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Abstract

Within the framework of corporate governance, audit committees play a vital and
undeniable role in overseeing financial reporting and auditing. Despite extensive research
on the financial expertise of audit committee members, the pivotal role of the committee
chair—Ileader and coordinator of activities—has received less attention from researchers.
Aiming to fill this gap, this research investigated and analyzed the impact of the audit
committee chair's financial accounting expertise on oversight effectiveness, using data
from 124 member firms listed on the Tehran Stock Exchange (TSE). The results indicate
that firms whose committee chair possesses financial accounting expertise exhibited lower
levels of discretionary accruals (less earnings management), a lower probability of material
misstatements, and lower abnormal audit fees. Collectively, these findings have significant
practical implications for boards of directors, nomination committees, regulatory bodies,
and investors, highlighting the central and unparalleled role of the audit committee chair's
expertise.
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Introduction

Prior literature establishes that financial expertise on the audit committee (AC) is crucial
for effective corporate governance and enhancing financial reporting quality (e.g., Cohen
et al., 2014; Lisic et al., 2016). In the Iranian context, regulations mandate the presence of
a "financial expert" on the AC. However, much of the existing research treats the AC as a
homogenous group, paying less attention to the distinct and pivotal role of the AC chair as
the committee's leader. The chair holds unique responsibilities, including setting the
agenda, facilitating discussions, and acting as the primary liaison between the AC,
executive management, and internal and external auditors (Bromilow & Keller, 2011).
Without an expert at the helm to effectively leverage the skills of the members, the

committee's oversight potential may not be fully realized.

This study addresses this gap by providing a comprehensive examination of the association
between the accounting financial expertise (AFE) of the AC chair and oversight
effectiveness in the context of an emerging market, the Tehran Stock Exchange (TSE). We
argue that the chair’s specific accounting-focused expertise provides them with a deeper
understanding of complex financial reporting issues and greater authority in challenging
management’s opportunistic behavior. Accordingly, we investigate the link between the
chair's AFE and three key indicators of oversight quality: (1) earnings management
through discretionary accruals, (2) the likelihood of material misstatements in financial
reports, and (3) the magnitude of abnormal audit fees, which can signal impaired auditor
independence.

Methodology

Our sample consists of firms listed on the Tehran Stock Exchange (TSE) over the period
from 2015 to 2023 (corresponding to the fiscal years 1394 to 1402 in the Iranian calendar).
After applying standard filters, such as excluding financial firms and companies with
insufficient data, the final sample comprises 574 firm-year observations for the earnings
management and misstatement models, and 215 firm-year observations for the audit fee
model. The difference in sample size is due to the non-disclosure of audit fee data by some
firms.

Our primary independent variable, AC Chair AFE (AFE_CHAIR), is a dummy variable
coded as 1 if the AC chair has professional experience as a certified accountant or auditor,
has held a key accounting position (e.g., chief accountant), or possesses an academic
degree in accounting or auditing. This definition aligns with prior international studies
(e.g., Dhaliwal et al., 2010). The dependent variables are: (1) Discretionary Accruals
(DACC), measured using the performance-adjusted modified-Jones model (Kothari et al.,
2005) as a proxy for earnings management; (2) Material Misstatements (MMISSTATE), a
dummy variable coded as 1 if the auditor issues a qualified or adverse opinion due to a
departure from accounting standards, identified through content analysis of audit reports;
and (3) Abnormal Audit Fees (ABFEE), calculated as the residual from a standard audit
fee model that controls for firm size, complexity, and risk (Simunic, 1980). We employ
OLS regression to test the hypotheses related to DACC and ABFEE, and logistic
regression for the MMISSTATE hypothesis. All models include a comprehensive set of
control variables identified in prior literature, along with industry and year fixed effects.
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Findings

Our empirical results provide strong and consistent support for our hypotheses. First, we
find that AC chair AFE is negatively and significantly associated with discretionary
accruals (DACC) (coeff. = -0.026, p < 0.05). This result supports our first hypothesis and
suggests that expert AC chairs are more effective at constraining opportunistic earnings
management, thereby enhancing financial reporting quality.

Second, the results from our logistic regression show that AC chair AFE is negatively and
significantly associated with the likelihood of material misstatements (MMISSTATE)
(coeff. = -0.115, p < 0.05). In terms of economic significance, the presence of an expert
chair reduces the odds of a material misstatement by approximately 10.9%. This finding
highlights the chair's crucial role in ensuring the integrity and accuracy of financial
statements.

Third, after correcting for model specification issues, we document a negative and
significant relationship between AC chair AFE and abnormal audit fees (ABFEE). This
suggests that expert chairs either mitigate audit risk, which leads to lower audit effort and
fees, or are more effective at negotiating fees and preventing the payment of economic
rents that could impair auditor independence. The economic magnitude of this effect is a
reduction of approximately 0.058 standard deviations in abnormal audit fees.

Collectively, these findings provide robust evidence that the specific expertise of the
person leading the audit committee is a powerful governance mechanism for improving
both financial reporting quality and the audit process in the Iranian market.

Conclusion and Implications

This study contributes to the corporate governance literature by disentangling the effect of
the AC chair's expertise from that of the committee members. Our findings underscore that
the leadership of the AC is not merely ceremonial; the chair's specific skillset is a
determining factor in the committee's effectiveness.

These results have significant practical implications. For regulators in Iran, such as the
TSE, they suggest that corporate governance codes should place a stronger and more
precise emphasis on the qualifications of the AC chair, not just the members. For boards of
directors and nomination committees, our findings provide clear evidence that appointing
an individual with demonstrable accounting financial expertise to lead the AC is a critical
decision for enhancing oversight and mitigating agency costs. Finally, for investors, the
AFE of the AC chair can serve as a valuable, observable signal of a firm's commitment to
high-quality financial reporting and lower information risk.
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Table 1: Definitions of Control Variables
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Table 2: Descriptive Statistics for Dependent, Independent and Control Variables
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Table 3: Regression Results — Discretionary Accruals
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Table 4: Logistic Regression Results — Material Misstatements
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Table 5: Regression Results — Abnormal Audit Fees
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