditing, if any, prior to the
implementation of an audit committee. It is also recommended that future studies be conducted

qualitatively regarding how audit committees are used.
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Chapter 1: Introduction

Researchers and stakeholders consider audit committees as potential mechanisms for the
oversight of financial reporting in the private and public sectors (Knechel, 2015; Malik, 2014).
Audit committees audit by providing independent reconciliation and evaluation of audit reports,
as mandated, in part, by the Government Financial Officers Association (GFOA) (Abbott et al.,
2016; GFOA, 2018). Some of the roles of audit committees are to interact with auditors, board
members, and company management during an audit and post-audit (GFOA, 2018). Audit
committee members can resolve conflicts between two stakeholders and bring issues to their
attention (Zhang & Rich, 2016). Potentially, audit committees are useful for maintaining sound
financial control, offering advice, providing guidance, and reporting fraud (Vollmer, 2016; Zager
et al., 2016).However, how company management decides to use audit committees or not is not
well-understood and documented (Fitzgerald & Giroux, 2014). Public attention to high-profile
cases of malfeasance and fraud in the private and public sectors (Deis & Byus, 2016; Elder &
Yebba, 2017) has increased regulators and researchers’ attention to audit committee governance
in the private sector (such as through the Sarbanes-Oxley Act (SOX) of 2002 and the US
Government Accounting Office (GAO)) (Franzel, 2014; GAO, 2016).

Under the United States’ SOX regulations for the private sector, federal regulations
require companies to use audit committees. However, some state regulations have different
requirements (Fitzgerald & Giroux, 2014; Sneed et al., 2018). Furthermore, these differences
may influence decisions about whether to use an audit committee or not (Fitzgerald & Giroux,
2014; GFOA, 2018). Nevertheless, positive outcomes have from audit committee oversight in
the private sectors (Elder et al., 2015; Sneed et al., 2018).

It is acknowledged that there is potential for higher costs in using an audit committee

(Alzeban & Sawan, 2015). The use of audit committees can increase administrative and direct
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2
costs (Baber et al., 2013; Fitzgerald & Giroux, 2014); and the costs can include the compensation
given to audit committee members (Elder et al., 2015). The use of audit committee predicts
increased restatements of public financial reports and associated costs (Rich & Zhang, 2014).
The need for restatements may be due in part to more stringent auditing procedures (Fitzgerald &
Giroux, 2014). Restatements are costly due to completion of re-audit with revised reports (Zhang
& Rich, 2016). Negative public perceptions can result from restatements, as these were
indicators of financial risks (Henke & Maher, 2016; Modlin, 2016; Park et al., 2017). Thus, costs
of bond issues can increase after a restatement; however, these results were inconsistent across
individual companies (Zhang & Rich, 2016).

Although some particular costs, such as the expenses of restatements may increase, some
companies with audit committees tend to have lower debt costs and fewer restatements (Baber et
al., 2013; Elder et al., 2015; Zhang & Rich, 2016). Companies with audit committees tend to
have fewer auditing exceptions and qualified expertise and subsequently lower costs (Fitzgerald
& Giroux, 2014; Zhang & Rich, 2016). Audit committees are also associated with improved
internal accounting procedures and controls, as well as with greater public trust of the process
(Fitzgerald & Giroux, 2014; Rich & Zhang, 2014; Zhang & Rich, 2016). In some cases, few
costs are added by using more rigorous accounting practices, despite the lack of uniformity
across the United States (Spreen & Cheek, 2016). Audit committee members are expected to be
independent of an organization’s internal financial process and contribute to rigorous oversight
regardless of the accounting methods used (Zhang & Rich, 2016). The independence of audit
committees is associated with decreased fraud and costs of fraud (Beckett-Camarata & Grizzle,
2014; Elder et al., 2015).

Audit committees are recommended because of the presumed association with quality

auditing (Cagle & Pridgen, 2015). There is a fixed evidence as to how stakeholders view audit
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committee effects on auditing and reporting quality. Some companies perceived no relationship
between audit committee oversight and audit quality (Badara & Saidin, 2014; Fitzgerald &
Giroux, 2014). In contrast, some companies associate higher quality audits with audit
committees (Phillips & Dorata, 2013; Zhang & Rich, 2016). There is no uniform definition of
audit quality. In practice, quality is associated with subjective beliefs of the stakeholders and
audit committee members (Kilgore et al., 2014; Knechel, 2015). The choice to form an audit
committee is likely based in part on idiosyncratic perceptions of decision-makers about audit
committee audit quality evaluations. Good corporate governance involves better-informed
decision-making, accountability for the stewardship and control of resources, and the efficient
use of these resources. As such, the existence of an independent audit committee is recognized
internationally as an important aspect of good corporate governance. In past studies, over 50% of
companies did not find audit committees as necessary (Badara & Saidin, 2014). Recent results
suggested that these perceptions likely depend on the context of each financial system (Cagle &
Pridgen, 2015; Modlin, 2014; Reinstein et al., 2014). A conflict of interest may exist where
companies decide to implement audit committees, but audit committees also have oversight over
management (Aikins, 2015).

In summary, the issues influencing the decision-making process include costs, fraud,
financial stability, political and public pressure, company management conflicts of interest with
audit committees, and the potential availability of candidates (Rich & Zhang, 2014; Samelson et
al., 2006). Company management can judge audit quality subjectively or rationally, but it was
unclear how they choose to have an audit committee or not (Fitzgerald & Giroux, 2014). Audit
committees are critical for helping the company to protect itself and stakeholders from financial

issues that may arise.
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Statement of the Problem

The problem to be addressed by this study was company management decision-making
processes for (not) using audit committees (Fitzgerald & Giroux, 2014).Even though audit
committees may provide some advantages in financial auditing (Fitzgerald & Giroux, 2014; Rich
& Zhang, 2014), it was unclear why and how some companies make decisions to forego an audit
committee oversight. Without an audit committee, a company may experience poor financial
performance, such as budget deficits and instability (Fitzgerald & Giroux, 2014; Rich & Zhang,
2014). This understanding led to the need to understand the decision to use an audit committee or
not, which can be viewed through a conceptual framework of practical decision-making
contingent on the intersection of these competing considerations. Moreover, some companies
with audit committee experience have fewer financial problems (Fitzgerald & Giroux, 2014;
Zhang & Rich, 2016). Surveys of company management revealed competing considerations in
decision-making for audit committee use (Cagle & Pridgen, 2015; Modlin, 2014). For example,
audit committee oversight may increase or decrease costs of report restatements and related costs
of financing (Elder et al., 2015; Zhang & Rich, 2016).

Effective audit committee oversight appears to be useful to companies because audit
committees were associated with decreased fraud and sound financial statements (Zhang & Rich,
2016). Without a clearer understanding of companies’ decision-making in using an audit
committee or not, then use of audit committees may be de-incentivized. Given the complexity
and context-dependence of the issues, there is a need for quantitative research to assess the
motivations and experiences of companies concerning their decision-making processes in

specific contexts (Fitzgerald & Giroux, 2014).
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Purpose of the Study

The purpose of this quantitative meta-analysis was to explore the perspectives and
experiences of companies regarding their decision-making processes as to how and why audit
committees were (not) chosen and utilized. This study sought to understand the perspective of
company management about what motivated them to authorize an audit to review. The study was
also undertaken to understand the decision-making processes and reasons each company used as
a basis for choosing, forming, or authorizing an audit committee. The variables of interest were
responses to Likert scale questions, in which the mean and standard deviation was provided in
relation to opinions regarding the use of audit committee for the prevention of fraud, obtaining
better financial statements, increased shareholder trust, improved transparency, and better
oversight of accounting policies and activities. Likert scale statements of interest were regarding
the high cost, the belief of the effectiveness of the current policy, the current use of internal
controls, and the lack of requirement to use audit committees, and regarding preference of using
audit committees to meet legal standards. The statements of interest were used to test hypotheses
using the Chi-square test of independence regarding the decision (not) to use audit committees
based on statistical analysis. The sample of 34 studies was obtained from journal articles and
other prior reports. Data were gathered by hand through reviewing the studies and entering the
needed information into Microsoft Excel for the analysis.
Conceptual Framework

The rational planning model for public management (Ahmed et al., 2014), contingency
models for decision-making (Ahmed et al., 2014; Otley, 2016) and decision theory to understand
the problem (Parsons & Wooldridge, 2002)were used in this study. The practice of rational
planning involves using objective performance measures as the basis for formulating goals and

making decisions. Contingency models of decision-making derive from contingency theory

www.manaraa.com



6
which states that there was no one best way of organizing a system; therefore, no one best way to
make a decision (Otley, 2016; Parsons & Wooldridge, 2002). Thus, contingency models leave
open the possibility that some decisions may be made by intuitive, descriptive, and heuristic
thinking, or by normative and rational thinking, as well as some combination of all these.
Because of the significance of this study, attributes of stakeholders and particular behaviors were
considered the formation of audit committees (Aikins, 2012; Cagle & Pridgen, 2015; Modlin,
2014).

There is debate among researchers about the effectiveness of rational planning in the
public sector (Cagle & Pridgen, 2015). Moreover, financial decisions and auditing oversight are
performed under contexts which are distinct across different companies, such as differing
accounting and auditing procedures, size, and financial status (Cagle & Pridgen, 2015; Carslaw
et al., 2012; Modlin, 2014). Based on the rational planning method, the decision criteria must be
well-defined and adequate measurements made available (Ahmed et al., 2014; R. Walker et al.,
2013). It is recognized that some companies may not have adequate systems in place to acquire
the information. At the organizational level, the rational planning model is used in management,
planning and strategic decision-making in performance evaluation mode (George et al., 2016). A
more thorough discussion of the conceptual framework within the models and theories are
discussed in chapter 2 of this study.

Nature of the Study

The purpose of this quantitative meta-analysis was to explore the perspectives and
experiences of companies regarding their decision-making whether to use an audit committee or
not. The study was conducted using existing empirical data and hypothesis testing was included.
It was recognized that different companies likely have differing challenges in decision-making

styles, as well as in their perceptions of audit quality and audit committees (Kilgore et al., 2014;

6
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Knechel et al., 2013). This methodology was believed to be the most effective for the topic of
interest due to the vast amount of information available in previously published sources that can
be combined to derive concise conclusions based on existing work. The quantitative meta-
analysis was most effective in the context of the present study because it enabled information to
be gathered regarding many different types of companies, which helped improve the findings
through an increased understanding of different types of companies and their perspectives
regarding the use of audit committees (Kilgore et al., 2014). This approach was beneficial
because it allowed for the use of existing research and allowed for a larger collection of research.
Research Question

The research question was devised to address the problem of decision-making in whether
to use audit committees or not by companies. The goal was to understand whether the decision-
making process used by each company is related to rational or intuitive styles of decision-
making. It was also to understand how contextual issues influenced whether company
management supported the use of an audit committee.

RQ1. What factors were most statistically significant to companies in making decisions
about the use or lack of use of audit committees in their internal operations?

Research Hypothesis

The research hypothesis set was:

H1o.The factors influencing the use of audit committees were not statistically significant
when companies were making decisions about the use or lack of use of audit committees in their
internal operations.

H1a.The factors influencing the use of audit committees were statistically significant
when companies were making decisions about the use or lack of use of audit committees in their

internal operations.
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Significance of the Study

This study is significant because there is a need for insight into how companies make
decisions concerning the use of audit oversight via formation of audit committees (Fitzgerald &
Giroux, 2014). The decision to use an audit committee can have far-reaching consequences on
issues such as internal accounting control, financing of debt, and prevention of fraud (Beckett-
Camarata & Grizzle, 2014; Rich & Zhang, 2014; Vollmer, 2016; Zager et al., 2016). The
recession of the late 2000s led to decreasing tax base in many areas, and this created a need to be
conservative in the management of public funds (Denison & Gibson, 2013; Fitzgerald & Giroux,
2014). Thus, monitoring financial reporting and procedures can be significant. There are many
competing considerations for companies to make decisions about financial oversight (Cagle &
Pridgen, 2015). Little is known about how these companies make decisions (Fitzgerald &
Giroux, 2014). This study can contribute to know why and how decisions are made.

The GAO (2016) has produced steady reports over the last several decades as a part of
instituting and monitoring audit quality and financial oversight. Moreover, concerns over low
quality audits have been continuing. There has been less study of the quality of auditing used in
the private sector (Alzeban & Sawan, 2015; Modlin, 2014). This study may contribute more
information as to know how companies make decisions that may be far-reaching regarding audit
committees. Because financial oversight regulations of states can vary a great deal (Cagle &
Pridgen, 2015; Elder et al., 2015), understanding gained through this study contributed to greater
insight into best practices for financial control, and particularly, for the use of audit committees
(Fitzgerald & Giroux, 2014; Rich & Zhang, 2014).

Without direct regulatory requirements for the use of audit committees, companies can
make decisions as to when to use this form of oversight. Furthermore, companies may have

requirements and mechanisms in place that are peculiar to the circumstances and needs of the
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9
financial jurisdiction that influences the decision to work with audit committees or not (Baber et
al., 2013; Fitzgerald & Giroux, 2014). The distinctiveness of context in which these decisions are
made suggests that a qualitative study yielded more effective details. Much of what was known
about decision-making that pertains to fraud and saving of resources was found through of well-
described cases of fraud or financial mismanagement (Elder & Yebba, 2017; Phillips & Dorata,
2013; Sneed et al., 2018). Through this study, some knowledge may be gained as to know how
decisions were made when there was not yet a crisis. This may give valuable insight into how to
avoid extreme financial circumstances through use of an audit committee.

Definitions of Key Terms

Audit Committee. An audit committee provides independent review and oversight of
company financial reporting processes, internal controls, and independent auditors. A committee
should help the management to properly develop and adhere to an acceptable system of internal
accounting controls that are in place to assess the management’s practices, as well as to conduct
independent audits of company financial reporting practices (GFOA, 2018).

Audit Committee independence. In financial management, an audit committee
independence means a lack of conflict of interest and bias for those involved in oversight
mechanisms (Baber et al., 2013).

Audit Exceptions. Audit exceptions are unexpected or deviated results from an audit test
of internal controls and procedures (Rich & Zhang, 2014).

Auditor Recommendations. Auditor recommendations are courses of action suggested
by the auditor in line with the objectives of the audit based on data collected during the audit
(Aikins, 2012).

Financial Reporting Oversight Role. A role in which an individual is in a position to, or

does, exercise influence over the contents of the financial statements or anyone who prepares

9
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10
them, such as when the individual is a member of the board of directors or similar management
or governing body, etc. (Cagle & Pridgen, 2015).

Higher Audit Quality. More technical abilities and industry knowledge can be raised
from the audit expertise. Demanding for audit expertise leads to higher audit quality (Craswell,
Francis, & Talylor, 1995), and thereby, enhances auditor’s reputation. In addition, audit tenure
may affect audit quality positively or negatively.

Internal Auditor. An internal auditor provides an independent, objective assurance
designed to improve and add value to an organization's operations (Institute of Internal Auditors,
2020).

Performance Evaluation. Performance Evaluation is defined as a formal and productive
procedure to measure an employee’s work and results based on their job responsibilities (George

etal, 2016).

Quality Control. Quality control is a process through which a business seeks to ensure
that product quality is maintained or improved (Twin, 2019). Quality control requires the
business to create an environment in which both management and employees strive for
perfection.

Regulatory Compliance Requirements. Although there is no specified set of
requirements for regulatory compliance per se but companies, irrespective of their size, age and
specialization need to take careful steps so that their operations are at par with the regulatory
norms and laws specified by the authorities (George et al., 2016; Otley, 2016).

Summary

Audit committees are formed to help oversee auditing and accounting procedures. These

committees often consist of professionals with credentials that allow them to contribute to the

ncy in reporting and oversight. Moreover, these committees are

10
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11
charged with intermediaries between management, auditors, and board members, both during an
audit and in the post-audit period, for review of audit reports (GFOA, 2018). Many companies
are not required to form audit committees even though committees have been proved useful
(Carslaw et al., 2012; Elder et al., 2015; Fitzgerald & Giroux, 2014; Pridgen & Wang, 2012;
Rich & Zhang, 2014). The purpose of this quantitative meta-analysis was to explore the
perspectives and experiences of companies about their decision-making styles, such as rational
or intuitive, and contextual challenges under which they undertake the formation of an audit
committee.

This study is significant because there are motivations for companies to improve their
financial control, including the potential for fraud reduction. Therefore, the results of this study
may better inform other researchers and companies of the reasons for using audit committees.
Using a conceptual framework related to rational versus intuitive decision-making and
contingencies may contribute to understanding practical decision-making styles of companies.
Chapter 2 contains discussions and assessments of the conceptual framework, overview roles and

functions of audit committees as well as discusses the evaluations and regulation of auditing.
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Chapter 2: Literature Review

There are complex and competing considerations for determining whether and how to use
an audit committee for financial oversight (Cagle & Pridgen, 2015). Some researchers have
called for qualitative and quantitative research on company perceptions of audit committees and
how management makes decisions about the use of audit committees (Fitzgerald & Giroux,
2014). Therefore, the purpose of this proposed study was to explore company perspectives about
decision-making processes they use to decide to use or to not use audit committees. Since the
implementation of an audit committee is not mandatory for some companies (Sneed et al., 2018),
some stakeholders are able to influence whether audit committees are instituted and how they are
used (Fitzgerald & Giroux, 2014; Rich & Zhang, 2014).

Stakeholders’ views of audit quality and their perceptions of audits can include subjective
interpretations by key decision-makers in company management (Fitzgerald & Giroux, 2014).
The decision to use an audit committee can be viewed through a conceptual framework where
decisions are contingent on the many considerations of financial oversight and the complex
intersections of these competing considerations; a contingency model includes decision-making
that is descriptive, intuitive, as well as rational. The framework of this proposed study includes
for contrast, rational planning methods that include the goal of obtaining an optimal decision
through objective measure (George et al., 2016).

Topics discussed in the literature review include issues that may influence the perceptions
and decisions of companies: a) roles and functions of audit committees; b) factors influencing
auditing and accounting management; c) regulatory controls; d) costs and debt financing; ¢)
incidence and impacts of fraud; ) audit committee use; f) history of financial stability; g)
oversight of management and conflict of interests with audit committees; h) public and political

pressure; and 1) audit committee member characteristics and experience (Rich & Zhang, 2014).
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The conceptual framework for the study includes decision-making and management models.
Companies may judge audit quality subjectively or intuitively, and objectively or rationally, yet
it is unclear how they make a choice to have an audit committee (Fitzgerald & Giroux, 2014).

Using the NCU library databases and online search engines, a search was conducted for
peer-reviewed articles and other scholarly sources. The search focused on information related to
the problem for this study as related to how and why companies may or may not use audit
committees. The databases included were Google Scholar, ProQuest, Science Direct, ERIC,
Journal Storage (JSTOR), SAGE Journals Online, EBSCOhost, Taylor & Francis Online, Sage
Research Methods, and Web of Science. Keywords and phrases used in the search were audit
committees, auditing governance, decision theory, rational planning, financial oversight, auditing
quality and effectiveness, internal audit, public auditing, public finance, external audit, audit
satisfaction, audit reports and recommendations, financial restatements, private sector auditing,
SOX Act (2002), federal regulation of auditing, Single Audit Act (1984), and fraud in public
finance.
Conceptual Framework

Several models and related practices are useful to incorporate into the framework for this
study such as: rational planning model for public management, contingency models for decision-
making, and decision theory contribute to understanding the problem (George et al., 2016). The
practice of rational planning involves using objective performance measures as the basis for
formulating goals and making decisions (R. Walker et al., 2013). Whereas, contingency models
of decision-making derive from the concept of contingency theory that there is no one best way
of organizing a system, which means that there is no one best way to make a decision (George et
al., 2016). Contingency models leave open the possibility that some decisions may be made by

intuitive, descriptive, and heuristic thinking, or as normative and rational thinking, or some
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combination of these. In order to make decisions related to audit committee use, leadership
depend on contextual circumstances that are distinct across companies (Ahmed et al., 2014;
Fitzgerald & Giroux, 2014; Modlin, 2014; Rich & Zhang, 2014).

Given the variety and challenges of these factors, companies may approach these issues
in diverse ways, but details found in the lived experiences of these individuals remain little
described. Decisions related to accounting, auditing, and financial management were rooted in an
objective measure used in rational style decision-making, which may as well be linear in nature
due to the quantitative aspects of these activities (George et al., 2016; Otley, 2016). Furthermore,
there is an assumption that these functions and activities leave little room for subjectivity of
optimizing management and oversight (George et al., 2016; Otley, 2016). In practice,
assessments of auditing quality and audit committee reports can be subjectively based and
require feedback loops.

Particular behaviors and attributes of stakeholders can be significant to the development
of audit opinions/exceptions in audit reports as well as assessment of quality of audits and
internal controls (Cagle & Pridgen, 2015; Modlin, 2014). Even where quantitative-rational
approaches are implemented, many of the decision criteria are likely contingent on contextual
circumstances that are distinct across individual companies that implies that multiple decision
styles may be useful. For example, financial decisions and auditing oversight functions can be
particular, as were accounting procedures, company size, and financial status and history (Cagle
& Pridgen, 2015; Carslaw et al., 2012; Fitzgerald & Giroux, 2014; Modlin, 2014; Rich & Zhang,
2014; Samelson et al., 2006). However, some decisions may be better made using objective
information. For example, long-term debt financing was a complex decision that requires

detailed information and planning (Baber et al., 2013).
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There is much debate among researchers about the effectiveness of rational planning in
the public sector (George et al., 2016). There is little evidence to support that in practice rational
planning produces better decisions and facilitates strategic planning (Sanger, 2013). Considering
rational planning as a facet of the conceptual framework for this study may provide a stark
contrast as to how many companies make decisions given that it was unclear how widely use the
framework was and whether better quality decisions were made with rational planning (George
et al., 2016; Sanger, 2013). Participants in this study, include company management who has
competing issues to consider, including the use of audit committees. They are not immune from
issues such as political pressures and public opinion. Moreover, financial decisions and auditing
oversight are performed under contexts that were distinct to a company, such as differing
accounting and auditing procedures, company size and financial status (Fitzgerald & Giroux,
2014; Modlin, 2014; Rich & Zhang, 2014).

At the organizational level, the rational planning model is used in management, planning
and strategic decision-making in performance evaluation mode (George et al., 2016). Under
rational planning model, it is assumed that quality decisions ensured if practitioners used a
rational process rather than an intuitive or emotionally-loaded processes (George et al., 2016). As
relevant to this study, companies that stress the use of performance measures as consistent with
the model may attempt to impose on companies a rational decision-making style (Ahmed et al.,
2014). To practice a rational planning method, decision criteria must be well-defined and
adequate measurements made available (Ahmed et al., 2014; R. Walker et al., 2013). Some
companies may not have adequate systems in place to acquire information (George et al., 2016).
However, where performance measurement methods are not imposed then unquantifiable factors
affect decisions, and some companies may depend on intuitive and descriptive decision-making

or fall back on irrational thinking (Ahmed et al., 2014; George et al., 2016).
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Qualitative contextual factors that steer decision-making include public opinion
concerning risks and costs, perceived lack of rigor in accounting and management procedures,
and political pressures such as influence over selecting individual audit committee members.
Ahmed et al. (2014) suggested that evidence supports, and that companies endorse a hybrid
approach to practical strategic decision-making using both rational and non-rational approaches.
These authors argued that decisions on complex planning and evaluation issues such as oversight
are by nature iterative and like an intuitive rather than a rational process. These authors and
others suggested a hybrid model including feedback loops similar to the process that audit
committees promote in their feedback to company management and auditors (Ahmed et al.,
2014; George et al., 2016).

Because internal issues potentially influence decision styles and outcomes, the
perspectives and experiences of individual companies can enrich the building of a conceptual
framework for understanding how stakeholders make decisions in practice. Under the conceptual
framework of this study, the outcome of a decision and the process by which it is made depends
on the balance of competing issues that must be considered by the organization or an individual.
As these issues are considered, the framework becomes related to the contingency model
decision-making. As an alternative to rational planning, this concept is based on the idea that
there is no one best process or structure for an organization to base its decision-making and
planning (George et al., 2016; Otley, 2016).

The decision-making approach of companies may include elements of the rational
planning framework regarding strategic planning, accounting, and auditing practices in as much
as decisions must be based on data or information. For example, it has been assumed that rational
planning is valuable because it represents a shift to normative decision-making and may take

heuristics out of company decisions (George et al., 2016). Thus, it might be expected that
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company stakeholders are accustomed to making some decisions in a framework such as rational
planning, and they might extend the data-based decision-making to issues like audit committee
use (George et al., 2016). However, there were few studies that point out the effectiveness of
other evidence suggesting that rational planning was often implemented in a mechanistic way
that does not allow for flexibility (George et al., 2016; Mala & Chand, 2015).

Overview of Roles and Functions of Audit Committees

The value of audit committees as a particular form of governance and oversight has been
well-studied in the private sector (DeFond & Zhang, 2014; Franzel, 2014). Public auditing has
received less research attention than the private corporate sector has, and specifically the use of
audit committees has received less study attention (Baber et al., 2013; Rich & Zhang, 2014). For
both the public and private sectors, ideal audit committees are expected to be unbiased evaluators
of an entity’s financial soundness, mediators for the various types of audits, auditors, upper-level
management, reviewers of external financial statements, and overseers of management practices
(Baber et al., 2013). Specifically, activities of audit committees can include oversight of internal
control systems, risk management, meetings with external auditors (Baber et al., 2013; Zhang &
Rich, 2016).

Although the GFOA, a leading professional organization has endorsed the use of audit
committees for several decades, some states do require it, but there is no federal mandate for the
use of audit committees (Carslaw et al., 2012; Fitzgerald & Giroux, 2014; Sneed et al., 2018).
Repeated recommendations for company audit committee function have become increasingly
similar to federal regulations for the private sector; however, lack of legal mandate for adherence
to many of the details of accounting, auditing, and financial reporting leaves flexibility for
meeting the needs and prescribed roles as identified by GFOA and researchers (Khumawala et

al., 2014; Ruppel, 2017; Zhang & Rich, 2016). Although there is little evidence as to how
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companies may specifically use audit committee, particularly since company needs likely carry
more weight for stakeholders decisions (Rich & Zhang, 2014; Vermeer et al., 2009), especially
where there are no requirements as to how or whether to use a committee.

Before more recent studies, results from seminal studies supported that audit committees
are sometimes used in ways that are more active than in the advisory capacities as suggested by
GFOA (2018) and the GAO (2016). For example, in a survey study, some companies indicated
that their audit committees had wide-ranging roles including developing financial information
for company management rather than just an oversight role with financial statements. Evidence
from quantitative survey studies supported that committee influence can reach as far as to make
suggestions for improved services that were more efficient and effective (West & Berman,
2003). West and Berman(2003) reported that in addition to oversight duties, company use of
committees sometimes extends to advice concerning legal compliance and improvement
initiatives that are broader than those of financial management. Since early studies, other authors
have provided some evidence that audit committee played a role in fraud prevention practices
(Bruynseels & Cardinaels, 2014; Elder & Yebba, 2017; Kilgore et al., 2014; Phillips & Dorata,
2013; Vollmer, 2016) by monitoring internal accounting controls. However, other reports
suggest that fraud in companies is stable or growing slowly (Sneed et al., 2018).

As part of the federal regulation of publicly held companies, these entities are expected to
inform investors of the details of their audit committee charter. However, publicly held
companies often reveal details of their audit committees’ roles and responsibilities at a cursory
level (Bohm et al., 2016). Thus, stated roles per regulatory requirements for the private sector are
sometimes not matched with actual practices and to the federal requirements (Bohm et al., 2016;
Martinov-Bennie et al., 2015). Lack of transparency in the actual functions of audit committees

for the private and public sectors sometimes makes analysis of the roles and functions 0f
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committees difficult; however, in some cases, company management suggested that committee
charters might improve the oversight structure (Rich & Zhang, 2014). More information, as
envisioned by this proposed study, may contribute to resolving issues of how these committees
are used.

The remainder of this section includes discussion of research concerning several of the
proposed roles that are typical for audit committees and how these are compared in the private
and public sectors. However, some functions and roles of private sector audit committees and
their impacts which are well-documented through federal and state regulations and by researcher
can be explored to understand the possibilities for public sector to better use committees. The
suggested characteristics for audit committees also reflect those set for the corporate sector; they
include audit committee size, independence, and financial expertise (Alzeban & Sawan, 2015;
Elder et al., 2015; Rich & Zhang, 2014). The needs and regulations for accounting and auditing
differ across states, and these differences may impinge on company considerations of ideal roles
and characteristics proposed for committees (Carslaw et al., 2012; Fitzgerald & Giroux, 2014).
One reason suggested as to why audit committees are recommended in the reporting structure
governance is the need for added expertise (Alzeban & Sawan, 2015; Rich & Zhang, 2014).
Added expertise could be needed in any of the functional roles discussed below.

Oversight of Internal Accounting, Auditing, and Reporting. Suggested goals related
to the core functions of accounting, auditing, reporting for company audit committees are similar
to those set out for the private sector by the SOX legislation (Zhang & Rich, 2016). These
include overseeing a sound set of internal auditing controls, and in this case, these would be
based on the Government Accounting Standards Board (GASB). The GASB is a private non-
profit organization that is tasked with setting up accepted accounting principles (GAAP). The

GASB sets these standards, however, state and local regulators choose how closely they expect
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adherence to GAAP reporting requirements and auditing (Khumawala et al., 2014; Ruppel,
2017). That means that states can take latitude and allow for local deviances to meet standards
that may deviate from GAAP and in how they also report through auditing. However, it is
unclear how closely those requirements are enforced state to state, especially in locations where
GAAP is not mandatory (Khumawala et al., 2014; Ruppel, 2017).

When a smaller company has the choice to comply with GAAP, a decision use reduced
adherence to GAAP may be due partly to lack of accounting expertise and lack of expertise on
an auditing committee (Alzeban & Sawan, 2015; Rich & Zhang, 2014). Another factor
impinging on the decision to adopt GAAP adherence could be due to cost burdens on smaller
organizations. Thus, costs may be a driver for company decision-making as to GAAP adherence,
but the relationship may be less clear as to how the imposition of GAAP standards directly
affects the decision to use audit committees (Fitzgerald & Giroux, 2014; Khumawala et al.,
2014; Modlin, 2014, 2016; Zhang & Rich, 2016).

Contrary to results concerning smaller companies, there were cost savings for some
larger jurisdictions with audit committee oversight due to their internal accounting and reporting
(Rich & Zhang, 2014; Zhang & Rich, 2016). However, in other studies, no such cost advantages
were found for companies or non-profit companies subject to federal single audit reporting and
which formed audit committees voluntarily that means those organizations which qualify as
“larger” per the Single Audit Act. Some results showed that higher costs for financial
management and oversight were correlated with stricter adherence to GAAP and GAS standards.
In jurisdictions that had higher costs, companies less often chose to use audit committees (Elder
et al., 2015; Fitzgerald & Giroux, 2014).

Rich and Zhang (2014) found that audit committees were used less often in states where

GAAP was required, and this suggests that committee oversight could substitute for GAAP
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adherence. Single audit oversight and reporting include some conformity to GAAP standards but
reporting for single audits differs from many of the diverse procedures that companies follow
accounting and auditing procedures (GAO, 2016). These factors may make comparisons among
entities engaged in single audits with others unclear.

Relationships between increased oversight, benefits, and costs associated with lack of
strong internal controls are complex (Fitzgerald & Giroux, 2014). For example, the presence of
weak internal controls is associated with lower adherence to standards, and these conditions are
associated with higher debt cost financing for a company (Park et al., 2017). Similarly, higher
adherence to standards led to reporting of fewer exceptions, indicating the likelihood of higher
quality auditing but this was not strongly associated with audit committee presence. Companies
with audit committees tend to have lower debt costs (Zhang & Rich, 2016).

The long-term implications suggest that cost considerations for companies as to whether
to have an audit committee oversight include more than short-term costs, but also costs that
extend into the future solvency of the company. This proposed study may provide contextual
details from companies to help explain why and how company management chooses to use audit
committees as part of their regulatory process. Some researchers argued that the use of audit
committees might ensure best practice for meeting GAAP standards and that this would promote
higher overall levels of financial performance for companies, regardless of any change in costs
associated with regulatory requirements (Elder et al., 2015; Spreen & Cheek, 2016; Zhang &
Rich, 2016). Keefe et al. (1994) found that industry specialization or expertise corresponded with
fewer GAAS reporting standard violations; this result suggested that adherence to GAAP might
improve financial reporting as well as overall performance. Spreen and Cheek (2016)found that
state oversight to ensure GAAP use did not improve the financial performance of companies.

Furthermore, the use of GAAP or GAAS standards did not improve the financial status, such as
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the costs of debt and financing for companies versus those that did meet the standards (Spreen &
Cheek, 2016).

The use of GAAP standards may be much beneficial for standardizing practices rather
than audit procedure for the states purposes (Spreen & Cheek, 2016). In a survey study of
company stakeholders indicated that use of audit committees improved auditing and accounting
practices regardless of whether GAAP standards were applied (Matkin, 2010). The perceptions
that stricter implementation of accounting standards does not improve performance may be
related to the net impacts of cost-benefits of additional structure. However, it appears that
company stakeholders do not perceive relationships in a way that was beneficial to their overall
performance (Spreen & Cheek, 2016).

How different accounting standards and levels of use may affect stakeholder perspectives
to influence choices of whether and how to use audit committees has been understudied (Elder et
al., 2015; Rich & Zhang, 2014; Zhang & Rich, 2016). Although higher costs seem to be
associated with GAAP use and costs may have relationship with audit committee use, the study
results cited above did not contain information concerning stakeholder perspectives on whether
or how the use of GAAP directly influences the choice for audit committee use. Moreover,
collective idiosyncrasies of company management, which include reporting other than that for
single audits, may dictate how committees will be used (Rich & Zhang, 2014). Nevertheless,
audit committees potentially serve a valuable function to provide opinion on reporting issues
irrespective of the rigor and type of standards on which they advise (Elder et al., 2015; Rich &
Zhang, 2014; Zhang & Rich, 2016).

Financial statements and debt costs. Despite the fact that company financial
management tend not to associate audit committee use with lower costs and higher performance

(Spreen & Cheek, 2016), audit committees are often assumed to be an important mechanism to
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significantly improve the quality of financial reporting in the corporate and public sectors (Baber
et al., 2013; Fitzgerald & Giroux, 2014; Rich & Zhang, 2014). The roles of an audit committee
oversight of financial statement reporting and internal control are related to the level of standards
for internal accounting to which a company adheres. High level of adherence to GAAP and GAS
requirements reflect the rigor necessary to make financial statements and tax reporting as
required (Beattie et al., 2014; Bohm et al., 2016). Thus, the application of stricter accounting
standards carries over to the need for staffing, expertise, and oversight of financial statements
(Keefe et al., 1994). These considerations include the potential for cost burdens associated with
rigor but also burdens of lack of rigor however, there may be cost advantages for the use of audit
committees (Khumawala et al., 2014).

In a quantitative study, Zhang and Rich (2016) found that use of an audit committee was
predicted by lower debt financing and a more conservative approach to fiscal management.
Using a multiple regression analysis, Zhang and Rich (2016) compared companies that raised
revenues through taxes and direct service charges to those who made bond issues and received
state or federal funding. These authors found that the presence of an audit committee predicted
lower overall costs, including new debt issues, and tended to have lower taxes and direct costs to
taxpayers. Companies with an audit committee tended to have lower overall amounts of debt
issue regardless of costs for bond issues (Baber et al., 2013; Zhang & Rich, 2016). These results
point to the use of audit committees for advisement in structuring debt as it is related to risk
management. Some company stakeholders perceive that audit committee oversight have the
opportunity for more favorable financing (Baber et al., 2013; Elder et al., 2015; Fitzgerald &

Giroux, 2014; Zhang & Rich, 2016).

In contrast to the potential for decreased financing costs, there is the potential for higher

debt costs, When adhering to higher accounting standards as well as rigors of making accurate
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financial statements, there is an increased opportunity for error if expertise is not available
(Baber et al., 2013; Rich & Zhang, 2014). If inaccuracies occur then financial reports will be re-
issued, and these restatements can lead to increased costs of bond issues (Baber et al., 2013;
Zhang & Rich, 2016). Discrepancies in financial reports are impactful on debt costs when fraud
is involved, but even less serious circumstances such as slowness in reporting can influence costs
(Blankley et al., 2015; Pizzini et al., 2015; Zhang & Rich, 2016). Fewer restatements (Rich &
Zhang, 2014) and lower costs are associated with the presence of an audit committee (Fitzgerald
& Giroux, 2014; Zhang & Rich, 2016). Although some companies have indicated that they
would prefer committee members with some accounting, management, or finance background,
some do not feel that committee oversight is necessary. One of the chief impetuses cited for
forming and maintaining a formal audit committee is that of preventing and detecting fraud in
both the private and public sectors (Vollmer, 2016).

Major corporate fraud cases drew much attention before regulatory efforts such as SOX,
to alleviate potential for fraud; cases of corporate frauds also led to a shift of attention towards
the public sector to preventing fraud and malfeasance (Sneed et al., 2018). Analysis of cases in
the public sector has led to continuing interest in potential regulation of these entities (Denison &
Gibson, 2013; Elder & Yebba, 2017). Cases of fraudulent activity originate from malfeasance by
external and internal auditors, lack of oversight and internal controls, and whether audit
committees provide an appropriate solution (Elder & Yebba, 2017).

Case studies of companies with systemic fraud highlight the need for sufficient advice
regarding companies financing (Sneed et al., 2018). Leaders were expected to exercise auditing
practices and set internal controls. A desire for business development and community growth led

to attempts to keep tax rates reasonable by comparison to other companies. Lower revenues
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combined with the county’s high leverage position eventually led to several billion dollars in
losses after interest rates turned in an unfavorable way (Matkin, 2010; Park et al., 2017).

The costs of installing and maintaining inadequate internal controls can give
opportunistic individuals room to commit fraud for personal gain (Jensen & Payne, 2005). Such
was the case in the District of Columbia property tax scandal where inadequate funding of
accounting and auditing functions led to understaffing (Wells & McFadden, 2010). An employee
was personally responsible for falsifying records that allowed the embezzlement of more than
$50 million in revenues. The activity occurred over a 20-year span, and this pointed to both the
criminal intentions of the individual who set up the scam and the continuing lack of oversight.
Lack of internal checks and balances encouraged this activity even though the district is a highly
visible, if not scrutinized, financial regulatory system. Furthermore, it seems unlikely that there
was potential for inadequate expertise in the vicinity of Washington, D.C. (Sneed et al., 2018;
Wells & McFadden, 2010).

As clearly pointed out in the examples above, lack of oversight quality, of internal
controls, auditing procedures, and oversight may underlie scandal and fraud. However, an
individual’s criminal activity may subvert even the most secure and effective accounting
procedures and organizational structures. Some companies appear to be particularly vulnerable to
politics, deliberate fraud, and malfeasance due to reasons that include lack of financial expertise
and inadequate budgets to cover the costs of oversight (Huefner, 2011). This lack of expertise
may extend to company financial officers as well as to internal, external, and state auditors;
however, state auditors appeared to be more accurate in terms of finding a greater number of
audit exceptions (Carslaw et al., 2007).

An argument can be made for audit committees with proper expertise as a means to

forestall malfeasance and fraud (Rich & Zhang, 2014; Wilbanks et al., 2017). In the private
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sector, restatement and fraud are negatively associated with high activity level, and experienced
audit committees (Abbott et al., 2004); thus, audit committees positively affect financial
reporting and internal controls (Franzel, 2014). In a survey of audit committee members from
134 private sector companies, Wilbanks et al. (2017) found that independent audit committees
were consistent with decreased fraudulent financial reporting. Similarly, accurate and improved
financial reporting indicates the absence of fraudulent financial statements. Companies with
audit committees are associated with stronger internal controls, lower incidences of financial
restatements and inaccuracies. Similar to the results of private sector studies, these results
suggested that companies with fewer restatements have less risk for fraud and malfeasance
(Aikins, 2013; Rich & Zhang, 2014).

Given the numbers of both large and smaller companies that do not have audit
committees in place and the wide publicity of fraud cases, it is unclear why some companies may
not push to have audit committee oversight to forestall fraud and corruption (Fitzgerald &
Giroux, 2014; Rich & Zhang, 2014). Some insight into why these decisions are difficult may be
gained from the knowledge that many cases of fraud have multiple underlying reasons as to how
and why malfeasance may thrive. Beckett-Camarata and Grizzle (2014) analyzed the
circumstances in Harrisburg, Pennsylvania’s bankruptcy case and found that deliberate
malfeasance, costs of oversight, a shrinking tax base, poor management of debt, lack of
oversight, and poor oversight all contributed to a financial ‘meltdown’ of the city.
Recommendations that grew from this analysis included oversight through an independent
committee that should be free of political cronyism. As was the case with Harrisburg, political
relationships between elected officials and oversight boards or committees can affect the
financial management of a company (Beckett-Camarata & Grizzle, 2014; Matkin, 2010). For

example, pressures from both elected officials and internal politics of company employees can
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affect the composition of an audit committee. If an audit committee’s composition provides
balanced views and expertise unfettered by outside influences then conceivably protects a
company from political influences both internal and external (Beckett-Camarata & Grizzle,
2014; Matkin, 2010; Rich & Zhang, 2014; Zhang & Rich, 2016).

Much research on audit committee independence from influence is related to the private
sector analysis. However, findings from both the private and public sectors have supported that
even in the post-SOX regulatory environment, the ability of an audit committee to conduct
oversight activities with independence is essential to its effectiveness (Alzeban & Sawan, 2015;
Malik, 2014; Sneed et al., 2018). In companies where there are some committee members who
are independent (i.e., have no financial or personal conflicts of interest), the implementation of
auditor recommendations is perceived to occur more effectively (Alzeban & Sawan, 2015).

Regardless of committee composition, audit committees can have a direct influence on
levels of an organization. For example, in the public and private sectors, committees can
determine external auditor independence through oversight of rotation of firms that provide
audits (Elder et al., 2015; Elder & Yebba, 2017; Malik, 2014). Similarly, rotation of audit
committee members may encourage unbiased financial advice as well as support for the selection
and appointment of future committee members (Beckett-Camarata & Grizzle, 2014; Malik,
2014). Elder et al. (2015) demonstrated that intentional rotation of auditors and audit committee
members are related to the auditor’s independent function and audit quality.

Committee Oversight of Differing Audit Types and Goals

Audit committees can potentially support assessments and decisions around several kinds
of audits. Support for these audit functions includes an examination of internal auditing, internal
control processes, accounting procedures, external auditing, and financial statements. Under the

Single Audit Act, there are distinct federally mandated audits once per year for qualifying
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companies (Cagle & Pridgen, 2015). Regardless of the audit type or reporting oversight in
question, audit committees can act as mediators between these groups and the management level
to provide an independent assessment. Although audit committees are suggested as internal and
external mediators, the GFOA (2015) stresses that audit committees should provide an
independent opinion on the quality of audits, as well as on other procedures and functions
mentioned above.

Independence is an important cornerstone of best practices in auditing and financial
reporting (Elder et al., 2015). It can be defined differently depending upon auditing and oversight
contexts. For example, there is an apparent need for independence among those who are external
auditors versus internal auditors and the management, and similarly between audit committee
members and other stakeholders. Independence also implies lack of conflicts of interest between
these groups. Baber et al. (2013) defined independence of an audit committee as lack of bias and
conflict of interest as involved in oversight. As part of an effective internal auditing control,
independence represents freedom of internal auditors to conduct their duties apart from those
companies to whom they report.

Issues related to audit committee independence have been studied extensively in the
private sector but less so in the public sector (Elder et al., 2015; Fitzgerald & Giroux, 2014; Rich
& Zhang, 2014; Zhang & Rich, 2016). If the independence of the audit committee fits the
accepted definitions, then it is assumed that members can facilitate the oversight of the auditing
if committee members do not play dual roles within an entity. However, some have argued that
expertise in auditing is singular for specialized knowledge needed for accounting and financial
practice, and the duality of roles for committee members and other stakeholders in this context is
beneficial (Aikins, 2012; Rich & Zhang, 2014; Zhang & Rich, 2016). For example, financing of

operations peculiar to the nonprofit public sector is quite distinct from the raising of capital and
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debt structure of private sector concerns. Some evidence supports that those with specific
knowledge, such as internal auditors, may provide more effective oversight than outsiders can
(Aikins, 2012; Elder et al., 2015; Rich & Zhang, 2014; Zhang & Rich, 2016). Furthermore, some
survey evidence supported that organizational knowledge is preserved if committee members
also have an integral role in accounting or auditing (Samelson et al., 2006).

The presence of an effective audit committee can moderate the influence of auditor
experience level on audit outcomes (Badara & Saidin, 2014); that is, an audit committee appears
to enhance the influence of auditor expertise on audit quality such that committees can augment
whatever level of experience is available. If the presence of an audit committee improves audit
outcomes, then potentially less experienced auditors may have more influence on audit
outcomes. In a seminal study of audit quality, Samelson et al. (2006) provided evidence to
support that audit committees with members who serve in oversight roles as well as internal
department roles are associated with departments that have higher perceptions of audit quality.
Rich and Zhang (2014) found that completely independent audit committees were not associated
with fewer reports of internal weaknesses in accounting and reporting. In other words,
independence may not always be advised where expertise for audit committees is limited.
However, in a more recent study, Zhang and Rich (2016) found that debt costs for a company is
lower and costs tend to be lowest among those where there is demonstrable independence for an
audit committee. Expertise can contribute to cost saving despite some issues with committee
members’ lack of broader knowledge.

Oversight of managerial practices. Another function suggested for audit committees is
to assess managerial practices. Whether the decision to form an audit committee and how that
may affect the functional roles, it may likely depend on the organizational structure (Aikins,

2012; Bloch et al., 2015; Rich & Zhang, 2014). If the committee is to oversee management
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effectiveness, there may be an inherent conflict of interest where company management plays a
decisive role in the decision to use a committee and have some responsibilities for appointing
committee members (Aikins, 2015; Baber et al., 2013). If there are sufficient independent checks
and balances in an organizational structure, then managerial and oversight levels beyond the
company may help to alleviate potential conflicts of interest between the audit committees and
management who decide to employ them (Aikins, 2012, 2013, 2015).

Companies have much variability in how they are structured for organizational oversight
and internal management. Empirical evidence regarding committee use may be difficult to
generalize because organizational structure dictates distinctions between company board
committees (Aikins, 2012, 2013; Rich & Zhang, 2014; Samelson et al., 2006). In cases where
there have been multiple levels of internal oversight, the audit committee can still play a valuable
independent and unbiased role as “go-between” for company management and boards of
directors and mayors or CEOs (Baber et al., 2013). This is similar to the proposed rules for audit
committees in the private sector (Franzel, 2014). Alternatively, Rich and Zhang (2014) found
that where audit committees are in place, the process of forming, chartering the mission, and
integrating into the company can all improve the organizational structure and internal accounting
structure.

There has been a movement in company management and the use of system-wide
performance management that is consistent with rational planning model, which includes global
evaluation of company management and organizational structures (Aikins, 2015; Bianchi &
Williams, 2015; Sanger, 2013), performance management of discrete functions as well as
monitoring of internal auditing. These performance measurement systems are often dedicated to
meeting statutory and mandated systems of reporting to state and federal regulators. In a study of

system-wide use of performance management processes, Sanger (2013) found little relationship
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between the quality of the formal performance management system used and the company
management’s “buy-in” for the use of performance management systems. Furthermore, there
was no significant correlation between high-performing companies and use of quality
performance management strategies. These kinds of performance management systems have not
been associated with effective cost-control efforts (Bianchi & Williams, 2015; Sanger, 2013).

Consistent with other studies, Aikins (2015) found that company decision-making
depends little on jurisdiction or agency-wide performance measurement. Aikins (2015) showed
that the quality of formal performance report of audits and the use of these reports are key to
management decision-making concerning financial decisions. Regarding quality, the author
emphasized that companies found reports with performance measures included versus those that
merely report findings and exceptions alone as more useful for decision-making. Company
management acceptance and follow-through with audit report recommendations tend to be
higher where audit committees mediate relations between company management and auditors
(Aikins, 2012, 2015). However, in some cases, company management has reported that where
there have been multiple levels of structure for performance measurement that even the added
presence of an audit committee can give company management the impression of having too
much supervision (Aikins, 2012; Matkin, 2010). Aikins (2015) also demonstrated that conflicts
of interest could arise where company management has the dual role of forming, selecting, and
interacting with audit committee members after their appointment. These issues should be
compensated if the audit committee is to be effectively used.

The effective use of audit committees to mediate relationships among stakeholders
involved in financial management has important implications for perceptions of audit quality.
Auditors, audit procedures, and produced audit reports are perceived to be of higher quality when

audit committees are involved (Cagle & Pridgen, 2015; Modlin, 2014, 2016; Pridgen & Wang,
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2012; Samelson et al., 2006). These outcomes hinge on the behaviors of all stakeholders; for
example, auditors who are more communicative are perceived as more competent, and
companies who interact with auditors and respond to benchmarks set in audit reports are
perceived as more effective. Because audit committee members can play a direct role in
facilitating these communications, the committee may be pivotal to enhancing audit quality
(Aikins, 2012; Cagle & Pridgen, 2015). Moreover, company financial management are moving
away from the use of overall performance management systems due to costs of installing and
maintaining complex systems (Sanger, 2013). However, evidence supports that formation of an
audit committee alone can affect the quality of financial management through enhancing the
company’s organizational structure. This suggests that the use of an audit committee may well
serve as a lower cost partial solution for improved performance (Rich & Zhang, 2014).

Researchers have begun to seek solutions that are based on dynamic models of
performance management for companies (Bianchi & Williams, 2015). This is opposed to the
system-wide models of performance measurement used to meet static regulatory requirements
(Aikins, 2015; Sanger, 2013; Simon & Bernardo, 2015). These dynamic models include shifts in
organizational structure, and significantly, behaviors of stakeholders. Bianchi and Williams
(2015) criticized static, whole organization performance management systems in practice and as
an empirical-theoretical research approach because these systems do not capture a key
component: changing behaviors of employees and other stakeholders in response to performance
measurement. Furthermore, these authors assert that such systems fail because they do not
capture the full context of decision-makers in responses to changing participants’ behaviors.

Part of the issue for the public sector may be the challenge of dealing with the diversity
of stakeholders and their agendas. For example, the outcomes of performance measures may be

communicated with stakeholder voters, customers, employees and appointed officials — all of
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whom may need to be informed and adaptively involved with performance measures and change
their behaviors (Bianchi, 2012). For instance, benchmarks of financial status such as budgets are
often short-term and in practice, performance measures for budgeting do not reflect the
underlying behavioral interactions of stakeholders. Vakkuri and Meklin (2006) showed that a
performance tool such as budget setting can become a game by which companies gain political
control of employees at a work setting. It may be that communicative behaviors of audit
committee members and key stakeholders are critical to successful use of an audit committee as
a dynamic tool to govern financial accountability (Aikins, 2012; Cagle & Pridgen, 2015).

Summary of audit committee functions. The audit committee functions for the public
sector include improvement of company fiscal control (Baber et al., 2013; Fitzgerald & Giroux,
2014; Rich & Zhang, 2014; Zhang & Rich, 2016), reduction and prevention of fraud through
added oversight and more favorable government financing. Rather than viewing audit committee
as a group which acts on discreet and independent activities, some experts have proposed that the
role of audit committees in the public sector is that of a “gatekeeper” in which a balance is
maintained to hold companies to accuracy and accountability in financial statements and tax
reporting while maintaining flexibility to meet the mission of the organization (Beattie et al.,
2014). An audit committee may play a pivotal role in helping to maintain sound financial
control, offering advice, and guidance, and reporting potential fraud (Bruynseels & Cardinaels,
2014; Kilgore et al., 2014; Phillips & Dorata, 2013).

As described above, the level of independence is a measure used to indicate whether an
audit committee is positioned to provide impartial assessments to maintain balance and
unbiasedness as a key characteristic for committees. To summarize this discussion, the
circumstances and environment of individual jurisdictions, even across those within a single

state, can contribute to unique factors for decisions related to use and functions of an audit
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committee. The crucial idea is that participants in this study have a clear definition of what
constitutes audit quality.

Evaluations of Auditing: Audit Quality

Issues of how and when to uniformly use or require audit committees are also
confounded by a lack of consistent definition of audit quality (Cagle & Pridgen, 2015; Kilgore et
al., 2014; Knechel, 2015). If the audit committee is to oversee the fundamental function of
auditing, first and foremost, then an accepted definition of audit quality would be useful for
ensuring a configuration for an effective committee. For example, the more well-defined uses of
the term quality might include a measure of adherence to GAAP, GASB, and GAS policies as
applicable to the circumstances (Samelson et al., 2006). Even so, as indicated above, how these
standards are used at organizational levels can be variable, and methods to compare actions to
standards has been considered as inadequate in capturing some important aspects of quality
(Kilgore et al., 2014; Knechel, 2015). These other measures and qualitative-descriptive
assessments used include counts of auditing exceptions revealed in audit reports as a way to
operationalize quality, incidence of financial restatements, and the related factor of malfeasance
or fraud rotation or independence of auditors and the audit committee, as well as auditor
credentials and financing (Aikins, 2012; Beckett-Camarata & Grizzle, 2014; Deis & Byus,
2016).

The problem is further confounded by researchers and practitioners who may use the
terms effectiveness, quality, and satisfaction interchangeably with quality or distinctively without
consistent context for its use (Kilgore et al., 2014; Knechel, 2015). Thus, there are some
inconsistencies in trying to compare studies using different definitions and then to empirically
analyze how companies may evaluate audit quality (Cagle &Pridgen, 2015; Carslaw et al., 2012;

Khumawala et al., 2014; Ruppel, 2017). Several definitions of quality include multiple
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dimensions, such as counts of audit exceptions and stakeholder perceptions of quality
dimensions.

Some researchers have found that these measures of audit quality are comparable to the
measures of stakeholder satisfaction even without considering the many potential complex
relationships between quality and satisfaction (Bohm et al., 2016; JV Carcello, 2012). For
example, in a seminal study of company audit satisfaction, Samelson et al. (2006) found that the
attributes of quality and satisfaction predicted stakeholder perceptions of quality equally well;
thus, allowing some use of the terms interchangeably. These attributes included behaviors related
to communicativeness and service-oriented efforts as well as procedural behaviors and field audit
practices by the auditors and the auditees (Aikins, 2012). The role of audit committees also
includes reconciling or mediating differences through relationships between management and
external or state auditors (GFOA, 2018). Therefore, the quality of communications, behaviors,
and relationships among parties can become a part of overall perception of a high-quality audit in
the public sector (Aikins, 2012; Modlin, 2014).

The acceptance of audit report recommendations by the auditee is one of the constructs
associated with both quality and satisfaction by auditees. Audit committees can play a pivotal
role in the acceptance of audit findings and the successful responses to audit exceptions that are
found. Audit quality and satisfaction perceptions can be enhanced by the presence of an audit
committee (Aikins, 2012; Cagle & Pridgen, 2015; Modlin, 2014). Thus, the benefit of an audit
committee may be seen through the potential to gain acceptance of findings by the auditee and
through increased perceptions of quality. The perception of quality in this circumstance has been
considered as a mark of audit committee effectiveness (Cagle & Pridgen, 2015).

Attempts to benchmark standards for evaluation of audit quality audit committee

effectiveness are problematic due to differences in auditing requirements and procedures(Aikins,
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2012; Cagle & Pridgen, 2015; Carslaw et al., 2012; Rich & Zhang, 2014). Many studies about
quality and use of audit committees use populations within a state or county to minimize these
controllable variables, or in the case of qualitative research, to maximize transferability by
having defined bounds and details of study explicit (Cagle & Pridgen, 2015; Elder et al., 2015).
Comparing results between studies, concerning audit quality, which used different but discrete
geographic regions, or those where large samples were drawn over widespread areas, leads to
apparently conflicting results that are difficult to interpret. For evaluations of internal auditing
and reporting, some researchers have identified differences in procedures and requirements
across jurisdictions as an underlying issue when attempting to evaluate audit quality (Cagle &
Pridgen, 2015). In studies concerning audit quality, where sampling was performed from a
restricted area or region, indications of higher audit quality may have been due to specific
knowledge held by auditors (Cagle & Pridgen, 2015; Carslaw et al., 2007, 2012). Thus,
irrespective of how quality is assessed, it may be that individual variables must be considered
when determining the quality of auditing; this circumstance will affect an audit committee’s
ability to provide oversight and opinion unless sufficient expertise is available (Elder et al., 2015;
Zhang & Rich, 2016). Specific details of auditing are potentially so diverse that it becomes
daunting. However, mandated regulations that have some effect can be examined due to their
relative transparency. To begin examining distinctions in the regulatory environment for private
and public sectors helps to make comparisons of the operating environments for auditing
committees more straightforward.
Audit Quality and External Auditing

Some results showed that audit quality tends to be higher that use external auditors who
have auditing experience (Elder et al., 2015). In these studies, audit quality was measured as

compliance of external auditors with professional standards, thus, the numbers of exceptions to
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following these standards found upon review of external auditors’ reports would decrease the
estimation of audit quality. The problem with generalizing these kinds of results is that there are
quality measures used by external auditors, but due to wide differences in accounting and
reporting (Khumawala et al., 2014; Ruppel, 2017), ascertaining a consistent audit quality
definition to make comparisons across studies becomes less clear consensus definition of audit
quality among researchers (Cagle & Pridgen, 2015; Kilgore et al., 2014; Knechel, 2015). For
example, in studies where audit quality was based on management perceptions of quality or
satisfaction, companies tended to associate auditors and audit committees with industry
experience with higher satisfaction and quality of audits (Aikins, 2012; Samelson et al., 2006). In
those studies, the perception of audit quality and satisfaction were based on multiple factors,
some of which are based on the behavior of auditors and committee members, which are distinct
from quality factors such as numbers of exceptions.

Because researchers use these and other distinct definitions for audit quality, it is often
unclear to compare results across studies such as those mentioned above. Audit committees are
tasked with evaluating auditor performance, and this implies that the committee should adopt a
definition that they can apply to audit reports (Elder et al., 2015)and that the committee carries
the expertise to make these evaluations. However, inconsistency in definitions of audit quality
makes the interpretation of empirical studies about associations between auditor performance,
audit quality, and the use of audit committees unclear. Thus, it is unclear how much industry
expertise of auditor or audit committee members weighs on the management decisions
concerning the use of audit committees (Rich & Zhang, 2014).

Regulation of Auditing and Audit Committees
Because there has been more research concerning regulation of auditing and audit

committees used in the private sector in contrast to the public sector (DeFond & Zhang, 2014;
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Franzel, 2014), comparisons of research in the two sectors may provide insights into public
sector auditing. In both sectors, the presence of fraud and incompetence has been a motivation
for regulation and oversight. For discussion in this section, the SOX Act is described, as in the
debate concerning its effectiveness and the potential for similar regulations for the public sector.
In the context of this proposed study, the most relevant aspect of the analysis of SOX impacts is
that federal regulations require the implementation of audit committees (Sneed et al., 2018). The
Single Audit Act was enacted to standardize federal audits; however, as discussed below, the
regulations present limitations for auditing and effective use of audit committee oversight at the
organizational level (Beckett-Camarata & Grizzle, 2014; Elder et al., 2015; Phillips & Dorata,
2013). As explained in the next section, regulation under the Single Audit Act does not
necessarily contribute to oversight at the organizational level.

The Single Audit Act. Congress enacted the Single Audit Act to improve the oversight of
federal funding allocated to companies. After the passage of this act, it was demonstrated that
auditing might not be of sufficient quality. In a nationwide sample, these agencies found that
about half of all audits sampled were of substandard quality; reports from the GAO (2016) and
Carslaw et al. (2012) found that the problem has continued. Auditing under the Single Audit Act
was performed to oversee the allocation and use of federal funds for non-profit organizations that
receive at least $750,000 in funding per year. Those companies meeting the standards for a
single audit were required within some voluntary parameters to follow GAAP and GAS
standards in their financial reporting. These regulations make financial reporting a complicated
endeavor in which audit committees could be useful for oversight at many levels.

Those subjected to single federal audits but have no state-level requirements for GAAP
and GAS standards must submit adjusted financial statements that meet Single Audit GAAP

requirements when reporting to the federal regulators (GAO, 2016). The federal Single Audits

38

www.manaraa.com



39
must be performed by independent external auditors who bear the responsibility to determine the
level to which companies have met GAAP standards, based on the Office of Management and
Budget (OMB). In addition to federal obligations as in single audits, across the states, there are
widely differing requirements for audits (Khumawala et al., 2014; Ruppel, 2017). Given the
many permutations that exist across these levels of regulation, the implications are that auditing
can be quite complex and external CPA firms were challenged to provide adequate expertise for
these services (Elder et al., 2015; Khumawala et al., 2014).

Financial Health and Audit Committees. Audit committee members may need to be
well-versed in the distinctions between different requirements; however, evidence supports that a
majority of companies may lack sufficient financial expertise on committee (Rich & Zhang,
2014). Some audit committees may not contain members who have insufficient background in
accounting or finance to provide oversight, and in particular, to support GAAP standards
(Aikins, 2012). However, expertise from committee members who are internal to a company
may contribute valuable insights (Rich & Zhang, 2014). The composition and independence of
an auditing committee are related and are important considerations. Overall, the requirements for
adherence to the federal Single Audit regulations do not necessarily encourage additional
oversight by use of an audit committee.

The question of whether auditing has improved would have implications for whether the
financial management has improved and by extension whether companies should consider audit
committee use (Fitzgerald & Giroux, 2014; Rich & Zhang, 2014; Zhang & Rich, 2016). There is
no consensus on whether the quality of audits has improved since the implementation of the
Single Audit Act (Cagle & Pridgen, 2015; Carslaw et al., 2012; GAO, 2016; Modlin, 2016; Rich
& Zhang, 2014). There is no decisive evidence that fraud in has decreased (Sneed et al., 2018).

The presence of confounding variables such as differences in accounting methods and
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differences in how audit quality is assessed, makes comparisons of the effectiveness of
management and auditing difficult (Cagle & Pridgen, 2015; Elder et al., 2015). Using data
collected over the first 10 years after the Act was implemented, Jakubowski (1995) found that
the number of internal control weaknesses found in audits declined in the first four years.

The comparison of data within a state reduces some of the confounding differences in
between states. In a longitudinal study of audits that were conducted before 2000, in the state of
Florida, audit quality improved across the state for both single audits and other auditing
requirements (Cagle & Pridgen, 2015). Another showed improved auditor performance for
private external auditors. In a recent study, findings indicated that reporting errors and audit
exceptions did not depend on whether the company was also subject to federal single audits.
Companies that were not subject to single audits had the same rates of audit issues as did those
that were not subject to extensive federal requirements (Modlin, 2016). Modlin’s (2016)
recommendations were limited because these were explicit to requirements with no mention of
oversight through audit committee. The results of this study do not confirm that single audits

performed by external auditors provide more effective determination of company fiscal status.

In the recent study conducted by Rich and Zhang (2014), there is indirect evidence that
there may be some improvement; survey results from a national sample showed that companies
of the size requiring single audits were more likely to have audit committees, and these
companies are associated with fewer audit exceptions. In a similar study, improved audit quality
was associated with improved fiscal management and the presence of an audit committee
(Fitzgerald & Giroux, 2014). Moreover, since those initial years after enactment, the regulatory
environment has changed in ways that make evaluation of single audits and other types of public
audits less clear. For example, Lopez & Peters (2010) found that in a post-SOX period,

independent external CPA auditors found more internal control issues than did internal auditors.
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Under the federal SOX regulations for the private sector, external auditors have been held to
rigorous standards with legal repercussions if these standards are not met. The SOX regulations
for the private sector were enforced in the years after 2002, but these apparently had some “spill-
over” effect on public sector auditing. The results suggested that external auditors are more
effective in carrying out these mandatory audits than they were before SOX was implemented for
the private sector.

Because external auditors’ performance may have improved post-SOX, Lopez and Peters
(2010) results implied that external CPA audits may have been improved due to rigorous
requirements placed on CPA firms. This interpretation is consistent with some results from the
pre-SOX era evaluations of single audits where external auditors found audit exceptions than
company-led audits did (Carslaw et al., 2007). Furthermore, because the Single Audit Act
requires independent external audits, then these results suggest that public sector auditing may
have been improved post-Single Audit and post-SOX. However, in a more recent study where
post-SOX data were collected, Carslaw et al. (2012) found that internal auditors tended to
uncover more reportable items than external auditors did when performing single audits. In a
study of non-profit hospitals subject to single audits, the presence of audit committees and
quality external auditors predicted a low incidence of audit exceptions (Cagle & Pridgen, 2015).
Thus, it is unclear whether the auditing quality has improved post-SOX or if financial reporting
and financial health of companies have improved over time.

SOX for Private Sector Regulation. There has been extensive analysis of post-SOX
impacts on corporate performance including the influence of the mandated audit committee use,
but debate on its effectiveness and impacts has not reached consensus (Malik, 2014; Sneed et al.,
2018). This debate concerning influences of SOX regulation on financial reporting, auditing, and

fraud reduction has translated from the private sector into research in the public sector. Some
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researchers have advocated the use of SOX-type regulations in the public sector, but others have
disagreed (Baber et al., 2013; Sneed et al., 2018). Some of the considerations for use of these
regulations include costs, reduction of fraud, improved internal auditing controls, and institution
of independent audit committees.

Evidence for dubious and uncertain financial reporting, auditing, and accounting
practices in the private sector before 2002 led to the creation of the SOX requirements (Deis &
Byus, 2016; Franzel, 2014; Malik, 2014; Sneed et al., 2018). Some specific reasons cited as
needs for regulation included public awareness of the increasing scandals and fraud in corporate
accounting practices; increased frequency of audit failures as evidenced by financial
restatements; increased numbers of bankruptcies in the decades just preceding SOX enactment;
and the general problem of how to define audit quality, and its insurance (DeFond & Zhang,
2014). The GAO (2016) issued a specific call to Congress for greater oversight. Some of the
most stringent requirements implemented through SOX were the requirements for CEOs, CFOs,
and board of directors to have legal fiduciary and personal responsibility for financial statement
accuracy and mandatory use of independent external auditors (Franzel, 2014; GAO, 2016; Sneed
et al., 2018).

During the framing of the legislation, a need for audit committee supervision was
recognized. Mechanisms to alleviate existing oversight issues, as well as those related to the new
regulations themselves were needed, and in particular oversight by an independently functioning
committee (Franzel, 2014). The need for independent oversight was heightened by the regulatory
requirement that independent external audits would be required. Thus, the independence of an
audit committee was a key part of the institution of oversight.

In a meta-analytic review of literature, Malik (2014) found evidence that in the post-SOX

environment, private sector audit committees’ effectiveness, perceived quality and fraud
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reduction, and influence with corporate management and boards have grown. An argument for
additional regulation similar to those included in SOX is that the growth of fraud in the private
sector has decreased post-SOX implementation, but there is no clear evidence that fraud in
companies has decreased over this period and may be rising (Sneed et al., 2018). Some examples
of fraud in school boards demonstrate that requirements of audit committees have been effective
in reducing fraud and restoring public confidence (Elder & Yebba, 2017; Phillips & Dorata,
2013). These kinds of case studies of companies provide insight into potential benefits of audit
committees, but the caveat remains that distinctions in financial practices and regulations across
states make comparisons between studies unclear.

In a survey of company management, participants ranked auditor and audit committee
independence as specified in SOX regulations as important. Furthermore, these participants
ranked monitoring of internal controls, fraud, and penalties for destruction of records as
important issues that could be regulated by companies since these are for the private sector
through SOX (Reinstein et al., 2014). In the corporate sector, audit committees are shown to
contribute to successful oversight of these functions (Malik, 2014). Some survey results
indicated that company management did not perceive a need for audit committees since they
believed that the internal controls they had were sufficient (Matkin, 2010). There have been no
recent studies that surveyed company management as to how and why they may choose to form
audit committees.

An initial concern raised after SOX implementation was that direct costs might increase
due to increased mandatory external audits (Rich & Zhang, 2014). While cost burdens may have
been greater for smaller publicly held entities in the early years following implementation, costs
across the board for firms of varying sizes have decreased over time. The potential for increased

costs for companies is an argument against additional regulations (Franzel, 2014). Oversight

43

www.manaraa.com



44
through regulation even at the organizational level may lead to differences in tax costs through
costs of restatements, issuing debt, and external auditor fees (Baber et al., 2013; Elder et al.,
2015; Rich & Zhang, 2014). The costs associated with increased oversight can be formidable for
companies; however, Matkin (2010), in a national level study, did find that use of oversight
committees introduced an improvement in financial control.

Costs of maintaining oversight structure and lack of expertise are issues that may impinge
on formation of an audit committee (Elder et al., 2015). As noted in the discussion of Single
Audit Act’s effectiveness and impacts on company financial management, there may be some
effects post-SOX on external auditing quality from which companies have benefited (Carslaw et
al., 2012; Lopez & Peters, 2010). The interpretation of these findings does not lead to a clear
conclusion that imposition of similar regulations on the external auditing in companies would
contribute to improving financial control. Companies indicated that SOX-type regulations could
be implemented in companies to regulate issues related to internal financial control and
independence in auditing and oversight by the committee but these results did not reveal how
and why companies may decide to use audit committee oversight voluntarily (Reinstein et al.,
2014).

Summary

Oversight or audit committees contribute to the monitoring of quality by providing
independent reconciliation/evaluation of auditor reports and increasing the perceived quality of
the audit for the auditees, auditors, and potentially the public (Kilgore et al., 2014; Phillips &
Dorata, 2013). Audit committee oversight is recognized for both the public and private sectors
and is needed to monitor audit quality, reduce potential fraud, and refine regulatory procedures
(Deis & Byus, 2016; Sneed et al., 2018). The ability of an audit committee to conduct oversight

activities with independence is essential to its effectiveness. However, some experts have
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questioned whether audit committees need to be fully independent because internal auditing is
specialized in nature (Alzeban & Sawan, 2015; Malik, 2014; Rich & Zhang, 2014; Sneed et al.,
2018).

Despite some apparent advantages of audit committee use, many companies do not have
full-time committees in place (Fitzgerald & Giroux, 2014; Rich & Zhang, 2014). It remains
unclear whether current federal regulatory acts have contributed to company auditing quality and
motivations for using audit committees. It is also unclear as to whether fraud has been reduced
by regulations. Due to the complex differences in auditing practices across the country,
comparisons to how well audit committees may contribute to an oversight remains unclear.
Interest in audit committees has developed due to fiscal concerns in the private sectors public
sectors, and with the federal and state regulatory developments (Sneed et al., 2018). The aim of
this proposed study was to gain some understanding of how and why company financial
management may choose to use audit committee oversight as a tool. Chapter 3 describes the

purpose of the study as well as the quantitative research design, and methods used to help fill that

gap.
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Chapter 3: Research Method

Even though audit committees may provide some advantages in financial auditing, it is
unclear why and how some companies make decisions to forego an audit committee oversight.
Without an audit committee, a company may experience poor financial performance, such as
budget deficits and instability (Fitzgerald & Giroux, 2014; Rich & Zhang, 2014). Moreover,
some companies with audit committee experience have fewer financial problems (Zhang & Rich,
2016). The purpose of this quantitative meta-analysis was to examine the positions and
experiences of companies regarding decision-making processes as to how and why audit
committees were (not) chosen and utilized. The researcher sought to understand the perspective
of companies about what motivated them to authorize an audit to review. The study was also
being undertaken to understand the decision-making processes and reasons each company used
as a basis for choosing, forming, or authorizing an audit committee. This chapter comprises a
description of the design and research methodology. The description is followed by a
justification of why the design and research methods were chosen for this study. Other
information contained in the present chapter also includes study procedures, assumptions,
limitations, ethical assurances, and delimitations.
Research Methodology and Design

The present study was being conducted as a quantitative meta-analysis. Meta-analyses are
beneficial because they utilize the results of multiple studies, leading to a more advanced and
comprehensive analysis, as opposed to a singular analysis. The use of the meta-analysis has
several advantages. To begin with, meta-analyses are beneficial because they allow the results to
be generalized for a larger population. Second, because more data were used (through the
inclusion of multiple studies) the estimate accuracy is improved. Third, inconsistent results that

may exist within the individual studies can be quantified and analyzed effectively. Fourth,
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hypothesis testing can be applied on summary estimates. Fifth, the variation between individual
studies can be explained using moderators. Sixth, publication bias can be investigated more
easily (Greenland & O’Rourke, 1998; E. Walker et al., 2008).

Meta-analyses are beneficial because of the ability to engage in quantitative analysis for
the systematic assessment of prior research studies. While individual conclusions can be drawn
from the sample, comprehensive conclusions can also be drawn from continuing quantitative
analysis (Greenland & O’Rourke, 1998; E. Walker et al., 2008). Meta-analysis outcomes may
yield a more precise estimate of the phenomenon of interest — such as criteria for (not) using an
audit committee — through pooled analysis techniques. Heterogeneity and variability in the study
results from the comprehensive study represents a critical outcome, as does the consolidation of
a large sample. Erroneous conclusions may be drawn if there was not a sufficient number of
studies (Greenland & O’Rourke, 1998; E. Walker et al., 2008). The goal of the proposed study
was to understand whether the decision-making process used by each company was related to
rational or intuitive styles of decision-making. It was also to understand how and if issues
influenced company management support of the use of an audit committee. A quantitative study
was appropriate for the research because it allowed for a larger sample size, increasing
understanding of the factors that impact decision-making (Greenland & O’Rourke, 1998).
Population and Sampling

The present study was based on secondary data obtained from prior studies. Google
Scholar was used for the primary search. The time frame was from 1994 to 2019 to allow for a
large time period (25 years). In the following table, the first column shows the search term and/or
phrase. The second column shows the number of possible inclusions based on the search term
and/or phrase alone. The third column shows the number of possible inclusions based on the

search term and/or phrase using the Boolean operator ‘and.” The final column shows the number
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of possible inclusions based on the search term and/or phrase using the Boolean operator ‘or.” In
each of these columns, the values were in thousands. Table 1 represents the population for the

present study.

Table 1
Data Search Outcomes

Search Term/Phrase I BO (AND) BO (OR)
Decision for audit committee 312.2 513.9 546.4
Impact of audit committee 389.8 590.4 473.1
Characteristics of audit committee 493.6 381.3 570.4
Board 'of director characteristics audit 599 6 3013 3809
committee
Audit committee company earnings 334.5 466.3 499.1
Risk management audit committee 553.3 313.8 502.5
Risk management company earnings 575.0 411.1 418.7
Risk management corporate governance 585.3 300.2 367.6
Audit committee fraud 554.8 512.7 498.9
Financial statement fraud audit committee 548.1 493.8 562.7
Audit committee quality 384.4 5854 336.0
Audit committee internal control 565.0 516.5 374.3
Audit committee independence 363.0 335.9 421.8
Audit committee impact earnings 323.0 322.0 485.0
Audit quality impact 3233 574.0 307.7
Totals 6,904.9 6,618.6 6,745.1

To be considered for inclusion, the full-text PDF had to be available. This eliminated an
estimated 60% of the possible inclusions from 202,686,000 to 81,074,000. These titles were
checked for being in the English language, leading to a reduction of 5% of the 81,074,000 to
77,021,000. Next, the abstracts were reviewed to determine the type of study, where the studies
considered for inclusion were quantitative or empirical in nature. Due to this requirement, 75%
of the 77,021,000 were excluded, making the possible pool 19,255,000.

For each of the search terms and/or phrases (and combinations thereof), the first 10 valid
possibilities based on being full-text and in English, were considered. This led to a potential
selection of 450. The titles of the articles were entered into Microsoft Excel. First, the articles

were sorted alphabetically. Next, using the rand () function, a random number was placed in the
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next column for each of the articles. Finally, the articles were re-sorted based on smallest to
largest by the random number generated. With this random selection, a quality assessment matrix
was completed.

The quality assessment matrix was modified from Downs and Black (1998) tool used
within the medical field. This assessment tool was beneficial because it collects information
about independent studies and provides a score based on the number of ‘yes’ responses to each
question. The questions were shown below.

e Was the study published between 1994 and 2019?

*  Was the study related to the topic of audit committees and decision-making relating

to the use of audit committees?

e Does the study contain empirical/quantitative data?

e Was the study written in a clear and logical manner?

e Were the different sections of the study clearly titled and separated?

e Was the purpose/objective of the study clear?

¢ Does the author provide a transparent methodology that can be replicated?

e Were the findings presented in an easy-to-follow way?

e  Were the findings presented based on the preceding methodology?

¢ Does the author offer clear conclusions and recommendations?

As can be seen, each of these questions may be answered with a ‘yes’ (worth one point) or ‘no’
(worth zero points). Upon answering each question, the number of ‘yes’ responses were totaled
for each source; the quality ranges possible were 0 to 3 (low quality), 4 to 6 (moderate quality),
and 7 to 10 (high quality). In order to be included in the present study, the individual sources had

to have a quality score of at least 6. The first 34 studies that met this requirement were included
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in the present study as the sample (see Appendix A). The average quality score was 7.6,
representing an overall high quality of sources.
Materials

The materials for the proposed study were secondary data sources from prior researchers.
These materials, specifically, were prior research studies conducted. The studies were found
based on the procedures in the prior section. No permissions were required as the studies were
previously published and were publicly available.
Operational Definitions of Variables

The means and standard deviations were obtained for Likert scale statements (referring to
studies where participants provided opinions regarding specific statements) regarding the
variables: use of audit committee for the prevention of fraud, obtaining better financial
statements, increased shareholder trust, improved transparency, and better oversight of
accounting policies and activities. The scales found in the studies were based on 1 to 5 scale,
where 1 meant the participant strongly disagreed and 5 meant the participant strongly agreed.
Likert scale statements of interest were regarding the high cost, the belief of the effectiveness of
the current policy, the current use of internal controls, and the lack of requirement to use audit
committees, and regarding preference of using audit committees to meet legal standards. The
operational definitions of variables were described below.

Table 2
Operational Definition of Variables

Variable Operational Definition Type

Measured through a Likert scale of 1 to 5 (strongly
disagree to strongly agree) and is based on the
perceptions of the participant regarding audit

committees and their impact on prevention of fraud

Prevention of fraud Ordinal

Measured through a Likert scale of 1 to 5 (strongly
disagree to strongly agree) and is based on the
perceptions of the participant regarding audit Ordinal

committees and their impact on obtaining better
financial statements

Obtaining better
financial statements
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Measured through a Likert scale of 1 to 5 (strongly

Better oversight of disagree to strongly agree) and is based on the
accounting policies perceptions of the participant regarding audit Ordinal
and activities committees and their impact on better oversight of
accounting policies and activities
Measured through a Likert scale of 1 to 5 (strongly
) disagree to strongly agree) and is based on the .
High cost perce%tions of thegp}ellrtzigcrip;nt regarding the high Ordinal
cost of implementing an audit committee
Measured through a Likert scale of 1 to 5 (strongly
Effectiveness of the disagrpe to strongly z}gree) and 1s based on the ‘ '
current policy percept10n§ of the participant regarding how audit Ordinal
committees are not needed because of the
effectiveness of the current policy
Measured through a Likert scale of 1 to 5 (strongly
Current use of disagr'ee to strongly ggree) and is 1t?ased on the ‘ ‘
internal controls percep!:lons of the participant regarding how audit Ordinal
committees are not needed because of the current
use of internal controls
Measured through a Likert scale of 1 to 5 (strongly
Lack of requirement disagree to strongly agree) and is based on the
to use internal perceptions of the participant regarding how audit Ordinal
controls committees are not needed because there is a lack of
requirement to use internal controls
Measured through a Likert scale of 1 to 5 (strongly
Meet legal standards disagree to strongly agree) and is based on the Ordinal

perceptions of the participant regarding of how audit
committees are not needed to meet legal standards

Study Procedures

51

Data were collected based on the terms identified in the population and sampling section.

The collected data were synthesized for the creation of a single data set for answering the

hypothesis. This is described in the following section.

Data Collection and Analysis

Data were obtained, as discussed previously, for the studies of interest. Descriptive

statistics were obtained from the individual studies. This includes the number of participants and

the factors impacting the decision to (not) implement an audit committee. The statistics obtained

were the mean and standard deviation.
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A forest plot was constructed to provide a graphic representation of the estimated results
from the meta-analysis and the individual studies (Lalkhen & McCluskey, 2008). The forest plot
includes the measure of effect, typically the odds ratio, for the individual studies. When engaging
in plotting, the studies were ordered chronologically, where no significance was based on the
order of individual studies. The measure of effect was used to show symmetrical results without
emphasizing the ratio differences (Lewis & Clarke, 2001). The difference being considered was
the standardized mean difference, leading to the calculation of confidence intervals. It was
recognized that less reliable data may be found if the confidence intervals have greater range.
Forest plot weights were based on the percentage derived from number of individual study
participants against total participants in all studies. Next, the descriptive statistics were combined
to create a single set of descriptive statistics for the present study based on all remaining studies
after eliminating outliers — resulting in a mean, standard deviation, kurtosis and skewness,
coefficient of variation, minimum, and maximum. The standardized residuals were determined to
see if the data were normalized. If not, the data were normalized through using the natural log of
the values collected — a common mechanism used for normalization purposes (Greenland &
O’Rourke, 1998; E. Walker et al., 2008). The weights were recalculated based on the finalized
data set. Hypothesis testing was conducted using the chi square test of independence based on
the confidence intervals.
Assumptions
Despite the many benefits of the meta-analysis, there were also some limitations. To

begin with, the use of several smaller studies within a meta-analysis does not allow for
comprehensive predictions of a large study. Moreover, it may not be possible to control bias in
the comprehensive study, nor can the researcher correct any bias that may have been found in

individual studies. It was assumed that the data from the studies are accurate. The normalization
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of data assisted in correcting this limitation, as did the inclusion of methodologically sound
studies (LeLorier et al., 1997).

Limitations

Some opponents of the meta-analysis recognize that there were concerns relating to
publication bias. Individual studies with no expected publication bias were found within the
normalized plots on the forest plot — meaning, they were not outliers. The exclusion of outliers
assisted in reducing publication bias (Rosenthal, 1979). Secondary data are limited in that it is
based on the original researcher’s interpretation. Meta-analyses are also limited in relation to the
procedures that must be followed.
Delimitations

Because the data obtained were based on summary data, hypothesis testing was being
conducted using the Chi square. Thus, only one weight method was used. The previously
described method of determining weights based on participants were used for the chi square test
(Greenland & O’Rourke, 1998). Another limitation was the time frame of 1994 to 2019.
Ethical Assurances

The study was based on secondary data. Moreover, IRB confirmed that the study does not
involve human subjects. Therefore, no ethical requirements exist in relation to the sample. The
researcher treated all data with the same viewpoints and which were unbiased in data selection
and analysis. The data were stored as an encrypted file on a password-protected USB drive and
will remain there for at least 3 years. While it was assumed that the original authors followed the
appropriate ethical procedures when conducting their studies, the present author continued to

ensure that data are kept confidential through ensuring that summary statistics were used and the

data were kept secured.
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Summary

The meta-analysis was being used for the completion of the present study and was based
on quantitative data from up to 75 sources. The original 75 sources were treated and checked for
outliers. Sources that were outliers were eliminated from the final sample size. The meta-analysis
approach was beneficial because accurate results cannot be obtained through one study because
all studies have different outcomes. The meta-analysis allows similar studies to be compared and
a comprehensive set of results to be established. The important consideration is that secondary
data has already been interpreted, so it is important to treat the data fairly and without bias, even
as it is recognized that the prior interpretation may be inaccurate. The next chapter contains the

outcomes of the methodology process.
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Chapter 4: Findings

This quantitative meta-analysis was designed to assess the decision-making processes
regarding how and why audit committees were chosen and used. The present study contributed
to the understanding of motivations for audit committee implementation and the decision-making
process. The research question utilized in the present study was designed for addressing the
problem associated with decision-making in the use of audit committees in financial
management. This particular study is of important because it provides insight into the decision-
making process regarding audit committees and audit oversight (Fitzgerald & Giroux, 2014).
This significance is derived from the far-reaching consequences that are possible from the
decision to or to not utilize an audit committee on different issues, such as debt financing and
internal accounting control and fraud prevention (Beckett-Camarata & Grizzle, 2014; Rich &
Zhang, 2014; Vollmer, 2016; Zager et al., 2016; Zhang & Rich, 2016). The remainder of the
present chapter contains information regarding how the study was conducted and the outcome of
that procedure.
Description of Populations Used

Study data may be found in Appendix B. Much of the analysis was based on the number

of participants per each study. This information is summarized in the following table.

Table 3
Study Participants
Number of
Study Participants
Abdullah (2006) 643
Aikins (2015) 515
Badara and Saidin (2014) 321
Beasley (1996) 339
Beattie et al. (2014) 198
Bédard and Paquette (2010) 972
Benjamin and Karrahemi (2013) 460
Bohm et al. (2016) 222
Bradbury and Mak (2004) 614
Carcello et al. (2006) 192
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Christ et al. (2015) 825
Christensen et al. (2019) 970
Cohen et al. (2014) 128
DeZoort et al. (2002) 287
Dionne and Triki (2005) 661
Emeh and Appah (2013) 292
Enofe et al. (2013) 579
Hayek (2015) 482

Islam et al. (2010) 163
Ittonen et al. (2010) 382

Klein (2002) 396

Lennox and Park (2007). 725
Lietal. (2012) 273
Mangena and Tauringana (2008) 665
Matkin (2010) 333

Owolabi and Dada (2011) 511

Qi and Tian (2012) 541
Scarbrough and Raghunandan (1998) 388
Srinivasan and Richardson (2005) 764
Sutopo et al. (2017) 391
Wilbanks et al. (2017) 638

Wu et al. (2016) 365

Zager et al. (2016) 491

Zain et al. (2006) 195

The total sample size was 15,923 participants across 34 studies. This leads to an average of 468.3
participants per study. The following table shows the descriptive statistics (mean (M), standard
deviation (SD), kurtosis (K), skewness (S), coefficient of variation (CV), minimum (MIN), and
maximum (MAX)) of the demographic information collected. The second column of the table
also shows mean (M) and standard deviation (SD). This denotes the mean and standard deviation

of the variable under consideration, of which descriptive statistics were obtained.

Table 4
Demographic Information Descriptive Statistics
M SD K S CvV MIN MAX
Decisionto M 0.46 0.29 -0.74 0.40 62.94% 0.03 0.99
use audit 048 030  -1.00 010  6271% 000 097
committees
Decisionto M 0.53 0.29 -1.08 -0.37 54.55% 0.01 0.92
notuseaudit g 45 027 078 047  5923% 001 099
committees
0.25 -0.38 -0.04 52.20% 0.00 0.96
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carnings  SD _ 0.50 031 120 0.08 62.22%  0.02 1.00
No M 056 0.30 -1.24 0.17  53.98%  0.02 0.99
improved ¢y o4 0.28 -0.92 047  46.12%  0.04 1.00

earnmgs
Asset size 1252 1.80 -1.33 0.28 1437%  10.15  15.82
SD 434 2.62 -1.01 023  6047%  0.16 8.78

There was a higher decision to not use audit committees (0.53) than there was to use
audit committees (0.46) per the means of the studies. However, the standard deviations in both
cases were similar (0.48 as compared to 0.45), suggesting that there was little variance. The
kurtosis and skewness in both categories (decision to use audit committees and decision to not
use audit committees) both show a distribution that was normal at -3 to 3. The coefficient of
variation for the decision to use audit committees was higher than the decision to not use audit
committees. It was also noted that the mean for no improved earnings (0.56) was higher than that
of improved earnings (0.49). Again, in both cases, the kurtosis and skewness showed a normal
distribution. The coefficient of variation was higher in the case of improved earnings than the
case of no improved earnings. Finally, the asset size has a normal distribution through the
kurtosis and skewness, where the largest asset size was 15.82 and the smallest was 10.15.
Treatment of Data for Hypothesis Testing

The collected data from the studies were the mean and standard deviation, which may be
used to determine the upper and lower confidence interval. Using Microsoft Excel, the
confidence interval may be calculated as: X £ C. In this case, X represents the sample mean and
C refers to the outcomes of the function =confidence(A4,SD,X), where 4 represents the alpha of
0.05 (a standard value used for hypothesis testing purposes), SD represents the standard
deviation, and X represents the sample size (number of participants) (Lalkhen & McCluskey,
2008). The upper confidence intervals (UCI) and lower confidence intervals (LCI)were shown in

the following two tables, where the variables were simply listed as A to E for space conservation
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reasons but can be seen in Table 3. Table 5 shows the confidence intervals for the
implementation of audit committees.

Table 5

Confidence Intervals for Implementation of Audit Committees
A B C D E

Study UCI LCI UCI LCI UCI LCI UCI LCI UCI LCI

1 287 278 103 101 197 182 158 145 437 436
417 417 229 227 194 188 504 490 3.13 3.0l
244 242 362 356 364 356 504 496 391 3.89
.51 131 417 401 3.62 341 231 212 492 488
531 517 1.64 146 425 413 239 211 147 131
.30 127 271 262 391 380 3.07 3.06 199 192
355 343 192 178 354 351 1.63 150 125 1.08
297 273 167 157 133 123 132 128 531 5.19
1.76 163 156 143 457 455 126 1.18 498 493
10 454 435 472 450 215 211 458 435 481 476
11 432 419 459 446 424 421 419 408 269 2.6l
12 275 275 433 429 226 221 204 198 423 421
13 147 137 183 153 317 288 221 196 3.02 273
14 1.20 1.05 242 222 487 465 29 282 275 273
15 358 349 484 471 342 331 272 260 436 433
16 292 283 310 3.03 158 141 402 4.02 15 141
17 249 237 282 276 183 179 186 1.76 439 4.29
18 3.89 375 404 398 576 574 433 421 352 342
19 209 195 476 468 430 416 3.14 284 263 234
20 3.11 294 477 473 152 151 447 433 3.66 3.51
21 457 448 124 1.13 1.73 157 341 335 423 414
22 347 336 273 260 388 379 272 259 118 1.11
23 211 207 287 283 324 314 219 219 180 1.60
24 296 293 294 280 390 380 255 244 499 493
25 1.30  1.12 441 421 288 286 582 580 445 437
26 217 216 494 477 347 341 281 270 253 241
27 347 345 262 261 377 368 4.02 395 3.66 3.60
28 307 3.02 392 385 423 409 400 390 119 1.01
29 1.57 155 469 468 1.04 097 253 250 281 279
30 336 328 514 502 533 529 263 261 288 280
31 340 340 587 573 205 201 442 440 498 488
32 505 489 282 280 341 339 213 199 259 255
33 373 365 201 187 139 135 417 407 219 207
34 422 421 315 295 3.07 3.01 399 384 447 433

O 0 3O\ L B W
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Table 6
Confidence Intervals for No Implementation of Audit Committees
A B C D E

Study UCI LCI UCI LCI UCI LCI UCI LCI UCI LCI
1 1.68 166 243 241 378 3.67 244 240 3.18 3.13
2 497 493 550 544 227 219 374 358 3.63 3.61
3 296 286 275 255 587 567 505 499 471 457
4 365 353 1.09 101 474 462 319 316 376 3.68
5 576 566 3.09 285 310 3.08 133 1.17 4.61 445
6 401 399 261 259 111 1.07 287 285 323 3.3
7 483 475 142 135 192 188 195 186 4.09 4.03
8 1.30 124 256 248 1.69 1.69 272 256 288 282
9 3.11 3.01 3.05 290 1.06 097 338 324 211 201
10 394 369 198 196 157 143 3.00 288 205 1098
11 309 3.09 411 404 498 493 1.19 1.14 212 2.06
12 466 463 106 098 348 338 420 4.08 4.66 4.56
13 3.12 3.09 268 251 1.13 092 1.72 1.72 408 3091
14 224 208 446 436 3.66 357 465 4064 490 482
15 237 231 434 428 464 463 147 144 255 252
16 378 363 329 327 172 161 1.70 1.67 1.63 1.59
17 1.62 148 238 238 3.17 312 292 282 480 4.71
18 506 498 3.06 3.00 144 140 344 330 1.73 1.63
19 416 411 334 306 498 496 278 270 4.17 3.89
20 1.64 162 161 142 452 434 294 275 450 431
21 204 192 331 321 352 340 429 413 283 276
22 1.53 140 125 124 430 4.18 279 266 4.14 4.04
23 289 280 158 135 430 426 316 294 191 1.84
24 473 462 292 291 335 324 327 325 162 148
25 403 395 482 466 350 340 460 442 321 3.19
26 470 469 252 245 203 187 336 328 289 273
27 272 262 297 287 494 492 355 346 436 4.28
28 439 422 272 270 476 459 227 216 3.77 3.71
29 191 1.8 326 3.13 505 494 121 1.11 206 192
30 353 351 592 580 1.10 094 447 429 574 570
31 549 549 381 375 221 213 482 480 325 3.17
32 351 344 213 203 493 489 134 121 261 249
33 1.97 189 341 327 343 329 387 383 295 283
34 435 435 163 152 319 295 278 272 275 2.53

The confidence intervals were weighted based on the sample size contribution to the total

sample. The weights were shown in the following table.
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Table 7

Study Weighs

Study Weights
1 4.04%
2 3.23%
3 2.02%
4 2.13%
5 1.24%
6 6.10%
7 2.89%
8 1.39%
9 3.86%
10 1.21%
11 5.18%
12 6.09%
13 0.80%
14 1.80%
15 4.15%
16 1.83%
17 3.64%
18 3.03%
19 1.02%
20 2.40%
21 2.49%
22 4.55%
23 1.71%
24 4.18%
25 2.09%
26 3.21%
27 3.40%
28 2.44%
29 4.80%
30 2.46%
31 4.01%
32 2.29%
33 3.08%
34 1.24%

The next table shows the weighted confidence intervals for the implementation of audit

committees.
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Table 8
Weighted Confidence Intervals for Implementation of Audit Committees

A B C D E
Study UCI LCI UCI LCI UCI LCI UCI LCI UCI LCI

1 0.12 0.11 004 004 0.08 0.07 0.06 006 0.18 0.18
2 0.14 0.13 0.07 007 0.06 006 0.16 0.16 0.10 0.10
3 0.05 005 007 007 0.07 0.07 010 0.10 0.08 0.08
4 0.03 003 0.09 009 008 007 0.05 005 010 0.10
5 0.07 006 002 002 0.05 0.05 0.03 0.03 0.02 0.02
6 0.08 008 0.17 0.16 024 023 0.19 0.19 0.12 0.12
7 0.10 0.10 0.06 005 0.10 0.10 0.05 0.04 0.04 0.03
8 0.04 004 002 002 0.02 0.02 0.02 0.02 007 0.07
9 0.07 0.06 0.06 006 0.18 0.18 0.05 005 0.19 0.19
10 0.05 005 006 005 0.03 003 0.06 005 0.06 0.06
11 022 022 024 023 022 022 022 021 0.14 0.14
12 0.17 017 026 026 0.14 0.13 0.12 0.12 026 0.26
13 0.01 001 0.01 001 003 002 0.02 002 0.02 0.02
14 0.02 002 004 004 0.09 0.08 005 005 005 0.05
15 0.15 0.14 020 020 0.14 0.14 0.11 0.I1 0.18 0.18
16 0.05 005 006 006 0.03 0.03 0.07 0.07 0.03 0.03
17 0.09 0.09 0.10 0.10 0.07 007 0.07 006 0.16 0.16
18 0.1z o0.11 012 o012 0.17 017 013 0.13 0.11 0.10
19 0.02 002 005 005 004 004 0.03 003 003 0.02
20 0.07 007 0.11 0.11 0.04 0.04 0.11 0.10 0.09 0.08
21 0.11 011 0.03 003 0.04 004 0.08 008 011 0.10
22 0.16 0.15 0.12 0.12 0.18 0.17 0.12 0.12 0.05 0.05
23 0.04 004 005 005 006 005 004 004 003 0.03
24 0.12 0.12 0.12 0.12 0.16 0.16 0.11 0.10 021 0.21
25 0.03 002 0.09 009 006 006 012 0.12 0.09 0.09
26 0.07 007 0.16 0.15 0.11 0.11 0.09 0.09 0.08 0.08
27 0.12 0.12 009 009 013 0.13 0.14 0.13 0.12 0.12
28 0.07 007 010 0.09 0.10 0.10 0.10 0.10 0.03 0.02
29 0.08 007 022 022 005 005 012 0.12 0.13 0.13
30 0.08 008 013 012 013 013 0.06 0.06 0.07 0.07
31 0.14 0.14 024 023 0.08 0.08 0.18 0.18 020 0.20
32 0.12 0.11 006 006 0.08 0.08 0.05 0.05 0.06 0.06
33 0.11 011 006 006 0.04 0.04 0.13 0.13 0.07 0.06
34 005 005 004 004 004 004 005 005 0.06 0.05

The next table shows the weighted confidence intervals for no implementation of audit

committees.
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Table 9
Confidence Intervals for No Implementation of Audit Committees
A B C D E
Study UCI LCI UCI LCI UCI LCI UCI LCI UCI LCI
1 0.07 0.07 0.10 0.10 0.15 0.15 0.10 0.10 0.13 0.13
2 0.16 0.16 0.18 0.18 0.07 0.07 0.12 0.12 0.12 0.12
3 0.06 0.06 0.06 005 0.12 0.11 0.10 0.10 0.09 0.09
4 0.08 0.08 0.02 0.02 010 0.10 0.07 0.07 0.08 0.08
5 0.07 0.07 0.04 004 004 004 0.02 0.01 006 0.06
6 024 024 0.16 0.16 007 007 0.18 0.17 020 0.19
7 0.14 0.14 0.04 0.04 006 005 0.06 005 0.12 0.12
8 0.02 0.02 0.04 003 002 002 0.04 004 004 0.04
9 0.12 0.12 0.12 0.11 004 004 0.13 0.12 0.08 0.08
10 0.05 0.04 0.02 002 002 002 0.04 003 002 0.02
11 0.16 0.16 021 021 026 026 0.06 0.06 0.11 0.11
12 028 028 0.06 0.06 021 021 026 025 028 028
13 0.03 0.02 0.02 0.02 001 001 0.01 001 003 0.03
14 0.04 0.04 0.08 0.08 007 006 0.08 0.08 009 0.09
15 0.10 0.10 0.18 0.18 0.19 0.19 0.06 0.06 0.11 0.10
16 0.07 0.07 0.06 0.06 003 003 0.03 0.03 003 0.03
17 0.06 0.05 0.09 009 012 0.11 0.11 0.10 0.17 0.17
18 0.15 0.15 0.09 0.09 004 004 010 0.10 0.05 0.05
19 0.04 0.04 0.03 003 005 005 0.03 003 004 0.04
20 0.04 0.04 0.04 003 0.11 0.10 0.07 0.07 0.11 0.10
21 0.05 0.05 0.08 0.08 009 008 011 0.10 0.07 0.07
22 0.07 0.06 0.06 006 020 0.19 0.13 012 0.19 0.18
23 0.05 0.05 0.03 0.02 0.07 007 0.05 005 003 0.03
24 020 0.19 0.2 0.12 0.14 0.14 0.14 0.14 0.07 0.06
25 0.08 0.08 0.10 0.10 0.07 0.07 0.10 0.09 0.07 0.07
26 0.15 0.15 0.08 0.08 007 006 011 011 0.09 0.09
27 0.09 0.09 010 010 0.17 0.17 0.2 0.12 0.15 0.15
28 0.11  0.10 0.07 0.07 0.12 0.11 0.06 0.05 0.09 0.09
29 0.09 0.09 0.16 015 024 024 0.06 0.05 0.10 0.09
30 0.09 0.09 0.15 014 003 002 011 0.11 0.14 0.14
31 022 022 015 015 009 009 019 0.19 0.13 0.13
32 0.08 0.08 0.05 005 o0.11 0.11 0.03 0.03 0.06 0.06
33 0.06 0.06 0.11 010 0.11 0.10 0.12 0.12 0.09 0.09
34 0.05 005 0.02 002 004 004 0.03 0.03 003 0.03

Finally, the upper confidence intervals and lower intervals for each variable were averaged, as

seen in the following table. The top rows indicate the variables again with A to J.
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Table 10
Averaged Confidence Intervals for Hypothesis Testing
Study A B C D E F G H | J

1 0.11 004 008 0.06 0.18 007 010 0.15 0.10 0.13
2 0.13 0.07 006 0.16 0.10 0.16 0.18 0.07 0.12 0.12
3 0.05 007 007 010 0.08 006 005 0.12 0.10 0.09
4 0.03 0.09 0.07 0.05 010 0.08 0.02 010 0.07 0.08
5 0.07 002 005 0.03 002 007 004 0.04 002 0.06
6 008 0.16 024 0.19 0.12 024 0.16 0.07 0.17 0.19
7 0.10 005 0.10 0.05 0.03 0.14 004 0.05 006 0.12
8 0.04 002 0.02 0.02 007 002 004 0.02 004 0.04
9 0.07 006 0.18 0.05 0.19 0.12 011 0.04 0.13 0.08
10 0.05 006 003 005 006 005 0.02 0.02 004 0.02
11 022 023 022 021 014 016 021 026 0.06 0.11
12 0.17 026 014 0.12 026 028 0.06 021 025 0.28
13 0.01 001 0.02 0.02 0.02 0.02 002 001 0.01 0.03
14 0.02 004 009 005 005 004 008 0.07 008 0.09
15 0.15s 020 0.14 0.11 0.18 0.10 0.18 0.19 0.06 0.11
16 0.05 006 003 0.07 003 007 0.06 0.03 003 0.03
17 0.09 0.10 0.07 0.07 0.16 0.06 0.09 0.11 0.10 0.17
18 0.12  0.12 0.17 0.13 0.11 0.15 0.09 0.04 0.10 0.05
19 0.02 005 0.04 003 0.03 0.04 0.03 0.05 0.03 0.04
20 0.07 0.11 004 0.11 0.09 004 0.04 0.11 007 0.11
21 0.11  0.03 0.04 0.08 0.10 0.05 0.08 0.09 0.10 0.07
22 0.16 0.12 0.17 0.12 0.05 007 006 019 0.12 0.19
23 0.04 005 005 0.04 0.03 0.05 0.03 0.07 0.05 0.03
24 0.12  0.12 016 0.10 021 020 0.12 0.14 0.14 0.06
25 0.03 0.09 006 0.12 0.09 0.08 0.10 0.07 0.09 0.07
26 0.07 016 011 0.09 0.08 0.15 0.08 0.06 0.11 0.09
27 0.12 0.09 0.13 0.14 0.12 0.09 0.10 0.17 0.12 0.15
28 0.07 009 010 0.10 0.03 0.10 0.07 0.11 005 0.09
29 0.07 022 005 0.12 0.13 0.09 0.15 024 0.06 0.10
30 0.08 0.12 013 0.06 0.07 009 014 0.03 0.11 0.14
31 0.14 023 0.08 0.18 020 022 0.15 0.09 019 0.13
32 0.11 006 008 0.05 0.06 008 005 011 003 0.06
33 0.11 006 0.04 0.13 0.07 0.06 0.10 0.10 0.12 0.09
34 005 004 004 005 005 005 002 004 003 0.03

Hypothesis Testing

The hypothesis set was:
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H1o.The factors influencing the use of audit committees were not statistically significant
when companies were making decisions about the use or lack of use of audit committees in their
internal operations.

H1a. The factors influencing the use of audit committees were statistically significant
when companies were making decisions about the use or lack of use of audit committees in their
internal operations.

The hypothesis were tested using the weighted confidence intervals from Table 9, which
were determined from data from the Abdullah (2006), Aikins (2015), Badara and Saidin (2014),
Beasley (1996), Beattie et al. (2014), Bédard and Paquette (2010), Benjamin and Karrahemi
(2013), Bohm et al. (2016), Bradbury and Mak (2004), Carcello et al. (2006), Christ et al. (2015),
Christensen et al. (2019), Cohen et al. (2014), DeZoort et al. (2002), Dionne and Triki (2005),
Emeh and Appah (2013), Enofe et al. (2013), Hayek (2015), Islam et al. (2010), Ittonen et al.
(2010), Klein (2002), Lennox and Park (2007), Li et al. (2012), Mangena and Tauringana (2008),
Matkin (2010), Owolabi and Dada (2011), Qi and Tian (2012), Scarbrough and Raghunandan
(1998), Srinivasan and Richardson (2005), Sutopo et al. (2017), Wilbanks et al. (2017), Wu et al.

(2016), Zager et al. (2016), and Zain et al. (2006)studies.
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The Chi-square test of independence was being used for this analysis at the 0.05 level and
was based on observed values (O) and considered to be the averaged confidence intervals,
expected values (E),1 and the test statistic (T).2 The final table in this section shows the
individual test statistics, the cumulative test statistic and p value. The acceptance or rejection of
the null hypothesis is shown after the last table in this section.
Table 11

Chi Square Test of Independence

A B C D E F G H I J

0.00 0.04 0.01 0.01 0.05 0.01 0.00 0.02 0.00 0.01
0.01 0.02 0.03 0.02 0.00 0.01 0.04 0.02 0.00 0.00
0.01 0.00 0.00 0.01 0.00 0.01 0.01 0.01 0.01 0.00
0.02 0.00 0.00 0.01 0.01 0.00 0.03 0.01 0.00 0.00
0.02 0.01 0.00 0.00 0.01 0.02 0.00 0.00 0.01 0.01
0.04 0.00 0.04 0.01 0.02 0.03 0.00 0.06 0.00 0.00
0.01 0.01 0.01 0.01 0.03 0.04 0.01 0.01 0.00 0.02
0.00 0.00 0.01 0.01 0.04 0.01 0.00 0.00 0.00 0.00
0.01 0.02 0.06 0.03 0.07 0.00 0.01 0.04 0.01 0.01
0.01 0.00 0.00 0.01 0.01 0.00 0.00 0.01 0.00 0.01
0.01 0.01 0.01 0.01 0.02 0.01 0.01 0.02 0.07 0.03
0.00 0.01 0.02 0.03 0.01 0.02 0.08 0.00 0.02 0.02
0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.01 0.00 0.01
0.02 0.01 0.01 0.00 0.00 0.01 0.01 0.00 0.01 0.01
0.00 0.02 0.00 0.01 0.01 0.02 0.02 0.01 0.04 0.01
0.00 0.00 0.01 0.02 0.01 0.01 0.01 0.01 0.00 0.01
0.00 0.00 0.01 0.01 0.02 0.02 0.00 0.00 0.00 0.04
0.00 0.00 0.04 0.01 0.00 0.01 0.00 0.04 0.00 0.03
0.01 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
0.00 0.01 0.02 0.01 0.00 0.02 0.02 0.01 0.00 0.01
0.02 0.03 0.02 0.00 0.01 0.01 0.00 0.00 0.01 0.00
0.01 0.00 0.02 0.00 0.05 0.03 0.03 0.03 0.00 0.03
0.00 0.00 0.00 0.00 0.01 0.00 0.01 0.02 0.00 0.00
0.00 0.00 0.00 0.01 0.03 0.02 0.00 0.00 0.00 0.04
0.03 0.00 0.00 0.02 0.00 0.00 0.01 0.00 0.00 0.00
0.01 0.02 0.00 0.00 0.01 0.02 0.00 0.02 0.00 0.00
0.00 0.01 0.00 0.00 0.00 0.01 0.00 0.01 0.00 0.00
0.00 0.00 0.01 0.00 0.04 0.00 0.00 0.01 0.01 0.00
0.01 0.07 0.04 0.00 0.00 0.01 0.01 0.09 0.03 0.01
0.00 0.00 0.01 0.01 0.01 0.00 0.03 0.06 0.00 0.02

1E=(RxC)/T, where R was the row observed value total; C was the observed column total; and T was the total of
all observed values.
2T =51{(0— E)’} / E, where O was the observed value and E was the expected value.
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0.00 0.02 0.04 0.00 0.01 0.01 0.00 0.04 0.01 0.01
0.04 0.00 0.00 0.01 0.00 0.00 0.00 0.02 0.02 0.00
0.01 0.01 0.02 0.02 0.01 0.01 0.01 0.00 0.01 0.00
0.01 0.00 0.00 0.00 0.00 0.00 0.01 0.00 0.00 0.00
T statistic 3.922
p value 1.00

The null hypothesis cannot be rejected. The factors influencing the use of audit committees were
not statistically significant when companies were making decisions about the use or lack of use
of audit committees in their internal operations.
Evaluation of the Findings

In a quantitative study, Zhang and Rich (2016) discovered that usage of an audit
committee was predicted by lower financial debt funding and an extra conservative technique to
fiscal management. Utilizing a several regression analysis, Zhang and Rich (2016) contrasted
companies that increased revenues with tax obligations and straight solution fees to those who
made bond concerns and got state or federal financing. These writers found that the presence of
an audit committee anticipated lower overall costs, consisting of new financial obligation issues,
and tended to have lower tax obligations and straight costs to taxpayers. Companies with an audit
committee often tended to have lower overall amounts of financial obligation concern no matter
expenses for bond problems (Baber et al., 2013; Zhang & Rich, 2016). These outcomes indicate
using audit committees for advisement in structuring financial debt as it relates to take the
chance of monitoring. Some company stakeholders view that audit committee oversight has the
chance for extra positive financing (Baber et al., 2013; Elder et al., 2015; Fitzgerald & Giroux,
2014; Zhang & Rich, 2016). This finding indicates that the null hypothesis cannot be rejected.
The factors influencing the use of audit committees were not statistically significant when
companies were making decisions about the use or lack of use of audit committees in their

internal operations.
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Summary

It was found that the null hypothesis was retained. In comparison to the possibility for
reduced financing expenses, there was the possibility for higher financial obligation costs. When
sticking to greater audit criteria in addition to roughness of making precise financial declarations,
there was a raised chance for mistake if knowledge was not offered (Baber et al., 2013; Rich &
Zhang, 2014). If mistakes take place after that financial records were re-issued, these
restatements can lead to increased prices of bond problems (Baber et al., 2013; Zhang & Rich,
2016). Discrepancies in financial reports were impactful on financial obligation costs when
scams were involved, however even much less serious circumstances such as slowness in
coverage can affect prices (Blankley et al., 2015; Pizzini et al., 2015; Zhang & Rich, 2016). Less
restatements (Rich & Zhang, 2014) and lower expenses related to the presence of an audit
committee (Fitzgerald & Giroux, 2014; Zhang & Rich, 2016). Some companies have indicated
that they would prefer committee members with some accounting, management, or finance
background; some do not feel that committee oversight was necessary. One of the chief
impetuses mentioned for creating and keeping an official audit committee was that of preventing

and spotting scams in both the public and private fields (Vollmer, 2016).
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Chapter 5: Implications, Recommendations, and Conclusions

Major business fraudulent instances drew much attention before governing initiatives
such as SOX (Sneed et al., 2018). Analysis of cases in the general public market has resulted in
continuing rate of interest in possible policy of these entities (Denison & Gibson, 2013; Elder &
Yebba, 2017). Cases of illegal activity stem from malfeasance by exterior and internal auditors,
absence of oversight and interior controls, and whether audit committees give a suitable solution
(Elder & Yebba, 2017).

Study of companies with systemic fraudulence highlight the demand for adequate
guidance pertaining to companies funding (Sneed et al., 2018). Leaders are expected to exercise
bookkeeping techniques and established interior controls. A need for company advancement and
neighborhood growth led to attempts to keep tax obligation prices affordable by contrast to other
companies. Reduced revenues combined with the region's high leverage setting at some point led
to billions in losses after rates of interest turned in a negative means (Matkin, 2010; Park et al.,
2017).The costs of installing and maintaining inadequate internal controls can give opportunistic
individuals room to commit fraud for personal gain (Jensen & Payne, 2005). Some crimes have
occurred over a 20-year span, and this pointed to both the criminal intentions of the individual
who set up the scam and the continuing lack of oversight. It seems unlikely that there was
potential for inadequate expertise in the vicinity of Washington, D.C. (Sneed et al., 2018; Wells
& McFadden, 2010).

Some companies appear to be particularly vulnerable to politics, deliberate fraud, and
malfeasance due to reasons that include lack of financial expertise and inadequate budgets to
cover the costs of oversight (Huefner, 2011). This lack of expertise may extend to company
financial officers as well as to internal, external, and state auditors. However, state auditors

appeared to be more accurate in terms of finding a greater number of audit exceptions (Carslaw
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et al., 2007).An argument can be made for audit committees with proper expertise as a means to
forestall malfeasance and fraud (Rich & Zhang, 2014; Wilbanks et al., 2017). In the private
sector, restatement and fraud are negatively associated with high activity level, and experienced
audit committees (Abbott et al., 2004); thus, audit committees positively affect financial
reporting and internal controls (Franzel, 2014). In a survey of audit committee members from
134 private sector companies, Wilbanks et al. (2017) found that independent audit committees
are consistent with decreased fraudulent financial reporting. This chapter will cover the
implications, conclusions, and recommendations.

Implications

Given the numbers of both large and smaller companies that do not have audit
committees in place and the wide publicity of fraud cases, it was unclear why some companies
may not push to have audit committee oversight to forestall fraud and corruption (Fitzgerald &
Giroux, 2014; Rich & Zhang, 2014). Pressures from both elected officials and internal politics of
company employees can affect the composition of an audit committee. If an audit committee's
composition provides balanced views and expertise unfettered by outside influences then
conceivably protects a company from political influences both internal and external (Beckett-
Camarata & Grizzle, 2014; Matkin, 2010; Rich & Zhang, 2014; Zhang & Rich, 2016).

Much research on audit committee independence from influence was related to the
private sector analysis. Findings from both the private and public sectors have supported that
even in the post-SOX regulatory environment, the ability of an audit committee to conduct
oversight activities with independence is essential to its effectiveness (Alzeban &Sawan, 2015;
Malik, 2014; Sneed et al., 2018). In companies where there are some committee members who
are independent (i.e., have no financial or personal conflicts of interest), the implementation of

auditor recommendations is perceived to occur more effectively (Alzeban & Sawan, 2015).There
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is an apparent need for independence among those who are external auditors versus internal
auditors and the management, and similarly between audit committee members and other
stakeholders. Baber et al. (2013) defined independence of an audit committee as lack of bias and
conflict of interest as involved in oversight. As part of an effective internal auditing control,
independence represents freedom of internal auditors to conduct their duties apart from those
companies to whom they report.

Issues related to audit committee independence have been studied extensively in the
private sector but less so in the public sector (Elder et al., 2015; Fitzgerald & Giroux, 2014; Rich
& Zhang, 2014; Zhang & Rich, 2016). If the independence of the audit committee fits the
accepted definitions, then it is assumed that members can facilitate the oversight of the auditing
if committee members do not play dual roles within an entity. However, some have argued that
expertise in auditing was singular for specialized knowledge needed for accounting and financial
practice, and the duality of roles for committee members and other stakeholders in this context
was beneficial (Aikins, 2012; Rich & Zhang, 2014; Zhang & Rich, 2016). For example,
financing of operations peculiar to the nonprofit public sector was quite distinct from the raising
of capital and debt structure of private sector concerns. Some evidence supports that those with
specific knowledge, such as internal auditors, may provide more effective oversight than
outsiders can (Aikins, 2012; Elder et al., 2015; Rich & Zhang, 2014; Zhang & Rich, 2016).
Furthermore, some survey evidence supported that organizational knowledge is preserved if
committee members also have an integral role in accounting or auditing (Samelson et al., 2006).

The presence of an effective audit committee can moderate the influence of auditor
experience level on audit outcomes (Badara & Saidin, 2014); that is, an audit committee appears
to enhance the influence of auditor expertise on audit quality such that committees can augment

whatever level of experience was available. Potentially less experienced auditors may have more
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influence on audit outcomes if the presence of an audit committee improves audit outcomes. In a
seminal study of audit quality, Samelson et al. (2006) provided evidence to support that audit
committees with members who serve in oversight roles as well as internal department roles were
associated with departments that have higher perceptions of audit quality. Rich and Zhang (2014)
found that completely independent audit committees were not associated with fewer reports of
internal weaknesses in accounting and reporting. In other words, independence may not always
be advised where expertise for audit committees was limited. In a more recent study, Zhang and
Rich (2016) found that debt costs for a company was lower and costs tend to be lowest among
those where there was demonstrable independence for an audit committee. Expertise can
contribute to cost saving despite some issues with committee members' lack of broader
knowledge.

The effective use of audit committees to mediate relationships among stakeholders
involved in financial management has important implications for perceptions of audit quality.
Auditors, audit procedures, and produced audit reports were perceived to be of higher quality
when audit committees are involved (Cagle & Pridgen, 2015; Modlin, 2014, 2016; Pridgen &
Wang, 2012; Samelson et al., 2006). These outcomes hinge on the behaviors of all stakeholders;
for example, auditors who are more communicative are perceived as more competent, and
companies who interact with auditors and respond to benchmarks set in audit reports are
perceived as more effective. Because audit committee members can play a direct role in
facilitating these communications, the committee may be pivotal to enhancing audit quality
(Aikins, 2012; Cagle & Pridgen, 2015). Company financial management are moving away from
the use of overall performance management systems due to costs of installing and maintaining
complex systems (Sanger, 2013). However, evidence supports that formation of an audit

committee alone can affect the quality of financial management through enhancing the
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company's organizational structure. This suggests that the use of an audit committee may well
serve as a lower cost partial solution for improved performance (Rich & Zhang, 2014).

Some costs, such as the expenses of restatements may increase, some companies with
audit committees tend to have lower debt costs and fewer restatements (Baber et al., 2013; Elder
et al., 2015; Zhang & Rich, 2016). Companies with audit committees tend to have fewer auditing
exceptions and qualified experience and consequently reduced costs (Fitzgerald & Giroux, 2014;
Zhang & Rich, 2016). Audit committees are additionally connected with boosted inner
accountancy treatments and controls, along with better public trust fund of the procedure
(Fitzgerald & Giroux, 2014; Rich & Zhang, 2014; Zhang & Rich, 2016). In some cases, few
prices are included by using even more extensive accountancy methods, despite the lack of
uniformity across the United States (Spreen & Cheek, 2016). Audit committee members are
expected to be independent of a company's internal financial procedure and add to rigorous
oversight no matter the accountancy techniques utilized (Zhang & Rich, 2016). The
independence of audit committees is linked with lowered fraudulence and costs of scams
(Beckett-Camarata & Grizzle, 2014; Elder et al., 2015).

Some companies perceived no relationship between audit committee oversight and audit
quality (Badara & Saidin, 2014; Fitzgerald & Giroux, 2014). The choice to form an audit
committee was likely based in part on idiosyncratic perceptions of decision-makers about audit
committee audit quality evaluations. A conflict of interest may exist where companies decide to
implement audit committees, but audit committees also have oversight over management
(Aikins, 2015).In summary, the concerns affecting the decision-making procedure consist of
prices, scams, financial security, public and political stress, company management disputes of
rate of interest with audit committees, and the prospective accessibility of candidates (Rich &

Zhang, 2014; Samelson et al., 2006). Company administration can evaluate audit high quality
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subjectively or logically; but it was unclear just how they choose to have an audit committee or
not (Fitzgerald & Giroux, 2014). The findings of the present study confirmed these results.

This study was considerable since there is a requirement for insight into how companies
choose making use of audit oversight using development of audit committees (Fitzgerald &
Giroux, 2014). The decision to utilize an audit committee can have far-reaching consequences on
problems such as interior bookkeeping control, funding of financial obligation, and prevention of
scams (Beckett-Camarata & Grizzle, 2014; Rich & Zhang, 2014; Vollmer, 2016; Zager et al.,
2016). The economic downturn of the late 2000s caused decreasing tax obligation base in lots of
locations, and this produced a demand to be traditional in the management of public funds
(Denison & Gibson, 2013; Fitzgerald & Giroux, 2014). Therefore, keeping track of financial
coverage and procedures can be substantial. There are lots of competing factors to consider for
companies to make choices regarding financial oversight (Cagle & Pridgen, 2015).

The GAO (2016) has created constant reports over the last numerous years as a
component of setting up and keeping an eye on audit top quality and financial oversight.
Concerns over low quality audits have been continuing. There has been much less research study
of the high quality of auditing used in the economic sector (Alzeban & Sawan, 2015; Modlin,
2014).

Related practices and several models work to integrate right into the structure for this
research study such as: sensible planning model for public management, contingency designs for
decision-making, and decision concept add to comprehending the trouble (George et al., 2016).
The technique of sensible planning includes utilizing unbiased efficiency actions as the basis for
developing goals and making decisions (R. Walker et al., 2013). Whereas backup designs of
decision-making originate from the idea of backup concept that there is nobody ideal method of

arranging a system, which indicates that there was no one best method to choose (George et al.,
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2016). Contingency models leave open the possibility that some decisions might be made by
user-friendly, detailed, and heuristic thinking, or as rational and normative reasoning, or some
combination of these. In order to make choices associated with audit committee usage,
management depends on contextual conditions that were distinct across companies (Ahmed et
al., 2014; Fitzgerald & Giroux, 2014; Modlin, 2014; Rich & Zhang, 2014). The findings of the
present study confirmed these studies.

Decisions related to accounting, auditing, and financial management were rooted in an
objective measure used in rational style decision-making, which may as well be linear in nature
due to the quantitative aspects of these activities (George et al., 2016; Otley, 2016). In practice,
assessments of auditing quality and audit committee reports can be subjectively based and
require feedback loops. Behaviors and attributes of stakeholders can be significant to the
development of audit opinions/exceptions in audit reports as well as assessment of quality of
audits and internal controls (Cagle & Pridgen, 2015; Modlin, 2014). Financial decisions and
auditing oversight functions can be particular, as were accounting procedures, company size, and
financial status and history (Cagle & Pridgen, 2015; Carslaw et al., 2012; Fitzgerald & Giroux,
2014; Modlin, 2014; Rich & Zhang, 2014; Samelson et al., 2006).

There was much debate among researchers about the effectiveness of rational planning in
the public sector (George et al., 2016). There was little evidence to support that in practice
rational planning produces better decisions and facilitates strategic planning (Sanger, 2013).
Considering rational planning as a facet of the conceptual framework for this study may provide
a stark contrast as to how many companies make decisions given that it was unclear how widely
use the framework was and whether better quality decisions were made with rational planning
(George et al., 2016; Sanger, 2013). Participants in this study, includes company management

who have competing issues to consider, including the use of audit committees. They were not
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immune from issues such as political pressures and public opinion. Financial decisions and
auditing oversight were performed under contexts that were distinct to a company, such as
differing accounting and auditing procedures, company size and financial status (Fitzgerald &
Giroux, 2014; Modlin, 2014; Rich & Zhang, 2014).

As relevant to this study, companies that stress the use of performance measures as
consistent with the model may attempt to impose on companies a rational decision-making style
(Ahmed et al., 2014). To practice a rational planning method, decision criteria must be well-
defined and adequate measurements made available (Ahmed et al., 2014; R. Walker et al., 2013).
Where performance measurement methods were not imposed then unquantifiable factors affect
decisions, and some companies may depend on intuitive and descriptive decision-making or fall
back on irrational thinking (Ahmed et al., 2014; George et al., 2016).

The value of audit committees as a form of governance and oversight has been well-
studied in the private sector (DeFond & Zhang, 2014; Franzel, 2014). Public auditing has
received less research attention than the private corporate sector has, and specifically the use of
audit committees has received less study attention (Baber et al., 2013; Rich & Zhang, 2014). For
both the private and public sectors, ideal audit committees were expected to be unbiased
evaluators of an entity's financial soundness, mediators for the various types of audits, auditors,
upper-level management, reviewers of external financial statements, and overseers of
management practices (Baber et al., 2013). Specifically, activities of audit committees can
include oversight of internal control systems, risk management, meetings with external auditors
(Baber et al., 2013; Zhang & Rich, 2016).

Although the GFOA, a leading professional organization has endorsed the use of audit
committees for several decades, some states do require it, but there was no federal mandate for

the use of audit committees (Carslaw et al., 2012; Fitzgerald & Giroux, 2014; Sneed et al., 2018).
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Repeated recommendations for company audit committee function have become increasingly
similar to federal regulations for the private sector; however, lack of legal mandate for adherence
to many of the details of accounting, auditing, and financial reporting leaves flexibility for
meeting the needs and prescribed roles as identified by GFOA and researchers (Khumawala et
al., 2014; Ruppel, 2017; Zhang & Rich, 2016). There was little evidence as to how companies
may specifically use audit committee, particularly since company needs likely carry more weight
for stakeholders decisions (Rich & Zhang, 2014; Vermeer et al., 2009), especially where there
were no requirements as to how or whether to use a committee.

Before more recent studies, results from seminal studies supported that audit committees
were sometimes used in ways that were more active than in the advisory capacities as suggested
by GFOA (2018) and the GAO (2016). For example, in a survey study, some companies
indicated that their audit committees had wide-ranging roles including developing financial
information for company management rather than just an oversight role with financial
statements. Evidence from quantitative survey studies supported that committee influence can
reach as far as to make suggestions for improved services that were more efficient and effective
(West & Berman, 2003). West and Berman (2003) reported that in addition to oversight duties,
company use of committees sometimes extends to advice concerning legal compliance and
improvement initiatives that were broader than those of financial management. Since early
studies, other authors have provided some evidence that audit committee played a role in fraud
prevention practices (Bruynseels & Cardinaels, 2014; Elder & Yebba, 2017; Kilgore et al., 2014;
Phillips & Dorata, 2013; Vollmer, 2016) by monitoring internal accounting controls. However,
other reports suggest that fraud in companies was stable or growing slowly (Sneed et al., 2018).

The factors influencing the use of audit committees were not statistically significant when
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companies were making decisions about the use or lack of use of audit committees in their
internal operations.

Recommendations for Practice

Practically, it is recommended that companies engage audit committees. However, it is
also acknowledged that not all companies will be willing to do so. As a result, it is suggested that
companies establish effective internal controls that allow for auditing. Further actions involve a
thorough understanding of audit rules and legislation, which will help companies engage in their
activities in an appropriate manner. Other practical recommendations involve evaluating the use
of audit committees based on different circumstances (Vollmer, 2016). These efforts would be
beneficial because they would provide indications to companies when and how audit committees
would be most beneficial. While audit committees are seen as being invaluable (Elder & Yebba,
2017), there are also indications that in-house audit departments may be more effective. Not only
may this save time, but it may save money in the long run through establishing procedures that
would assist in protecting the company. Other suggestions involve the possibility that audit
committees may not be beneficial for all companies in the long run. Therefore, it may be
indicated that some companies only need to engage an audit committee part-time. This, too, may
be more cost effective for many smaller companies.
Recommendations for Future Research

Future research should be conducted based on primary data from companies that engage
in audit committees. Moreover, future research should be based on quantitative and qualitative
data from primary or secondary sources. For example, the present study focused on studies that
were already completed. New studies can focus on specific companies within a specific country
(or multiple countries) or industry. This would help in showing better information regarding the

decision to engage in an audit committee. By engaging in this form of research, it will be
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possible to obtain information that justifies decision-making regarding the use of audit
committees. In fact, this type of this study would provide further information regarding the types
of companies regarding their decision to use audit committees. A qualitative study would also be
highly beneficial in the present study through the indications of how the company makes the
decision to engage audit committees.

Conclusions

Researchers have begun to seek solutions that are based on dynamic models of
performance management for companies (Bianchi & Williams, 2015). Bianchi and Williams
(2015) criticized static, whole organization performance management systems in practice and as
an empirical-theoretical research approach because these systems do not capture a key
component: changing behaviors of employees and other stakeholders in response to performance
measurement (Vakkuri and Meklin, 2006) showed that a performance tool such as budget setting
can become a game by which companies gain political control of employees at a work setting. It
may be that communicative behaviors of audit committee members and key stakeholders were
critical to successful use of an audit committee as a dynamic tool to govern financial
accountability (Aikins, 2012; Cagle & Pridgen, 2015).

Researchers and stakeholders consider audit committees as potential mechanisms for the
oversight of financial reporting in the private and public sectors (Knechel, 2015; Malik, 2014).
Audit committees audit by providing independent reconciliation and evaluation of audit reports,
as mandated, in part, by the Government Financial Officers Association (GFOA) (Abbott et al.,
2016; GFOA, 2018). Some of the roles of audit committees are to interact with auditors, board
members, and company management during an audit and post-audit (GFOA, 2018). Under the
United States' SOX regulations for the private sector, federal regulations require companies to

use audit committees. These differences may influence decisions about whether to use an audit
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committee or not (Fitzgerald & Giroux, 2014; GFOA, 2018). It is acknowledged that there is
potential for higher costs in using an audit committee (Alzeban & Sawan, 2015). The use of audit
committees can increase administrative and direct costs (Baber et al., 2013; Fitzgerald & Giroux,
2014); and the costs can include the compensation given to audit committee members (Elder et
al., 2015). The use of audit committee predicts increased restatements of public financial reports

and associated costs (Rich & Zhang, 2014).
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Appendix A: Quality Assessment Matrix
The following table contains the completed quality assessment matrix, showing the

studies utilized in the present study.
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Appendix B: Study Data
The following three tables provide study related information. The first table provides the
number of participants and mean (M) and standard deviation (SD) of demographic data (the
decision to use an audit committee, earnings improvement after implementing an audit

committee, and asset size).

Decision to use audit Improved earnings after audit |
Study N Yes No Yes No Asset Size>
M SD M SD M SD M SD M SD
1 643 0.47 0.58 0.92 0.15 0.41 0.47 0.88 0.52 10.15 4.86
2 515 0.39 0.20 0.14 0.30 0.41 0.21 0.75 0.76 10.68 6.87
3 321 0.63 0.87 0.08 0.21 0.48 0.38 0.70 1.00 13.71 3.73
4 339 0.20 0.05 0.52 0.18 0.78 1.00 0.11 0.91 15.44 4.35
5 198 0.36 0.59 0.92 0.67 0.71 0.85 0.33 0.36 13.38 6.49
6 972 0.13 0.80 0.51 0.10 0.06 0.79 0.02 0.38 10.52 5.63
7 460 0.50 0.32 0.52 0.97 0.18 0.47 0.79 0.88 12.34 5.16
8 222 0.11 0.00 0.83 0.54 0.40 0.82 0.80 0.38 10.32 8.78
9 614 0.18 0.44 0.62 0.26 0.93 0.36 0.83 0.25 13.70 5.98
10 192 0.93 0.42 0.41 0.20 0.58 0.11 0.25 0.58 15.82 4.76
11 825 0.36 0.80 0.33 0.21 0.68 0.14 0.28 0.86 14.95 7.20
12 970 0.38 0.92 0.17 0.21 0.93 0.49 0.43 0.59 11.52 6.79
13 128 0.85 0.01 0.90 0.43 0.53 0.68 0.45 0.32 10.65 4.50
14 287 0.99 0.26 0.66 0.41 0.46 0.56 0.66 0.89 15.23 3.43
15 661 0.67 0.37 0.60 0.52 0.47 0.34 0.97 0.92 12.23 3.34
16 292 0.95 0.84 0.60 0.64 0.80 0.32 0.99 0.78 13.03 8.69
17 579 0.57 0.88 0.75 0.89 0.96 0.55 0.55 0.71 12.47 4.24
18 482 0.96 0.03 0.91 0.38 0.28 0.10 0.85 0.35 11.46 5.84
19 163 0.89 0.65 0.35 0.71 0.59 0.65 0.70 0.56 14.25 5.02
20 382 0.59 0.94 0.11 0.71 0.46 0.82 0.05 0.88 12.22 6.13
21 396 0.75 0.59 0.58 0.48 0.66 0.37 0.96 0.89 11.09 6.41
22 725 0.03 0.20 0.24 0.01 0.07 0.39 0.32 0.94 11.63 8.23
23 273 0.32 0.52 0.67 0.13 0.36 0.05 0.66 0.84 12.10 6.87
24 665 0.03 0.01 0.77 0.81 0.00 0.61 0.89 0.22 10.41 4.16
25 333 0.12 0.97 0.77 0.45 0.26 0.02 0.48 0.43 10.28 4.12
26 511 |0.57 0.64 0.84 0.32 0.51 0.51 0.18 0.45 10.81 0.56
27 541 ]0.28 0.57 0.06 0.27 0.44 0.08 0.93 0.64 14.27 0.86
28 388 10.43 0.53 0.84 0.48 0.40 1.00 0.29 0.04 14.66 0.90
29 764 | 0.35 0.26 0.61 0.83 0.77 0.15 0.42 0.17 14.64 0.42
30 391 |0.44 0.50 0.40 0.99 0.74 0.79 0.44 0.86 11.14 0.16
31 638 |0.34 0.04 0.01 0.79 0.40 0.88 0.11 0.86 11.47 1.00

3 Asset size was presented as the natural log. This treatment was continued for the present study.
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32 365 |0.03 0.36 0.47 0.34 0.03 0.88 0.58 0.69 10.18 0.18
33 491 ]0.28 0.57 0.06 0.27 0.44 0.08 0.93 0.64 14.27 0.86
34 197 |0.43 0.53 0.84 0.48 0.40 1.00 0.29 0.04 14.66 0.90
The second table provides the mean (M) and standard deviation (SD) for the reasons for
implementing an audit committee.
Improved Improved
Fraud Financial Improved Improved .
Study Prevention Statement Investor Trust Transparency A(;comgtlll: £
Reporting versight
M SD M SD M SD M SD M SD
1 2.83 0.55 1.02 0.10 1.89 0.96 1.52 0.86 4.36 0.06
2 4.17 0.05 2.28 0.11 1.91 0.39 4.97 0.77 3.07 0.70
3 2.43 0.13 3.59 0.30 3.60 0.35 5.00 0.34 3.90 0.12
4 1.41 0.92 4.09 0.72 3.52 0.97 2.21 0.89 4.90 0.17
5 5.24 0.48 1.55 0.63 4.19 0.45 2.25 0.99 1.39 0.57
6 1.29 0.23 2.66 0.72 3.86 0.89 3.07 0.08 1.95 0.55
7 3.49 0.66 1.85 0.79 3.53 0.17 1.57 0.68 1.17 0.94
8 2.85 0.95 1.62 0.40 1.28 0.38 1.30 0.17 5.25 0.48
9 1.69 0.80 1.50 0.85 4.56 0.14 1.22 0.51 4.96 0.27
10 4.44 0.69 4.61 0.77 2.13 0.13 4.47 0.79 4.79 0.18
11 4.25 0.99 4.53 0.91 4.23 0.19 4.14 0.77 2.65 0.54
12 2.75 0.01 4.31 0.34 2.23 0.39 2.01 0.47 4.22 0.20
13 1.42 0.29 1.68 0.85 3.02 0.82 2.08 0.72 2.87 0.85
14 1.13 0.63 2.32 0.86 4.76 0.96 2.89 0.60 2.74 0.09
15 3.54 0.56 4.78 0.83 3.36 0.77 2.66 0.77 4.34 0.19
16 2.88 0.39 3.06 0.29 1.50 0.75 4.02 0.00 1.49 0.64
17 2.43 0.71 2.79 0.41 1.81 0.23 1.81 0.55 4.34 0.64
18 3.82 0.81 4.01 0.35 5.75 0.16 4.27 0.68 3.47 0.52
19 2.02 0.46 4.72 0.25 4.23 0.47 2.99 0.96 2.48 0.94
20 3.03 0.89 4.75 0.19 1.51 0.06 4.40 0.69 3.59 0.76
21 4.53 0.47 1.18 0.55 1.65 0.82 3.38 0.31 4.18 0.43
22 3.42 0.72 2.67 0.89 3.83 0.56 2.66 0.91 1.15 0.48
23 2.09 0.17 2.85 0.15 3.19 0.41 2.19 0.01 1.70 0.84
24 2.94 0.14 2.87 0.95 3.85 0.68 2.49 0.73 4.96 0.36
25 1.21 0.88 4.31 0.93 2.87 0.11 5.81 0.12 4.41 0.34
26 2.16 0.07 4.86 0.94 3.44 0.40 2.76 0.59 2.47 0.70
27 3.46 0.10 2.61 0.08 3.73 0.54 3.98 0.45 3.63 0.38
28 3.04 0.25 3.89 0.32 4.16 0.71 3.95 0.48 1.10 0.91
29 1.56 0.13 4.68 0.04 1.01 0.47 2.51 0.16 2.80 0.12
30 3.32 0.37 5.08 0.59 5.31 0.21 2.62 0.07 2.84 0.42
31 3.40 0.05 5.80 0.90 2.03 0.30 4.41 0.14 4.93 0.64
32 4.97 0.78 2.81 0.07 3.40 0.10 2.06 0.68 2.57 0.20
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33

3.69

0.40

1.94

0.83

1.37

0.26

4.12

0.51

2.13

0.70

34

4.21

0.03

3.05

0.74

3.04

0.20

3.92

0.53

4.40

0.48

The final table provides the mean (M) and standard deviation (SD) for the reasons for not

implementing an audit committee.

Prefer to Use
Effectiveness of Current Use Mandated
High Cost . of Internal Not Required .
Study Current Policy Oversight
Controls .
Requirements
M SD M SD M SD M SD M SD
1 1.67 0.11 2.42 0.11 3.73 0.70 2.42 0.25 3.16 0.32
2 4.95 0.21 5.47 0.38 2.23 0.43 3.66 0.94 3.62 0.14
3 291 0.45 2.65 0.90 5.77 0.91 5.02 0.29 4.64 0.61
4 3.59 0.59 1.05 0.39 4.68 0.56 3.18 0.14 3.72 0.37
5 5.71 0.39 2.97 0.83 3.09 0.06 1.25 0.60 4.53 0.60
6 4.00 0.17 2.60 0.18 1.09 0.26 2.86 0.19 3.18 0.75
7 4.79 0.44 1.39 0.36 1.90 0.23 1.91 0.50 4.06 0.32
8 1.27 0.22 2.52 0.32 1.69 0.01 2.64 0.64 2.85 0.24
9 3.06 0.61 2.98 0.96 1.02 0.57 3.31 0.93 2.06 0.69
10 3.82 0.88 1.97 0.06 1.50 0.49 2.94 0.42 2.01 0.26
11 3.09 0.01 4.08 0.48 4.96 0.33 1.17 0.42 2.09 0.41
12 4.64 0.28 1.02 0.58 3.43 0.76 4.14 0.89 4.61 0.77
13 3.10 0.08 2.59 0.49 1.02 0.60 1.72 0.00 4.00 0.49
14 2.16 0.68 4.41 0.43 3.61 0.38 4.65 0.02 4.86 0.33
15 2.34 0.37 4.31 0.39 4.64 0.10 1.46 0.25 2.54 0.14
16 3.70 0.66 3.28 0.06 1.67 0.51 1.69 0.12 1.61 0.16
17 1.55 0.81 2.38 0.03 3.15 0.32 2.87 0.60 4.76 0.55
18 5.02 0.50 3.03 0.39 1.42 0.21 3.37 0.73 1.68 0.56
19 4.13 0.16 3.20 0.90 4.97 0.07 2.74 0.26 4.03 0.91
20 1.63 0.11 1.51 0.97 4.43 0.92 2.85 0.96 4.40 0.98
21 1.98 0.60 3.26 0.49 3.46 0.63 4.21 0.80 2.80 0.38
22 1.46 0.85 1.25 0.09 4.24 0.85 2.73 0.89 4.09 0.68
23 2.84 0.36 1.47 0.96 4.28 0.19 3.05 0.93 1.88 0.29
24 4.67 0.74 291 0.03 3.30 0.69 3.26 0.13 1.55 0.92
25 3.99 0.37 4.74 0.75 3.45 0.43 4.51 0.88 3.20 0.07
26 4.69 0.04 2.48 0.38 1.95 0.90 3.32 0.45 2.81 0.91
27 2.67 0.57 2.92 0.59 4.93 0.12 3.51 0.53 4.32 0.49
28 4.30 0.85 2.71 0.10 4.67 0.85 2.22 0.54 3.74 0.33
29 1.89 0.27 3.20 0.92 4.99 0.76 1.16 0.74 1.99 0.99
30 3.52 0.09 5.86 0.61 1.02 0.76 4.38 0.89 5.72 0.20
31 5.49 0.01 3.78 0.40 2.17 0.49 4.81 0.12 3.21 0.48
32 3.48 0.37 2.08 0.50 4.91 0.20 1.27 0.63 2.55 0.56
33 1.93 0.44 3.34 0.78 3.36 0.75 3.85 0.18 2.89 0.71
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