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Abstract

This study reviews the literature on audit committee expertise and financial reporting timeli-
ness. Financial reporting timeliness and audit committee expertise are two areas of research
gaining the attention of a large number of stakeholders because they contribute to the reliability
and the relevancy of financial reporting. Indeed, the focus of this review is primarily on the
recent developments in the pertinent literature in order to show the limitations of such research
and encourage future research to overcome these limitations. By also looking at the develop-
ment of the audit committee expertise literature, this study concludes that (1) like most audit
committee literature, financial reporting timeliness literature continues to assume the absence
of the contribution of expertise other than financial expertise, and ignore the role of audit com-
mittee chair; (2) most of this literature fails to find a significant effect because it ignores the
interaction among corporate governance mechanisms. Accordingly, this study posits that ignor-
ing the issues raised in such research by future research would lead to major mistakes in re-
forms relating to how the quality of financial reporting can be enhanced.
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Introduction

Financial reporting is one important means of providing information to assist external
and internal users in economic and financial decision-making. These decisions are sig-
nificantly influenced by the time value of the information. Prior literature argues that
the usefulness of this information can be achieved if such information is provided in a
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timely manner, otherwise it will lose a significant part of its economic value (Abdulla
1996). Accordingly, the timeliness of financial reporting is portrayed as an important
qualitative characteristic of financial reporting. The American Accounting Association
(1957) and International Accounting Standards Board (2010) emphasize that the time-
liness of financial statements should be incorporated into accounting information to
achieve its usefulness. This emphasis continues to attract the attention of stakeholders,
regulators, professional bodies, researchers, financial analysts, investors and manag-
ers, who consider that the timeliness of information in decision-making is critical. For
example, presently most capital markets around the world have set deadlines for finan-
cial reports that listed companies must comply with; otherwise the capital market au-
thorities will impose penalties against late filers.

Prior literature (e.g. Chambers and Penman 1984, Bamber et al. 1993, Owusu-Ansah
2000, Abdulla 1996) has documented many advantages of providing timely financial
reporting and suggests that companies should provide financial reporting to users in a
short time. Chambers and Penman (1984) suggest that timely information is the cor-
nerstone of investors' decisions and that investors desire to receive relevant informa-
tion in a timely manner. Further, it is argued that timely reporting is an important de-
vice in mitigating insider trading; leaking information and rumours (Owusu-Ansah
2000); reducing information asymmetry and the opportunity for spreading rumours
about the companies' financial health and performance (McLelland and Giroux 2000).
Furthermore, recent literature argues the signalling role of financial reporting timeli-
ness regarding the audit risk, management integrity, internal control system, and finan-
cial reporting quality (Mande and Son 2011, Carmichael et al. 2011, Asthana 2012).
Emerging markets researchers also emphasize the importance of financial reporting
timeliness in emerging markets because media releases, news conferences and finan-
cial analysts in such markets are not well developed and the regulatory bodies are not
as effective as in developed markets (Wallace 1993, Khasharmeh and Aljifri 2010).
Despite such importance, companies still delay in publishing their financial reports
(Afify 2009, Khasharmeh and Aljifri 2010, Piesse et al. 2012).

It is worth noting that much empirical research has emerged to explore the factors that
lead to untimely financial reporting (e.g. Ashton et al. 1987, Bamber et al. 1993,
Owusu-Ansah 2000, Leventis et al. 2005). This literature has identified and found that
financial reporting timeliness is influenced by company and auditor related factors,
such as size, complexity, leverage and performance. Indeed, a growing number of
studies have examined the influence of corporate governance mechanisms on the time-
liness of financial reporting (e.g. Abdullah 2006, Afify 2009, Mohamad-Nor et al.
2010, Abernathy et al. 2011). This recent literature is motivated by the fact that corpo-
rate governance mechanisms should promote the timeliness of financial reporting
(Abdullah 2006, Knechel et al. 2012) because providing information to users does not
imply a transparent company if such information is not provided in a timely manner.
However, the empirical evidence is inconclusive.

Prior corporate governance literature suggests that the board of directors and audit
committee play a significant role in practicing good corporate governance. For exam-


file:///D:/ICSEARD/ICSEARD%20INNA/ICSEARD/Vol%207.2/Naskah%20asli/1.%20Saeed/ISEA%20paper%20-%20revised.doc#_ENREF_3#_ENREF_3
file:///D:/ICSEARD/ICSEARD%20INNA/ICSEARD/Vol%207.2/Naskah%20asli/1.%20Saeed/ISEA%20paper%20-%20revised.doc#_ENREF_3#_ENREF_3
file:///D:/ICSEARD/ICSEARD%20INNA/ICSEARD/Vol%207.2/Naskah%20asli/1.%20Saeed/ISEA%20paper%20-%20revised.doc#_ENREF_24#_ENREF_24
file:///D:/ICSEARD/ICSEARD%20INNA/ICSEARD/Vol%207.2/Naskah%20asli/1.%20Saeed/ISEA%20paper%20-%20revised.doc#_ENREF_13#_ENREF_13
file:///D:/ICSEARD/ICSEARD%20INNA/ICSEARD/Vol%207.2/Naskah%20asli/1.%20Saeed/ISEA%20paper%20-%20revised.doc#_ENREF_66#_ENREF_66
file:///D:/ICSEARD/ICSEARD%20INNA/ICSEARD/Vol%207.2/Naskah%20asli/1.%20Saeed/ISEA%20paper%20-%20revised.doc#_ENREF_66#_ENREF_66
file:///D:/ICSEARD/ICSEARD%20INNA/ICSEARD/Vol%207.2/Naskah%20asli/1.%20Saeed/ISEA%20paper%20-%20revised.doc#_ENREF_3#_ENREF_3
file:///D:/ICSEARD/ICSEARD%20INNA/ICSEARD/Vol%207.2/Naskah%20asli/1.%20Saeed/ISEA%20paper%20-%20revised.doc#_ENREF_24#_ENREF_24
file:///D:/ICSEARD/ICSEARD%20INNA/ICSEARD/Vol%207.2/Naskah%20asli/1.%20Saeed/ISEA%20paper%20-%20revised.doc#_ENREF_66#_ENREF_66
file:///D:/ICSEARD/ICSEARD%20INNA/ICSEARD/Vol%207.2/Naskah%20asli/1.%20Saeed/ISEA%20paper%20-%20revised.doc#_ENREF_66#_ENREF_66
file:///D:/ICSEARD/ICSEARD%20INNA/ICSEARD/Vol%207.2/Naskah%20asli/1.%20Saeed/ISEA%20paper%20-%20revised.doc#_ENREF_61#_ENREF_61
file:///D:/ICSEARD/ICSEARD%20INNA/ICSEARD/Vol%207.2/Naskah%20asli/1.%20Saeed/ISEA%20paper%20-%20revised.doc#_ENREF_60#_ENREF_60
file:///D:/ICSEARD/ICSEARD%20INNA/ICSEARD/Vol%207.2/Naskah%20asli/1.%20Saeed/ISEA%20paper%20-%20revised.doc#_ENREF_22#_ENREF_22
file:///D:/ICSEARD/ICSEARD%20INNA/ICSEARD/Vol%207.2/Naskah%20asli/1.%20Saeed/ISEA%20paper%20-%20revised.doc#_ENREF_12#_ENREF_12
file:///D:/ICSEARD/ICSEARD%20INNA/ICSEARD/Vol%207.2/Naskah%20asli/1.%20Saeed/ISEA%20paper%20-%20revised.doc#_ENREF_77#_ENREF_77
file:///D:/ICSEARD/ICSEARD%20INNA/ICSEARD/Vol%207.2/Naskah%20asli/1.%20Saeed/ISEA%20paper%20-%20revised.doc#_ENREF_49#_ENREF_49
file:///D:/ICSEARD/ICSEARD%20INNA/ICSEARD/Vol%207.2/Naskah%20asli/1.%20Saeed/ISEA%20paper%20-%20revised.doc#_ENREF_6#_ENREF_6
file:///D:/ICSEARD/ICSEARD%20INNA/ICSEARD/Vol%207.2/Naskah%20asli/1.%20Saeed/ISEA%20paper%20-%20revised.doc#_ENREF_49#_ENREF_49
file:///D:/ICSEARD/ICSEARD%20INNA/ICSEARD/Vol%207.2/Naskah%20asli/1.%20Saeed/ISEA%20paper%20-%20revised.doc#_ENREF_68#_ENREF_68
file:///D:/ICSEARD/ICSEARD%20INNA/ICSEARD/Vol%207.2/Naskah%20asli/1.%20Saeed/ISEA%20paper%20-%20revised.doc#_ENREF_11#_ENREF_11
file:///D:/ICSEARD/ICSEARD%20INNA/ICSEARD/Vol%207.2/Naskah%20asli/1.%20Saeed/ISEA%20paper%20-%20revised.doc#_ENREF_13#_ENREF_13
file:///D:/ICSEARD/ICSEARD%20INNA/ICSEARD/Vol%207.2/Naskah%20asli/1.%20Saeed/ISEA%20paper%20-%20revised.doc#_ENREF_66#_ENREF_66
file:///D:/ICSEARD/ICSEARD%20INNA/ICSEARD/Vol%207.2/Naskah%20asli/1.%20Saeed/ISEA%20paper%20-%20revised.doc#_ENREF_57#_ENREF_57
file:///D:/ICSEARD/ICSEARD%20INNA/ICSEARD/Vol%207.2/Naskah%20asli/1.%20Saeed/ISEA%20paper%20-%20revised.doc#_ENREF_4#_ENREF_4
file:///D:/ICSEARD/ICSEARD%20INNA/ICSEARD/Vol%207.2/Naskah%20asli/1.%20Saeed/ISEA%20paper%20-%20revised.doc#_ENREF_6#_ENREF_6
file:///D:/ICSEARD/ICSEARD%20INNA/ICSEARD/Vol%207.2/Naskah%20asli/1.%20Saeed/ISEA%20paper%20-%20revised.doc#_ENREF_63#_ENREF_63
file:///D:/ICSEARD/ICSEARD%20INNA/ICSEARD/Vol%207.2/Naskah%20asli/1.%20Saeed/ISEA%20paper%20-%20revised.doc#_ENREF_63#_ENREF_63
file:///D:/ICSEARD/ICSEARD%20INNA/ICSEARD/Vol%207.2/Naskah%20asli/1.%20Saeed/ISEA%20paper%20-%20revised.doc#_ENREF_5#_ENREF_5
file:///D:/ICSEARD/ICSEARD%20INNA/ICSEARD/Vol%207.2/Naskah%20asli/1.%20Saeed/ISEA%20paper%20-%20revised.doc#_ENREF_4#_ENREF_4
file:///D:/ICSEARD/ICSEARD%20INNA/ICSEARD/Vol%207.2/Naskah%20asli/1.%20Saeed/ISEA%20paper%20-%20revised.doc#_ENREF_51#_ENREF_51

S. R. Batwaah, Z. Salleh, N. Ahmad/ Issues in Social and Environmental Accounting 2 (2013) 86-101 88

ple, the Cadbury Committee (1992) highlights the role of the audit committee as a
central mechanism for ensuring good financial reporting and internal control. Dezoort
et al. (2002) suggest that an effective audit committee could ensure the reliability of
financial reporting, the internal control system, and risk management. Further, Cohen
et al. (2011) note that the key responsibility of the audit committee is to monitor the
actions of the management and ensure management integrity with respect to the finan-
cial reporting process. Therefore, previous literature argues that characteristics, such
as independence, size, expertise and activity do contribute to audit committee effec-
tiveness, and, consequently, financial reporting quality (e.g. Abbott et al. 2004, De-
fond et al. 2005, Krishnain and Visvanathan 2008). However, this literature empha-
sizes more on audit committee financial expertise assuming that audit committee re-
sponsibility only needs directors with extensive financial knowledge and experience
(Bédard et al. 2004, Ghosh et al. 2010).

Although audit committee financial expertise has long been recognised as an impor-
tant audit committee characteristic, a large amount of financial reporting timeliness
literature has failed to find a significant effect for financial expertise on financial re-
porting timeliness (e.g. Mohamad-Nor et al. 2010, Nelson and Shukeri 2011, Knechel
et al. 2012, Wan-Hussin and Bamahros 2013). This suggests that audit committees
may need more expertise than just financial expertise, and, further, they might need
more powerful directors to perform audit committee duties in an effective manner. In
addition, audit committee financial expertise could not be effective if other elements
of an effective audit committee (e.g. independence) are lacking. Recent audit commit-
tee literature suggests that audit committee responsibility is not limited to the over-
sight and monitoring of the financial reporting process, it should evaluate the risks
associated with company operation and industry dynamics (Bédard and Gendron
2010, Dhaliwal et al. 2010). Further, Kalbers and Fogarty (1993) contend that to limit
the management power over the financial reporting process, the audit committee needs
sufficient power to effectively discharge its responsibilities. Furthermore, it is noted
that audit committee independence enhances the role of audit committee financial ex-
pertise in financial reporting quality (Dhaliwal et al. 2010).

Since the timeliness of financial reporting significantly contributes to information use-
fulness and audit committee expertise contributes to financial reporting quality, the
purpose of this study is to review the pertinent literature to provide more insights into
what factors determine and enhance the timeliness of financial reporting and audit
committee expertise. This review concerns the more recent literature relating to finan-
cial reporting timeliness and audit committee expertise. This review provides an over-
view of the principal results of prior literature. It also serves as a direct means for fur-
ther exploring the issue of audit committee expertise and financial reporting timeli-
ness. Accordingly, the remainder of this paper is organised as follows. The next sec-
tion reviews the recent literature on audit committee expertise and financial reporting
timeliness. Section three provides a discussion and conclusion of the results of this
research to provide future research with a way of filling the gaps in the knowledge.
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Literature Review
Audit Committee Expertise

Prior literature argues that audit committees are an important part of the decision con-
trol system for internal monitoring by the board of directors (Fama 1980, Fama and
Jensen 1983) and identifies a number of audit committee responsibilities that mainly
focus on enhancing company performance and shareholders’ wealth (e.g. BRC, 1999;
Cadbury Committee, 1992; Dezoort et al. 2002; SOX, 2002). This literature, however,
posits that audit committee responsibilities cannot easily be discharged unless such
committees have independent directors and relevant expertise. Thus, Sharma et al.
(2011) note that poor audit committee characteristics, such as lacking independence or
expertise weakens audit committee oversight, and, consequently, the quality of finan-
cial reporting. Further, it is noted that having an independent mind and strong incen-
tives do not guarantee good oversight unless the relevant expertise is presented
(Mustafa and Youssef 2010). Therefore, Sharma et al. (2009) contend that audit com-
mittees prefer to shift their responsibilities to an external auditor because they lack
expertise, power and objectivity to monitor management. Accordingly, it is contended
that audit committee expertise sources and enhances the power of the audit committee,
and, in turn, financial reporting quality because this power limits the power of man-
agement over a variety of financial reporting processes (Kalbers and Fogarty 1993).

Previously, it has been argued that the financial reporting process is the main audit
committee responsibility and that this responsibility can be accomplished by directors
with extensive financial knowledge and experience (Bédard et al. 2004, Ghosh et al.
2010). Consequently, many researchers investigate the influence of audit committee
financial expertise on a variety of financial reporting quality and audit quality meas-
ures. For example, McMullen and Raghunandan (1996) examine 121 companies with
financial reporting problems and problem-free companies and report that companies
with financial problems are unlikely to have audit committee members with financial
expertise. Subsequent studies report the significant positive influence of audit commit-
tee financial expertise in enhancing the quality of financial reporting and audit quality
(e.g. DeZoort and Salterio 2001, Abbott et al. 2003, Abbott et al. 2004, Saleh et al.
2007, Krishnain and Visvanathan 2008, DeZoort et al. 2008, Goh 2009, Mustafa and
Youssef 2010, Sharma et al. 2011, Sharma and Kuang 2013). The recent evidence of
this literature posits the positive impact of directors with financial expertise, which
was reported by previous literature as being exclusively attributed to accounting and
auditing expertise and not to other financial expertise. However, there is evidence in-
dicating that audit committee financial expertise does not significantly promote the
effectiveness of the audit committee (Lin et al. 2006, Carcello et al. 2011b).

It is important to note that the above literature has assumed that the oversight financial
reporting process is the only responsibility of the audit committee and has ignored
other responsibilities, such as advising the CEO, understanding the company’s opera-
tions and industry dynamics. Recent literature argues that risk evaluation and industry
knowledge are important roles for audit committees, and that having the right experts
on the audit committee is a vital input to the effectiveness of the audit committee
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(Bédard and Gendron 2010, Cohen et al. 2012). Cohen et al. (2004) indicate that the
unexpected findings for audit committee financial expertise and financial reporting
quality measures are explained by the fact that accounting issues pertaining to the au-
dit committee are more related to industry complexity and that audit committee finan-
cial expertise can only help the audit committee in discharging its financial reporting
process oversight. They further suggest that the audit committee needs additional ex-
pertise to accomplish its roles. This shortcoming has been recognized by a limited
number of studies, which contends that expertise other than financial expertise makes
a significant contribution to the effectiveness of the audit committee (Dhaliwal et al.
2010, Krishnan et al. 2011, Salleh and Stewart 2012, Cohen et al. 2012).

For example, Krishnan et al. (2011) report that legal expertise on the audit committee
enhances the quality of financial reporting and that this quality is more obvious if ac-
counting and legal expertise are combined. Cohen et al. (2012), and Salleh and Stew-
art (2012), respectively, show that audit committee industry expertise is associated
with less financial reporting restatements and plays a greater mediating role in auditor
and client disagreement. Despite the significance of other types of expertise to audit
committee effectiveness, financial expertise has continued to be the focus of account-
ing research and regulatory bodies. Therefore, it is imperative to extend such research
by employing different measures for financial reporting quality in order to convince
researchers, regulators, and other stakeholders that expertise other than financial ex-
pertise represents an essential part of audit committee effectiveness. Cohen et al.
(2008) posit that directors with industry expertise on the audit committee can improve
its ability to assess whether the accounting methods truly echo the fundamental eco-
nomic substance of transactions, which should produce higher quality financial report-
ing. Krishnan et al. (2011) suggest that legal expertise makes the audit committee
more vigilant about the legal liabilities associated with misreporting.

Importantly, concerns still exist regarding the role of audit committee expertise despite
substantial efforts to examine its role. Specifically, the effect of audit committee finan-
cial expertise on financial reporting quality is the subject of a large number of empiri-
cal tests (e.g. Krishnain and Visvanathan 2008, Mustafa and Youssef 2010). While
this literature proves the contribution of audit committee financial expertise on finan-
cial reporting quality, empirical investigation reports that audit committee financial
expertise is unable to sway the power of management over the financial reporting
process (Carcello et al. 2011b, Lisic et al. 2012). Empirical testimony also indicates
that audit committee chairs of high profile corporate scandals (e.g. Enron and World-
Com) were lacking relevant expertise and that this shortage enables management to
control a significant part of the audit committee duties (Batson 2003, Breeden 2003).
This suggests that audit committee expertise needs further power to effectively dis-
charge its duties. Although there has been emphasis on the importance of power for
the audit committee (Kalbers and Fogarty 1993), limited research proposes mecha-
nisms beyond audit committee independence, expertise and a charter for enhancing the
power of the audit committee. Thus, this study posits that expanding the role of finan-
cial expertise to the chair position could enhance the power of the audit committee.
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Prior literature suggests that the audit committee chair is one of the company’s upper
echelon positions and that this hierarchical position represents a strong source of
power (Hambrick and Mason 1984, Finkelstein 1992, Sharma et al. 2009). Further,
Udueni (1999) considers the chair of major board committees (e.g. audit committee)
as a powerful person compared to members who do not chair any committees. Indeed,
prior literature (Beasley et al. 2009, Sharma et al. 2009) identifies various duties that
should be accomplished by the audit committee chair. For example, Beasley et al.
(2009) suggest that the audit committee chair sets the audit committee meeting agen-
das, which include financial reporting issues. Therefore, a combination of structural
power (chair) with expert power (financial expertise) could enhance the audit commit-
tee power because audit committee dependence on management instructions relating
to financial reporting process is limited. Moreover, such a combination may offer the
audit committee financial expertise with more information regarding the company
business operation and industry knowledge because the audit committee chair has the
authority to invite and question the CEO, CFO and other senior managers. This au-
thority will enhance his experience and understanding concerning the nature of the
company’s business and industry. Although the audit committee literature suggests
that future studies should substantially explore the unique role played by the chairs of
audit committees (Carcello et al. 2011a), prior audit committee literature ignores the
salient role of the audit committee chairs in enhancing the effectiveness of the audit
committee.

Timeliness of Financial Reporting

The timeliness of financial reporting is defined as the time in days that elapse between
the year-end and the date of providing financial reports to different stockholders (e.g.
management; investors; shareholders) (Chambers and Penman 1984, Davies and Whit-
tred 1980). As indicated earlier, a shorter time is associated with manifold advantages;
a significant amount of research has investigated the factors explaining why compa-
nies have different financial reporting timeliness. For example, in developed countries,
researchers started to investigate the determinants of financial reporting timeliness in
the 1970s, in Australia (e.g. Dyer and McHugh 1975, Davies and Whittred 1980); in
the US (e.g. Henderson and Kaplan 2000, Ettredge et al. 2006, Asthana 2012); and in
other parts of the developed world, such as Canada, New Zealand and France (e.g.
Ashton et al. 1989, Carslaw and Kaplan 1991, Knechel and Payne 2001, Soltani 2002,
Habib and Bhuiyan 2011). Researchers from emerging countries have also examined
the factors that affect the timeliness of financial reporting, for example, in Zimbabwe
(Owusu-Ansah 2000); in Greece (Leventis et al. 2005, Owusu-Ansah and Leventis
2006); in Malaysia (Che-Ahmad and Abidin 2008); in Bangladesh, India and Pakistan
(Ahmed 2003); in Indonesia (Ika and Ghazali 2012) and in Arab countries (Abdulla
1996, Al-Ajmi 2008, El-Bannany 2008, Khasharmeh and Aljifri 2010).

Throughout the history of this research, the influence of company-specific and audit-
specific factors are the dominant factors in the timeliness of financial reporting litera-
ture. For example, company size has been incorporated in the timeliness models since
the 1970s (Dyer and McHugh 1975) and recent literature is still exploring its effect on
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financial reporting timeliness (Khasharmeh and Aljifri 2010, Al-Ghanem and Hegazy
2011). Other factors, such as leverage, profitability, complexity, audit firm size, tenure
and audit fees, are still shown to be important factors in determining the timeliness of
financial reporting (e.g. Ashton et al. 1987, Bamber et al. 1993, Ettredge et al. 2006,
Lee et al. 2009, Habib and Bhuiyan 2011). Indeed, until recently, the literature has
ignored the corporate governance factors as determinants of the timeliness of financial
reporting (Wan-Hussin and Bamahros 2013). Thus, the recent analysis of financial
reporting timeliness (e.g. Abdullah 2006, Afify 2009, Mohamad-Nor et al. 2010,
Abernathy et al. 2011) realizes that the timeliness literature is vulnerable, because ig-
noring corporate governance variables may reflect the disregard of major corporate
governance reforms (e.g. SOX, 2002) that intend to improve the relevancy and reli-
ability of accounting information. However, this literature provides inconclusive evi-
dence and constitutes a severe form of methodological shortcoming inasmuch as it
overlooks crucial control variables (Wan-Hussin and Bamahros 2013).

For example, board independence is found to have a negative association with the
timeliness of the financial reporting, which means that companies with a high propor-
tion of independent directors have disclosed their annual reports in a short time
(Abdullah 2006, Afify 2009). Contrary to this result, Yaacob and Che-Ahmad (2012)
report a significant positive association between board independence and timeliness of
financial reporting. Other board characteristics, such as CEO duality, board size, board
meetings and board expertise, have also been investigated; however, the evidence has
been inconsistent (e.g. Afify 2009, Mohamad-Nor et al. 2010, Abernathy et al. 2011,
Yaacob and Che-Ahmad 2012). As for audit committee characteristics, a few charac-
teristics of effective audit committee, such as independence, size, meetings and finan-
cial expertise, have been considered, but, again, evidence exclusively showing these
characteristics as crucial determinants of financial reporting timeliness has not been
provided (Abdullah 2006, Abernathy et al. 2011, Nelson and Shukeri 2011, Wan-
Hussin and Bamahros 2013).

As stated previously the purpose of the current study is to review the literature con-
cerning audit committee expertise and financial reporting timeliness, through which
the effect of audit committee financial expertise on financial reporting timeliness will
gain substantive review. Prior audit committee literature (e.g. Dhaliwal et al. 2010)
assumes that financial expertise helps audit committees to reduce errors and mistakes
in the preparation of financial reporting. These errors are positively associated with
the required work for closing annual accounts and accomplishing external auditing.
Dyer and McHugh (1975) argue that closing annual accounts and audit work are the
factors that most lead to untimely financial reporting. Accordingly, recent financial
reporting timeliness predicts a negative association between audit committee financial
expertise and financial reporting timeliness (Mohamad-Nor et al. 2010, Abernathy et
al. 2011, Wan-Hussin and Bamahros 2013). However, the findings of such investiga-
tion are mostly unsupported suggesting that looking for the reasons leading to such
findings are imperative to correctly guide policymakers in future reforms relating to
audit committee expertise and financial reporting timeliness.
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Mohamad-Nor et al. (2010) investigate the association between audit committee finan-
cial expertise and timeliness of audit reporting for Malaysian listed companies in
2002. They find an insignificant association between financial expertise and the time-
liness of audit reporting. A subsequent stream of research differentiates between ac-
counting expertise and general financial expertise to investigate audit committee ex-
pertise and timeliness. Abernathy et al. (2011) divide audit committee financial exper-
tise into three groups—accounting expertise, non-accounting expertise and nonfinancial
expertise—to investigate whether prior evidence on audit committee expertise is attrib-
uted to accounting expertise or other types of expertise. This study reports a signifi-
cant association between the presence and the proportion of accounting experts on the
audit committee and the decrease in audit report timeliness for a US sample. Support-
ing the study’s contention, this study reports no association between non-accounting
expertise and non-financial expertise with timeliness of audit report. Contrary to this
result and to prior literature that supports the importance of accounting expertise in
improving the effectiveness of audit committee, Nelson and Shukeri (2011) and Wan-
Hussin and Bamahros (2013), for a Malaysian sample, report no association between
audit committee accounting/auditing expertise and audit report timeliness. Using a
New Zealand sample, Knechel et al. (2012) unexpectedly report that audit committee
financial expertise is not associated with the timeliness of the audit report.

It becomes clear that this literature only uses financial expertise to proxy audit com-
mittee expertise. However, the evidence from the above mentioned literature was un-
expected as it does not imply that audit committee financial expertise is ineffective in
providing timely financial reporting; nevertheless, most of this literature ignores the
interaction among audit committee characteristics. For example, Mohamad-Nor et al.
(2010), and Knechel et al. (2012) provide evidence from different settings (Malaysia
and New Zealand) that do not require audit committees to be fully independent. Dhali-
wal et al. (2010), and Sharma and Kuang (2013) report that audit committee financial
expertise is not associated with financial reporting quality because audit committee
financial expertise is not independent. Bronson et al. (2009) find that the presence of
only one non-independent director on the audit committee hinders the effectiveness of
the audit committee. Confirming our deduction, Abernathy et al. (2011) report a nega-
tive association between audit committee financial expertise and audit report timeli-
ness for a sample with audit committee independence up to 95% of the committee
size. Therefore, prior findings should be interpreted with caveats because it ignores the
interaction between audit committee independence and financial expertise, and future
research in settings without the requirement for a fully independent audit committee
should consider the interaction between audit committee financial expertise and inde-
pendence.

Moreover, the current study argues that the prior literature fails to consider the role of
other relevant expertise (e.g. industry expertise) in respect of the timeliness of finan-
cial reporting. It has been noted that the costs of competition within an industry affect
the content and timeliness of accounting information (Leventis and Weetman 2004 ).
This suggests that the presence of an industry expert on the audit committee may assist
the committee to effectively analyse the disclosure behaviour of competitors and up-
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date the company accounting methods and techniques that have recently been adopted
by industry players. Cohen et al. (2012) predict a significant value for audit committee
industry expertise in dealing with industry specific accounting issues. Further, this
study suggests that industry expertise could enhance the role of audit committee finan-
cial expertise because audit committee financial expertise is ineffective in dealing with
industry accounting issues (Cohen et al. 2004) and industry expertise could comple-
ment a lack of knowledge concerning financial expertise regarding company opera-
tions and nature of the industry. Thus, it is crucial to empirically discover the salient
role of audit committee industry expertise in enhancing the timeliness of financial re-
porting.

Alternatively, this study posits that ensuring that the audit committee chair has finan-
cial expertise would enhance the role of financial expertise on the timeliness of finan-
cial reporting. Given the nature of this position, financial expertise enables the discov-
ery and addresses any misconduct in a timely manner because the chair has the author-
ity to access company accounts and invite auditors, CEO, CFO, and others to discuss
the issues concerning auditing and financial reporting. Further, through the benefit of
financial expertise, this position may provide the chance to diversify their knowledge
about the company operations and the industry, and thereby understand most of the
accounting issues in a given industry. Therefore, it is beneficial to discover whether
the audit committee chair increases the role of financial expertise on financial report-
ing timeliness.

Discussion and Conclusion

Overall, the review of the literature reveals that financial reporting timeliness and au-
dit committee literature are not a new phenomenon and that there are some concerns
regarding recent results that future research should address. The review relating to fi-
nancial reporting timeliness suggests that this literature mostly focuses on factors that
may assist or hinder management to produce timely information (company character-
istics) or on factors that help or constrain the auditor to finalize the audit function in a
short time (auditor characteristics). Recently, it has responded to the recent focus con-
cerning the role of corporate governance by including corporate governance variables
into the timeliness analysis (Wan-Hussin and Bamahros 2013). Even though the devel-
opment in such literature is recognised, the results of this analysis produce inconsis-
tent evidence suggesting the need for further investigation. For this literature, our
study raises two concerns relating to the theoretical assumption and methodology of
the recent literature. It should be noted that the review of the current study is limited to
recent literature, and, particularly, to those studies that investigate the association be-
tween audit committee expertise and financial reporting timeliness (e.g. Mohamad-
Nor et al. 2010, Abernathy et al. 2011).

Indeed, the recent financial reporting timeliness simply assumes that financial report-
ing timeliness is only affected by general accounting issues and that only financial
expertise on the audit committee is able to address them in a timely manner. However,
this literature ignores the complexity relating to industry specific accounting issues
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that have a significant effect on the timeliness of financial reporting (Ashton et al.
1987, Leventis and Weetman 2004). Thus, we argue that audit committee financial
expertise is not the only relevant expertise to make financial reporting more timely
and that involving industry expertise on the audit committee would enhance the timeli-
ness of financial reporting. We further suggest that audit committee chair with ac-
counting expertise and industry expertise could complement audit committee financial
expertise in producing more timely financial reporting. These issues are worth consid-
ering by future research. Another concern associated with this literature is that the na-
ture of the setting in relation to the regulations is ignored. This literature was initially
and mostly conducted in developing countries (e.g. Malaysia), which have different
agency problems, capital market structures and legal systems compared to developed
countries (Shleifer and Vishny 1997, La Porta et al. 1998). In these settings, the audit
committee is required to have at least one member with financial expertise who does
not need to be independent as in the US. This regulation may affect the motivation of
those with financial expertise to crucially question managers and discover misconduct
in a timely manner (Dhaliwal et al. 2010). Thus, we posit that ignoring the effect of
such regulations would lead to serious mistakes in future reforms relating to financial
expertise on the audit committee. Accordingly, we encourage future research to inves-
tigate the issue concerning whether audit committee financial expertise interacts with
audit committee independence to affect the timeliness of financial reporting.

With respect to the audit committee expertise literature, our review suggests that this
literature continues to overemphasize the importance of audit committee expertise on
financial reporting quality producing a picture to regulators and professions that sug-
gests that audit committees should be dominated by those with financial expertise.
This view may lead to audit committees missing opportunities to discharge their role
effectively. The audit committee is not only responsible to oversee the financial re-
porting process, its responsibilities include evaluating external threats, such as indus-
try risk and legal risk (Bédard and Gendron 2010, Krishnan et al. 2011). These respon-
sibilities cannot effectively be addressed through financial expertise (Cohen et al.
2004). Thus, we suggest that future research should continue to give attention to other
types of expertise, such as industry and legal expertise to form a new picture that sug-
gests that expertise other than financial expertise is relevant to the audit committee.
Another concern for audit committee expertise is ignoring the salient role that can be
played by those with financial expertise if they are given more power. Prior audit
committee literature suggests that an audit committee needs power to effectively per-
form the duties in question (Kalbers and Fogarty 1993). Financial expertise is a power
source for an audit committee. However, empirical evidence suggests that financial
expertise is not able to stand against the power of the CEO over the financial reporting
process (Lisic et al. 2012). Thus, we posit that financial expertise should be a require-
ment for the role of the chair of the audit committee because this position may make
financial expertise more powerful than other directors. We suggest that future research
should explore whether an audit committee chair with financial expertise enhances the
effectiveness of the audit committee.
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In conclusion, our review suggests that diversifying audit committee expertise, in-
creasing the power of the audit committee and recognizing the interaction among cor-
porate governance mechanisms could enhance our understanding on the required ex-
pertise and factors ensuring the effectiveness of the audit committee and the timeliness
of financial reporting. Accordingly, we encourage future research to explore the issues
presented by this study.
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