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ABSTRACT

Valts, M. The Effect of Audit Committee FormationdaActivity on Organisations in
Estonia. Master’s Thesis, Estonian Business Schadlinn 2014, 74 pages, 8 figures,

3 tables, 49 references, in English.

AUDIT COMMITTEE EFFECTIVENESS, AUDITORS ACTIVITIES ACT,
EXPERTISE, FORMATION, INDEPENDENCE, MEETINGS, SIZERPUBLIC
INTEREST ENTITY

This study examined how the formation and actiwityaudit committees (hereinafter
AC) has affected organisations in Estonia whichewebliged to form an AC in
accordance with Auditors Activities Act. A survey eesearch strategy was adopted
using the online questionnaire. The public inteesdities were sample of this study;
conclusions were based on 20 organisations. Thef@@ation and activity is
perceived to have helped to improve the efficieotyisk management, internal audit
and control; ensure compliance with legislation #mel good practice of professional
activities; to prevent or eliminate the deficiersciand inefficiencies in majority of
organisations. In fewer organisations to have ltetpamprove the financial reporting
qguality and increased the independence of an dirtit The expertise members
possessed indicated that predominantly ACs have loeenposed of sufficiently
gualified members. The size and the number of A€tmgs per year was found also
to be adequate. However, room for improvement wvaentified concerning AC
independence; not all ACs fulfilled the respongiile$ from regulations. The study
filled the gap in research about AC formation awtvdy in Estonia and was not
limited to financial reporting quality of an orgaation only. The limitation of this

study is that the results cannot be generalised.
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INTRODUCTION

This study examines how the formation and actigityaudit committees (hereinafter

AC) as subcommittees of the supervisory boardsffasted organisations in Estonia.

An AC is typically a subcommittee of the board (fwbaf directors or supervisory
board) of the company and has primarily an advisolg related to financial reporting

and an audit.

The history of ACs has started in unitary govergasgstem countries, namely in the
United States where ACs of the board of directoesewfirst recommended by the
New York Stock Exchange in 1939 (Vera-Muiioz 2008)e ACs were not widely
present in Europe before the 1990s, except theediiingdom. Likewise, in 1992 in
the United Kingdom as first in Europe, corporatevggoance requirements were
issued for listed companies, including requirenfentll listed companies to establish
an AC (The Committee on the Financial Aspects ofpGmate Governance and Gee
and Co. Ltd. 1992). From mid-1990s and onwards g§&ised greater acceptance also
in continental Europe (Collier and Zaman 2005).

According to Beasley et al. (2009) there are sévbemries with respect to corporate
governance and ACs; however, the predominant viewheé academic accounting
literature is that the board and independent mesnbEAC monitor management to
prevent opportunistic behaviour by management, wtierwise may act in their
personal interest and not in the interest of thencgal (e.g. shareholders),

representing the principles of the agency theory.

ACs are expected to have a key role in ensuring kigndards in financial reporting
that would strengthen the confidence in financiahrkets and have also been
enormously topical following the corporate scandslsh as Enron, WorldCom,
Parmalat and Hollinger International (Collier anahZan 2005). Corporate scandals of

these companies have been also mentioned as tfiggdefining the new Auditors



Activities Act (hereinafter also Act) in Estonias avell as Company Accounting
Reform and Investor Protection Act of 2002 in theiteld States (better known as
Sarbanes-Oxley Act) and Directive 2006/43/EC of Bugopean Parliament and the
Council of 17 May 2006 on statutory audits of arnacounts and consolidated

accounts (Explanatory Memorandum of Draft Auditacsivities Act 2009).

In Estonia first regulations about ACs concernesl state companies and companies
in which the state has at least a required inteaigst of state-founded foundations
(Auditi komitee moodustamise ja tookorra pdhimoti2do4). Following this,
Corporate Governance Recommendations (NASDAQ OMMinha 2004) were
released, including requirement for companies wisbsges were admitted to trading
on a regulated market operating in Estonia abostlasing information upon the

establishment of the sub-committees (including A%y jhe supervisory board.

As a result of enforcement of Auditors ActivitiestAin 2010, ACs have become
imperative for public interest entities in Estonig;luding listed companies, insurers,
credit institutions, private as well as public seaompanies and public sector entities
whose annual accounts exceed stated limits (8§ T@8).Act (Chapter 7, Division 2)
also defines principles for formation and basesaftiivities of an AC. The decisions
concerning appropriate number of AC members, engusufficient expertise and
balance between independent and non-independenbenemshould be taken related
to AC formation. The AC activity should cover thesponsibilities of an AC in

accordance with the Act § 98.

Whereas it is generally believed and stressed bulaeors that AC formation and
activity should improve the quality of financialp@ting (Explanatory Memorandum
of Draft Auditors Activities Act 2009; European Camssion 1996 and 2003), there
have been also a number of studies performed, whéste resulted with evidence
supporting this (including Klein 2002; Abbott et @&003; Meyers and Ziegenfuss
2006; Krishnan and Lee 2009; Lary and Taylor 20Hang et al. 2011; Jamil and
Nelson 2011; Suérez et al. 2012; Romano and Gu@0iR). On the contrary, in the
literature fewer studies can be found that havetéethe conclusion of AC having
limited or no effect on quality of financial repoig of the organisations (Spira 1999;

Rainsbury et al. 2009). The effectiveness of ACs lieen predominantly investigated



in the studies performed (including Klein 2002; Albbet al. 2003; Meyers and
Ziegenfuss 2006; Krishnan and Lee 2009; Lary anglofF&2011; Kang et al. 2011;
Jamil and Nelson 2011; Suarez et al. 2012; Romaddzuerrini 2012). However, not
many definitions of AC effectiveness can be foundextant literature. According to
the DeZoort et al. (2002, 413 effective audit committee has qualified memimts
the authority and resources to protect stakeholdeerests by ensuring reliable
financial reporting, internal controls, and risk magement through its diligent
oversight efforts”. The author of this paper considers this definitigith further
explanation in form of determinants of AC effectiess reflecting comprehensively
the characteristics of an AC to operate effectivahyd attain its objective. The
determinants described have been subject for nuoibstudies performed. Limited
evidence was found in former studies about AC fdimnaand activity effect in wider
perspective, not focusing only on financial repagtguality of an organisation. Also,
in previous studies AC activities separately hasehbeen examined and publications

concerning AC formation and activity in Estonia e@ot found to be available.

The motivation to perform this study stems from ithtensified focus on ACs both in
terms of expectations as a result of regulatoryngba and increased interest on the
quality of AC oversight. Furthermore, Ministry ofnlgance, Estonian Association of
Auditors and Estonian Association of Accountantgehedicated the topic as one of
the prioritised research areag\{estusalaste uurimuste konkug¥l 3). The author of
the current study has worked in the field of ing¢rauditing in interaction with ACs
of respective organisations for a number of yeard based on the experience
considers the AC effectiveness important for sufipgrthe supervisory boards in

order to fulfil their oversight role.

In the current study one main research questionsiged. It is examined how
formation, activity and different characteristic§ &Cs have impacted the
organisations in Estonia that were required to fand AC in accordance with

Auditors Activities Act.

With the purpose to answer the research questisungey as a research strategy is
adopted using an online questionnaire for primatacdollection. Collected data are

examined using exploratory data analyses technidiies public interest entities in



Estonia that are obliged to form an AC are samplinie study. The sample selected
constitutes of 116 organisations.

The remainder of this paper is organised as folloWse first chapter gives an
overview of theoretical framework of AC formatiomd activity; including, (1)
terminology related to the research subject, (2) auerview of AC concept
background, development worldwide and key milestor{8) legal framework for
ACs in Estonia; (4) AC effectiveness definition asheterminants; (5) an overview of
previous studies on AC formation and activity, udihg samples, methods and main
conclusions; (6) the task of research for the curseudy. The second chapter explains
the research method chosen, analyses techniquesaampde formed. Followed by AC
formation and activity in practice based on theultssof this study, including
empirical data obtained in order to find the ansMer the research question and
interpretation of results, conclusions, limitatiarsl suggestions for future research.



1. THEORETICAL FRAMEWORK OF AUDIT
COMMITTEE FORMATION AND ACTIVITY

With the purpose to examine how the formation artovidy of ACs as subcommittees
of the supervisory boards has affected organisstion Estonia the theoretical

framework of audit committee formation and actiwitgis examined.

This chapter gives an overview of the theoreticamiework related to AC formation
and activity and is divided into six sections. 8®ttOne explains the terminology
related to the research subject. In Section Two omarview of AC concept

background, development worldwide and key milestoaee presented. In the third
section the legal framework for ACs in Estoniaxplained. Section Four explains the
AC effectiveness definition and determinants. Femtiore, Section Five gives an
overview of previous studies on AC formation andivay, including samples,

methods and main conclusions. In Section Six thle ¢é research is explained for the

current study.

1.1. Terminology concerning audit committee formati on and
activity

In order to introduce the main terminology concegnAC formation and activity and
ensure common understanding of main terms useduadrstudy, below the definitions
used are given. The definitions were selected tagmicable for AC formation and
activity in Estonia.

Audit Committee is an advisory body of the body or person that elecpgroved or
appointed its members in matters involving accagntauditing, risk management,
internal control and audit, exercising of oversightl budget preparation and legality
of the activities (Auditors Activities Act § 96).



For Audit Committee formation the principles from Auditors Activities Act § 9Tea
applied. Hence, the AC is formed by recognisabd®ltgion and members elected by
the supervisory board or, in the absence thergothé highest management body.
The decisions concerning an appropriate number@i#embers, ensuring sufficient
expertise and balance between independent andndependent members should be
taken related to AC formation.

Audit Committee activity should cover the responsibilities of an AC in ademce
with Auditors Activities Act 8§ 98 including, monitmg and analysing of (1)
processing of financial information, (2) efficienoy risk management and internal
control, (3) the process of auditing of annual ads and consolidated accounts, (4)
independence of an audit firm and a sworn audgprasenting an audit firm on the
basis of law and compliance of the activities tbémith other requirements of this
Act; and making recommendations or proposals tdotity or person that elected its
members concerning (1) appointment or removal cduadft firm, (2) appointment or
removal of an internal auditor, (3) prevention dmeation of problems and
inefficiencies in an organisation, (4) compliandéhwiegislation and the good practice
of professional activities.

Audit Committee operates in form of meeting.According to ecoDa (2011) meeting
agendas ultimately drive the work that the AC daed should therefore carefully be
linked to AC terms of reference, and map acrossidaificant related requirements

and persuasive recommendations set out in regofatio

Expertise: according toAuditors Activities Act (8 97) an AC shall havelaast two
members, at least two of whom shall be expertscooanting, finance or law. For
purposes of this study a member is to be considseh expert in the mentioned area

in case has formal education, work experience afiepsional licence in this area.

Independence: according to ecoDa (2011) AC members are to beiderel as

independent only if they are free of any relatitdmst might impair or might appear to
impair their judgement. For example, a current previous Member of Management
Board, an employee of the company or person thatesents a controlling or

otherwise significant shareholder are not consitlerdependent.



Quality of financial reporting is extent to which the financial statements of the
organisation present fairly the financial positiinancial performance and cash flows
of an entity. Fair presentation requires the faithepresentation of the effects of
transactions, other events and conditions in aecarel with the applicable accounting

standards. (International Accounting Standards @&&8d 1)

Public interest entity is an entity of significant public relevance bezaof the nature

of their business, size or number of employeespanticular companies whose
securities are admitted to trading on a regulatedket, banks and other financial
institutions and insurance undertakings (ecoDa1R0lhe more detailed and specific

definition is included in Auditors Activities Act §3.

Public sector entity and companyis defined in Auditors Activities Act (8 12),
including a company, foundation, non-profit assteraor other person, in which the
public sector entity has a majority holding or whis under the dominant influence of

the public sector entity.

1.2. Development of audit committee concept

Last decades have led towards an Anglo-Americaneinofl corporate governance
worldwide as ACs as one of the subcommittees ofdbofdirectors to which relevant
supervisory functions are delegated is widely recgd in countries with both two-
tier and unitary governance systems. Corresponglidifferent regulations have been
enforced to clarify the roles and responsibilitiee an AC and increase the
effectiveness. In this section compressed overviswgiven of AC concept

background, development worldwide and key milesicare presented.

The theoretical background of the AC concept isnflyaassociated with the agency
theory. According to Beasley et al. (2009) there several theories with respect to
corporate governance and ACs; however, the predorimiew in the academic
accounting literature is that the board and inddpah members of AC monitor

management to prevent opportunistic behaviour byagament, who otherwise may



act in their personal interest and not in the gdeof the principal (e.g. shareholders),
representing the principles of the agency theory.

DeZoort et al. (2002) suggest that boards of dirsctindertake an important role in
corporate governance, as a result of separatiorcopporate management and
ownership boards exist to protect the interesthafresholders. To handle the existent
agency problem, the board assumes an oversight thae typically involves
monitoring of the top executives, approving thepooation’s strategy, and monitoring
the control system. Given the diverse responguslitthe board of directors delegates
some of its oversight to the AC and other commdtiafethe board.

Whereas the ACs, as subcommittees of the boardirettdrs are regarded as a
monitoring device and used to prevent opportunibgbaviour and strengthen the
quality of financial reporting, according to PiatcaJanin (2004) they also mitigate

agency conflicts between preparers of financidkstants and outside shareholders.

Additionally, firms with greater agency conflictave been noted to have better
guality of governance, including variables relateccomposition and functioning of
the AC, as these firms are likely to have greawmnahds for improved monitoring
mechanisms and thus have stronger governance systenplace (Dey 2008).
Furthermore, Levitt (2000, 5) has highlighted thiportance of AC role ate of the
most reliable guardians of the public interest isampetent, committed, independent

and tough-minded audit committee

The history of ACs has started in unitary govermgasygstem countries, namely in the
United States where ACs of the board of directoesewfirst recommended by the
New York Stock Exchange in 1939 (Vera-Muiioz 200Subsequently, the U.S.
Securities and Exchange Commission (SEC) recomndepdelicly held companies

to establish ACs in 1972 and it was quickly follalvey stock exchanges by either
requiring or recommending that companies establs8s. Ultimately, the

responsibilities of the ACs in the United Statesenbeen remarkably intensified with
the release of Blue Ribbon Committee’s Report aadofmimendations on Improving

the Effectiveness of Corporate Audit CommitteesuuéBRibbon Committee 1999); and



the Company Accounting Reform and Investor PradecAct of 2002, known as the
Sarbanes-Oxley Act (2002).

Vera-Mufioz (2005) has concluded that most notatblgse reforms in the United
States increased the scrutiny of audit ACs, whade as guardians of investors’
interests attracts substantially higher visibilapd expectations. Therefore, firstly
executing the role of the crucial monitor of theaincial reporting process, the AC
must be informed, attentive, and effective oversddhe financial reporting process.
Secondly, independence is also a vital charade$tan effective AC. And finally,
the external auditors’ ultimate responsibility hasen redefined and they do not
anymore work with management but for managemeit,aae directly responsible to
the AC.

The ACs were not widely present in Europe before 1890s, except the United
Kingdom. Likewise, in 1992 in the United Kingdons first in Europe, the corporate
governance requirements were issued for listed eoep (The Cadbury Report),
including requirement that listed companies shadthblish an AC (The Committee
on the Financial Aspects of Corporate GovernanceGae and Co. Ltd. 1992). From
mid-1990s and onwards ACs gained greater acceptalisoein continental Europe.
(Collier and Zaman 2005)

As for promoting ACs among member states of EumpBaion, the European
Commission has declared its position in several@uie documents. For instance, the
European Commission’s Green Paper noted timbfrder to improve the system of
checks and balances within the company, more ateshould be paid to issues such
as the creation of an AC and the establishment pfaper functioning system of
internal controf (European Commission 1996, 26).

Furthermore, the European Commission has also réeciés standpoints related to
AC role in respect of supervision an audit functfam view of the recent accounting
scandals, special emphasis will be placed on tltkt@emmittee (or equivalent body),
with a view to fostering the key role it should yplan supervising the audit
function..”(2003, 15). Eventually, statements about formolatand principles for

operation of ACs in member states were declareBlrgpean Commission (2006) in



Directive 2006/43/EC of The European Parliament tr@dCouncil of 17 May 2006
on statutory audits of annual accounts and cors@litlaccounts.

The above mentioned directive (ibid.) states tla@hepublic-interest entity shall have
an AC and at least one member of the AC shall depandent and have competence
in accounting and/or auditing. Moreover, the resahties of the AC were
explained, including (1) monitor the financial refpog process; (2) monitor the
effectiveness of the company’s internal controtelinal audit where applicable, and
risk management systems; (3) monitor the statutawgit of the annual and
consolidated accounts; (4) review and monitor théependence of the statutory
auditor or audit firm, and in particular the praweis of additional services to the

audited entity.

Following issuance of Statutory Audit Directive BM3/EC (ibid.) the European
Consideration of Directors’ Associations (ecoDa)blmhed Audit Committee
Guidance for European Companies (2011) with purpodeelp the ACs to identify
and achieve their objectives and add value to tipervisory boards, the organisations
and their stakeholders. The guidance document iesplarther and in practical terms
the declarative requirements from the Directive®@8/EC and gives suggestions for

the implementation and ensuring efficiency of the. A

Hence, although the history of AC has started & Wmited States, the last decades
have led to acceptance of AC concept worldwide s af the subcommittees of
board of directors to which relevant supervisonndtions are delegated and
respective regulations have been put into pracseordingly, in European Union
the statements about formulation and principleofmration of ACs in member states
were declared by European Commission (2006) inu&t Audit Directive
2006/43/EC which has been also one of the trigémrdringing into effect a new

version of the Auditors Activities Act explainedfimllowing Section.
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1.3. Legal framework for an audit committee in Esto  nia

The history of ACs in Estonia is rather short coregawith the United States or the
United Kingdom (see previous Section). Accordingthie author’'s knowledge, the
development of ACs in Estonia prior to the enforeamof related provisions in
Auditors Activities Act (2010) has been closelykia with development of internal
audit functions within organisations. The Institudé Internal Auditors standards
include the principles for internal audit functiorieraction with board (“board” may
refer to an AC to which the governing body has giaed certain functions), reporting
and communication (The Institute on Internal Auditaecent issue 2014). Therefore,
whilst the AC is responsible to the board for oigdrs of management reporting on
internal control and the internal auditors haveeg lole in assessing and reporting on

risk management and internal controls, these twotfans are interdependent.

First regulations related to formation of the AQs Estonia concerned the state
companies and companies in which the state hasaat b required interest and of
state-founded foundationsAyditi komitee moodustamise ja tdokorra pohimdbtted
2004). The requirements related to AC responsaslitmeetings frequency, members
and operation were included. However, the requirdmeelated to members expertise
in areas of accounting or finance were not expyidincluded. The new version of

these requirements was passed in 2010, followiaggproval of the Act.

Following this, in November 2004 led by the TalliBtock Exchange and Financial
Supervision Authority Corporate Governance RecondaBons were released. The
requirements in form “comply or explain” were de&fthto be implemented primarily
by companies whose shares were admitted to tramirg regulated market operating
in Estonia. The companies were required upon thabkshment of the sub-
committees (including AC) by the supervisory botmdoublish on its website their
existence, duties, membership and position in tirgarozation (NASDAQ OMX
Tallinn 2004). No changes have been made in thessmmmendations afterwards and
therefore no more detailed requirements have bemuded concerning ACs.

In 2009 headed by the Ministry of Finance the pssocef bringing into effect a new
version of the Auditors Activities Act was started Estonia. As mentioned in the

11



Explanatory Memorandum of Draft ActACs and efficient internal control system
help to decrease financial, operational and commii risks and improve quality of
financial reporting” (2009, 3). The Act formulates several requiremdatspublic

interest entities including the requirement to foam AC. The Act was passed in

Parliament of Estonia in January 2010.

Accordingly, following public interest entities Estonia are obliged to form an AC as
stated in 8 99 of the Act:

1. A company whose securities are admitted to tradinga regulated securities
market within the meaning of the Securities Market.

2. A company which is a credit institution within thmeaning of the Credit
Institutions Act.

3. A company which is an insurer within the meaningtlté Insurance Activities
Act.

4. A legal person, except the state, in whose annoebumts or in the annual
accounts of whose consolidation group at least oiidhe indicators of the
financial year exceed the following conditions:

a) sales revenue or income 66 million euros;
b) assets as of the balance sheet date 33 milliorseuro
c) average number of employees 1 000 persons.

5. A company, foundation, non-profit association ohest person, in which the
public sector entity has a majority holding or whics under the dominant
influence of the public sector entity, in whose @anaccounts or in annual
accounts of whose consolidation group at leastettuethe indicators of the
financial year exceed the following conditions:

a) sales revenue or income 14 million euros;

b) assets as of the balance sheet date 7 million;euros

c) average number of employees 200 persons;

d) number of members of the supervisory board 8 pstson

As a consolidation group is not required to formesal ACs if an AC is formed by a
consolidating entity and its activity covers theolhconsolidation group (Auditors
Activities Act 899), then some companies operatim@stonia might have their ACs
formed by parent companies in other countries,l\fike be subject to different
requirements (for instance concerning governanoe,disclosure). The regulator has
also specified deadlines for forming an AC varyiagdifferent types of organisations

as can be seen in Table 1.

! Auditors Activities Act § 100 stipulates that inc@al government which is a public interest entihe
functions of the AC are performed by the revisi@menittee which involves a person who meets the
requirements for an AC member. The revision conme#t executing AC functions in local
governments were not subject of this study. (thba@is comment)

12



Table 1. Deadlines for Audit Committee FormatiorEgtonia

Type of organisation Deadline to form an AC
Credit institution 1.07.2010

Insurer 1.07.2010

Company listed in NASDAQ OMX Tallinn 1.07.2010

Public sector entity or company 1.01.2011

Company whose annual accounts exceed set limits 1.2D01

Source: Auditors Activities Act § 207.

Furthermore, the Act describes the bases for &esvof the ACs (8 98). The main
responsibilities of AC are to monitor and analydg:the financial reporting process;
(2) the efficiency of the company’s internal coh@ad risk management systems; (3)
carrying out of an audit; (4) the independence ajgctivity of an audit firm and a

sworn auditor representing an audit firm; (5) anakenrelated recommendations or
proposals to the body or person that elected itslbees (mainly supervisory board).
These responsibilities are in compliance with StatuAudit Directive 2006/43/EC

(European Commission 2006).

According to 8§ 97 of the Act an AC shall have atsketwo members and at least two
of whom shall be experts in accounting, financéaar to ensure needed expertise for
performing their duties. Here, the difference coredato Statutory Audit Directive
2006/43/EC (European Commission 2006) can be obdewhich stipulates that at
least one member of the AC shall have competenac@ounting and/or auditing.
Competence in auditing is not included among reguitompetences in Estonia as

well as in accordance with requirements ACs caodmeposed only of experts in law.

Besides, the AC member cannot be an internal ayditmember of the management
board, a procurator, an assistant minister or aet@y general of a ministry or a
person performing an audit (Auditors Activities A8t 97). There are no other
provisions included concerning independence of A€nioers in Auditors Activities

Act. According to the ecoDa (2011, 7) is generally accepted that a director should

only be considered independent if he/she is frem fany relations that might impair,
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or might appear to impair, their judgeméntThe samples of situations were
potentially the independence might be lost are awpt by ecoDa (ibid.), including
situations where a person has been an executieetaliror an employee of a company
for defined time period. However, past relationnigt included in AC member

independence clause in Estonia.

Dislike other countries’ corporate governance regaents (Collier and Zaman 2005)
the Act does not stipulate the required frequerfcik@® meetings, often considered as
proxy of diligence of ACs (Braswell et al. 2012)rwersely, in accordance with the
requirements for public sector entities or companfRiigi ariihingu ja sellise

arithingu, kus riigil on vahemalt otsustusdigusnqiriigi asutatud sihtasutuse
auditikomitee moodustamise ja tasustamise ning aidék pdhimotted 2010) the

ordinary AC meetings in those organisations shduddheld at least four times per

year.

According to the information available for the amthof this study there are no
additional guidance documents created in Estonmilés as Audit Committee
Guidance for European Companies (ecoDa 2011)), wwaild explain the best
practises and help organisations to implement thguirements from Auditors
Activities Act in forming ACs and helping them tohaeve their objectives, add value

to the supervisory boards, the organisations agid stakeholders.

The follow-up on compliance with the regulationtateg to ACs is not incorporated
into the Act. Only the companies subject to Corffaovernance Recommendations
(NASDAQ OMX Tallinn 2004) are required to disclaséormation related to AC.

Financial Supervision Authority is analysing angading results on quality of

corporate governance reports of publicly traded mames. The results from analysis
of the corporate governance reports of issuers 0i02and 2011 (Financial
Supervision Authority 2013) indicated deficiencregated to disclosing information
related to ACs. Enhancing the quality of reportsl anformation available for

investors was suggested. It was noted that whilgha companies had formed the
ACs, the information about existence of those, plsition in the organisational

structure, tasks and members were not disclosédeocompanies’ websites.
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In a nutshell, the history of ACs in Estonia isatelely short. However, during last
years as a consequence of Statutory Audit Directd@®6/43/EC (European

Commission 2006) the legal framework for an AC kabkanced and requirements
concerning AC formation and activity have been rpooated into Auditors Activities

Act.

1.4. Audit committee effectiveness

Various studies have been performed worldwide teestigate the effectiveness of
ACs, often with the focus on financial reportingatjty of a company (including Klein
2002; Abbott et al. 2003; Meyers and Ziegenfuss62680ishnan and Lee 2009; Lary
and Taylor 2011; Kang et al. 2011; Jamil and Nel20i1; Suarez et al. 2012;
Romano and Guerrini 2012). In order to explain #ffectiveness of an AC, the
purpose of AC must be clarified. A few definitioogaudit committee effectiveness
can be found in extant literature. Often definitiom DeZoort et al. (2002) if referred
(for instance Vera-Mufioz 2005; Abbott et al. 2004¢cording to DeZoort et al.
(ibid., 41) definition ‘an effective audit committee has qualified membétis the
authority and resources to protect stakeholderriggés by ensuring reliable financial
reporting, internal controls, and risk managemehtough its diligent oversight
efforts”.

According to the DeZoort et al. (ibid.) in this gefion the ultimate goal of ACs
(namely, protection of stakeholder interests) ali asgthe manner in which the AC
accomplishes its goals (by the use of qualified tvens with the authority and needed

resources to provide diligent oversight) is covered

Furthermore, determinants to achieve the AC effeogss as output have been
explained by DeZoort et al. (ibid.) including, basiputs needed: (1) AC composition
- members expertise, independence, integrity angecowty; (2) authority -

responsibilities of the AC and influence the AC imathe organisation; (3) resources -

adequate number of members, access to managerrtamhat and internal auditors;
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and diligence as main process factor, containingentive, motivation and

perseverance.

The author of this study agrees with Vera-Muio20&0and Abbott et al. (2004) and
considers this definition with further explanatiom form of determinants of AC
effectiveness to reflect comprehensively the charetics of an AC to operate
effectively and attain its objectives. These deteamts for AC effectiveness have

been also subject to a number of studies perfolises Section 1.5).

1.5. Audit committee formation and activity

Whereas it is generally believed and stressed puyla®rs that AC formation and

activity should improve the quality of financialp@ting (see Sections 1.2 and 1.3),
there have been also a number of studies performwbich have resulted with

evidence supporting this (including Klein 2002; Altbet al. 2003; Meyers and

Ziegenfuss 2006; Krishnan and Lee 2009; Lary angofe2011; Jamil and Nelson

2011; Romano and Guerrini 2012). On the contraryhe literature fewer studies can
be found that have led to the conclusion of AC hg\imited or no effect on quality

of financial reporting of the organisations (Spif@99; Rainsbury et al. 2009). The
results of the literature search, covering 18 malions relating to AC formation and
activity and main conclusions can be seen in Tal{keppendix 1).

Mainly the agency theory is applied in the studiesformed underlining directors’

role as independent and careful monitors of managéntherefore, the ACs are seen
to be mostly focused on actual monitoring. The issidwhich have applied agency
theory included Klein (2002), Abbott et al. (2008ang and Krishnan (2005), Meyers
and Ziegenfuss (2006), Lin et al. (2006), Krishrzawdl Lee (2009), Rainsbury et al.
(2009), Lary and Taylor (2011), Jamil and Nelso@1(®), Kang et al. (2011), Ma et

al. (2012), Habbash et al. (2012), Braswell e{2012), Chandar et al. (2012), Bhasin
(2012), Suérez et al. (2012), Romano and Gue2idi2).
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Alternatively, the institutional theory have begwphed by Spira (1999) emphasising
the ceremonial role of ACs and creating legitimdny engaging in appropriate
ceremony and ritual. In the study performed theivatibns behind formation of ACs
in the United Kingdom were investigated. It was adaded that AC participants are
sceptical about the ability of ACs to improve fical reporting quality by detecting
the fraud. The benefits for the company due to deeemonial role of the AC is
proposed, which could explain the popularity of A@=spite the lack of clarity of
their purpose and the lack of evidence in improvhngfinancial reporting quality and

standards of corporate governance.

The sample in the previous studies constituted aflyisted companies that are
required or volunteered to form an AC, varying umber from 20 to 1000 (see Table
2, Appendix 1). In researches by Abbott et al (30Q@4n et al. (2006), Lary and

Taylor (2011), Romano and Guerrini (2012) in additito sample companies
(companies that had issued restated financialms&tts or were subject of accounting

enforcement actions) control firms were included.

Primarily, the data concerning AC characteristiogl #inancial reporting in studies
examining AC formation and activity has been cdadcfrom secondary publicly
available sources. As main source for informatibou AC characteristics company
proxy statements or corporate governance repoxts haen used. The financial data
have been attained from annual reports or from Gt databases. As exceptions
studies performed by Spira (1999) and Myers e2@D§) could be highlighted. Myers
et al. (2006) performed their study based on dafBhie Institute of Internal Auditors
GAIN database, representing information collectexinf 296 Chief Audit Executives
in the United States for the respective periodré&s(i999) performed qualitative study
through the perceptions of participants in AC, ugihg AC chairs and members,

finance directors internal and external auditors.

The research method predominantly used in pastestwdas archival research (see
Table 2, Appendix 1). While evaluating various AQputs and their relation to
outputs by examining secondary data, first differaharacteristics of ACs
(independent variables) and proxies for financiaparting quality (dependent

variable) were identified or measured. This wasofeéd by regression analyses to
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test the association between the dependent vaigaoléhe independent variables. As
well in terms of method the study performed by &git999) could be mentioned as

dissimilarity.

In summary, following variables have been usedterdture as proxies for financial
reporting quality: abnormal accruals/discretionaagcruals/earnings management
(Klein 2002; Yang and Krishnan 2005; Rainsburyle@09; Jamil and Nelson 2011,
Habbash et al. 2012); earnings restatements (Alebatt 2004; Lin et al. 2006; Lary
and Taylor 2011); audit fees (Rainsbury et al. 20@8y and Taylor 2011) and fraud
disclosure (Romano and Guerrini 2012). Typicallyn@al indicators have been used
with exception of study performed by Yang and Knah (2005), focusing on

guarterly earnings.

For measuring earnings management the discretiaanmyals model of Dechow and
Dichev (2002) has been applied by Jamil and Ne(206t1) and absolute value model
of discretionary accruals for instance by Klein@2pand Yang and Krishnan (2005).
However, these models and results of measuringirggmmanagement could be
argued. According to Habbash et al (2012) the rhaiitation to their research is that
despite the most advanced model developed in 2§0&adthari et al. was used to

estimate discretionary accruals, the measuremergaafing management can be
disputed. Furthermore, the limitations of Dechowl &ichev (2002) model have been
characterised and empirical evidence of measureereat provided by McNichols

(2002). The other proxies used for financial rejpgrguality, are not open for similar

measurement errors.

Mostly the independent variables that associatitth ¥he dependent variable have
been tested in the studies have been AC indepeagderpertise, size and frequency
of meetings (for details see Table 2, AppendixMgst often the AC independence
has been examined (Klein 2002; Abbott et al. 2Q03;et al. 2006; Rainsbury et al.
2009; Lary and Taylor 2011; Jamil and Nelson 2(Kdng et al.; Habbash et al. 2012,
Suarez et al. 2012; Romano and Guerrini 2012). Mewea number of other AC
characteristics such as the business backgrountte AC members, the number of
years served on the AC and their personal insightdhe role and willingness to

perform the duties have not been studied.
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The past studies generally have suggested that A@bmar characteristics, such as
independence and/or financial expertise, are pe$jtiassociated with financial
reporting quality (Klein 2002; Abbott et al. 200B]Jeyers and Ziegenfuss 2006;
Krishnan and Lee 2009; Lary and Taylor 2011; Kah@le2011; Jamil and Nelson
2011; Suérez et al. 2012; Romano and Guerrini 20d@yvever, Lin et al. (2006)
found both mentioned characteristics to have naoifsignt impact on the quality of
reported earnings. Furthermore, some former studiekiding Lin et al. (2006) and
Kang et al. (2011) found association existing betwAC size and financial reporting
guality. Oppositely, studies performed by Abbottakt (2003), Jamil and Nelson
(2011) and Habbash et al. (2012) have resulted wahstatistically significant

association between AC size and financial reporduagjity.

In several studies no statistically significantaasation between meeting frequency
and financial reporting quality have been idendifi@bbott et al. 2003; Lary and
Taylor 2011; Jamil and Nelson, 2011). On the coptr@uarez et al. (2012) found that
the number of meetings of the AC is directly refate improvements in the quality of

accounting information.

Consequently, the extant literature indicates &fatmember characteristics, such as
independence and/or financial expertise have masble impact on financial
reporting quality of the organisations based ondtuelies performed using archival

research as survey method on sample of listed colegpa different countries.

As a limitation of previous studies it was notedatttwhile examining publicly
available measures of the inputs and the procederfaeeded to achieve the AC
effectiveness, the process by which the AC conteduo the improvements has
remained largely unexamined. Furthermore, althotlghroles and responsibilities of
an AC have expanded over the years (Vera-Mufioz)2@@5b still the focus has been
primarily on the oversight role of the financiapogting. The evidence of separately
studying the activities of AC (see Section 1.3) @aveot found to be available. Also,
limited evidence was found in earlier studies abitnet AC formation and activity
effect on outcome in wider perspective, not limitedy to financial reporting quality

of an organisation, but also other AC focus areadditionally, publications
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concerning AC formation and activity in Estonia wefiound not to be available.
Therefore, the research question for this survey dedined wider with the aim to fill

these research gaps.

1.6. Research question

With the aim to fill the gap in research relatedAG formation and activity, the
current study focused on examining how the fornmatamd activity of ACs as
subcommittees of the supervisory boards has atfemtganisations in Estonia. Based
on the research objective and in line with the jew literature, following research
guestion has been developed for the current study:

How formation, activity and different characteristics of ACs have impacted the
organisations in Estonia that were required to forman AC in accordance with
Auditors Activities Act.

In accordance with DeZoort et al. (2002) AC effeetiess definition and
determinants, the current study focused on detemtsnexplained in Figure 1.

Composition
Expertise
Independence
. Audit
Authority Diligence Committee
Topics on AC meeting agenda Number of Effectiveness
ST Effect on AC focus
areas
Resources
Number of members
Input Process Output

Figure 1. Determinants of Audit Committee Effectiees (DeZoort et al. 2002)
Combined with Author's Research Question (drawipghe author)
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The following AC characteristics were examinedhe turrent study as basic inputs
needed to achieve effectiveness: (1) AC composHienpertise, independence; (2)
AC authority - responsibilities of AC, expressedtamms of topics covered at AC
meetings; (3) resources - number of AC membersg®ite as the primary process
factor needed to achieve the AC effectiveness wasmed in terms of the number of
AC meetings.

Ultimately, achieving the AC effectiveness was aa#td in terms of effect on AC
focus areas, including (1) financial reporting dyalof an organisation; (2)
independence of external audit; (3) efficiency @fkrmanagement, (4) internal
control, (5) internal audit; (6) preventing or elimating the deficiencies and
inefficiencies and (7) ensuring the compliance vighislation and the good practice

of professional activities.

Thus, the research question comprehensively cotbesdrganisational aspects of AC
formation, including the number of AC members, emgusufficient expertise and
balance between independent and non-independenbensnAs well as the aspects
related to AC activity, containing the number of Afieetings per year and the
responsibilities in terms of topics on AC meetiggrada and the effect on AC focus
areas as evidence of AC effectiveness. The researethod chosen, analyses
techniques and sample formed for the current stadgnswer the research question
are explained in Section 2.1 of this paper.

21



2. AUDIT COMMITTEE FORMATION AND ACTIVITY IN
PRACTICE

This chapter gives an overview of AC formation ativity in practice and is divided
into three sections. In Section One the researdhaodechosen, analyses techniques
and sample formed for the current study is desdribeSection Two empirical results
obtained in order to find the answers for reseajalestion are presented using
diagrams, tables and the author’'s explanationsSéction Three the results are
interpreted, compared with results from previousl&s and conclusions, limitations
and suggestions included.

2.1. Materials and methods

With the intention of examine how the formation amdtivity of ACs as

subcommittees of the supervisory boards has atfestganisations in Estonia and
answer the research question, a survey as ress@atbgy was adopted using online
guestionnaire for primary data collection. Collectdata were analysed using

exploratory data analyses techniques.

2.1.1. Collecting empirical data

The purpose of the survey was to collect primanangiative data concerning
formation and activity of ACs in Estonia in orderanswer the research question. The
selected research strategy differs from most pteviiudies performed (see Section
1.5) where mainly archival research strategy wadiegh The reasons for selecting a
different strategy is that in Estonia the requiratrte disclose information related to
AC is only included in Corporate Governance Redqueets (2004) applicable for
listed companies (only one type of organisatiorduted in the sample); however,
not fully covering the information needed for penfing the current study as well as

not all companies complied with the requiremeng (Section 1.3).
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Also, this study comprehensively covered the aspeCAC formation, including the
number of AC members, ensuring sufficient expertemed balance between
independent and non-independent members as walests related to AC activity,
including the number of AC meetings per year argl rissponsibilities in terms of
topics on AC meeting agenda. This information coubd have been collected from

publicly available sources and therefore the suaseyesearch strategy was applied.

Furthermore, the current study examined the efi@¢¢orming and activity of AC in
wider perspective, not limited only to financialpogting quality. Similarly, this
information could not have been attained from ahmeports which were the main

data source in previous studies (see Section 1.5).

The online questionnaire was used in this studyethod for primary data collection
as according to Hirsijarvi et al. (2005) it is timfficient, allows collecting a large
amount of data from a large sample and later esaddsy analyse of the data using
applicable analysis software. However, the limitatof using the questionnaire (ibid.)
as a data collection method is that the data obdais superficial as well as the
respondents’ attitude to the survey and opinioruaibite questionnaire design cannot
be controlled. In the author’s opinion, despite lih@tations of a questionnaire as a
data collection method, it was sufficient for thergose of accomplishing the

objectives of this study.

Opinion, behaviour and attribute questions (Saunderl. 2004) were included in the
guestionnaire with the aim to identify needed infation in accordance with the
defined research question. The questionnaire wepaped covering the following
information: (1) year of formation and (2) place @peration of the AC; (3) the
number of members, (4) independence and (5) espetitiey possess; (6) frequency
and (7) topics covered at AC meetings; (8) opirabout the effect of formation and
activity of the AC, (9) the name of an organisataonmd (10) position of respondent.
Question number 7 was designed covering the m&nofcan AC and support actions
connected to this based on the Auditors Activikes (8 98) and Audit Committee
Guidance for European Companies (ecoDa 2011). @uestimber 8 was designed
reflecting improvements as a result of fulfillingetrole of AC, thus indicating the AC

accomplishing its objectives.
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The questionnaire was designed to consist of tesed questions, including list,
category, quantity and rating questions (Saundéral.e2004). Furthermore, the
covering letter was added to the questionnairelagxpg the purpose of the survey
and introducing the questionnaire. The questioesaivere prepared in Estonian and
in English taking into account that main responsemtre Estonian speaking. Google
Drive (https://drive.google.comwas selected for designing the questionnaire and

further entering the data by respondents.

With the aim to refine the questions so that redpats would not have problems in
answering the questions and data would be eagctod and analyse (ibid.), the pilot
tests were performed. Also, the aim of the pilstitey was to evaluate the questions
validity and reliability of data collected. In td% pilots were made, the questionnaires
in both languages were tested. The persons invoinvethe pilot tests possessed
expertise related to AC formation and activitiegmenunication and research
methods. Completed pilot questionnaires and comsn&pin persons involved in
pilots were reviewed and needed adjustments madquastionnaire. For some
guestions additional explanations were added. Tiestgpnnaire in both languages is
attached to this paper (see Appendix 2 and 3).

The questionnaire was e-mailed to organisationkided in the sample (for details
see 2.1.3). General e-mail addresses from welisitd®se organisations were mainly
used. The public interest entities that have agrimal audit functions and the internal
auditor(s) are members of The Institute of Interadlitors Estonia were e-mails sent
concerning their organisations using e-mail addr®sdentified from members list
(https://www.theiia.org/chapters/index.cfm/home.gagk#30Q accessed 14.03.2014).

2.1.2. Analysing and interpreting empirical data
Quantitative analyses techniques were used withathre of exploring, presenting,
describing and examining relationships and trendkinvempirical data collected

using the online questionnaire in order to find dnswers for the research question.
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Using exploratory data analyses the diagrams wesated in order to explore and
understand the empirical data collected concer#iGgformation and activity. AC
characteristics as basic inputs and diligence egpthmary process factor needed to
achieve AC effectiveness were covered as well hgewag the AC effectiveness in
terms of effect on AC focus areas. The results h&f éxplanatory analyses are
presented in Section 2.2 of this study.

2.1.3. Selection of the sample

Public interest entities in Estonia that are oldige form an AC were explained in
Section 1.3 of this paper. The attempt was madentify the total population of
organisations subject of these requirements. Hoiegethe information concerning
all types of organisations is not easily availalihee total population could not be
identified and the sample was selected constitutingrganisations as can be seen in
Figure 2. In total 116 organisations were includedsample, of which 10 credit
institutions, 11 insurers, 16 companies listed ASDAQ OMX Tallinn, 26 public
sector entities or companies and 53 companies whoseal accounts exceed set

limits.

Organisations included in sample

= Credit institution

® [nsurer
Listed in NASDAQ OMX
Tallinn

= Public sector entity or company

= Companies whose annual
accounts exceed set limits

Number of organisations

Figure 2. Proportion of Organisations Included amfple by Type (N= 116, drawing
by the author)
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The credit institutions and insurers were identiffcom the web page of Financial
Supervision Authority Www.fi.ee, accessed 14.03.2014). Companies whose annual
accounts exceed the limits set in Auditors ActestiAct (for details see Section 1.3)
were identified based on the information disclogedheir annual reports of 2012.
Aripdeva Infopank was used for accessing the annual reports
(http://infopank.aripaev.ee/accessed 14.03.2014). First, companies whoseahnnu

sales revenue exceeded 66 million euros were famhtiesulting in 100 companies.
Secondly, it was identified, if one of the othedicators (assets as of the balance sheet
date 33 million euros or the average number of eygas 1,000 persons) exceeded
the stated limits in annual reports of 2012 for sknocompanies. The Auditors
Activities Act 8§ 13 requires at least two of thelicators to exceed the set limits. In
total 53 companies were identified. Public sectatities or companies that should
have formed AC were identified based on the pulsiformation available on the
internet. The number of those organisations induidesample might vary the most

from the total population.

Hence, the purposive sampling technique (Saundes 2004) was used, as enabling
to use the judgement to select the cases thabesli enable to answer to the research
guestion and meet the objective of the currentystiithe limitation of the selected
sampling technique is that it cannot be considestatistically representative of the

total population (ibid.).

The aforementioned practice for forming a sampléed also from the previous
studies, where only listed companies were includedsample (see Section 1.4). This
has been decided as the number of listed companASDAQ OMX Tallinn is 16
(http://www.nasdagomxbaltic.cqgraccessed 14.03.2014), which is too low for proper

study and conclusions. The organisations includetheé sample were questionnaires
e-mailed with the aim to collect the primary infation related to AC formation and

activity.
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2.2. Analysis of audit committee formation and acti vity

With the purpose to achieve the objective of thelgtand find an answer to the
research question the online questionnaire wastetteand submitted to sample
organisations with the aim to gather the infornatim total 116 sample organisations
were addressed that should have formed an AC iordance with the requirements
of Auditors Activities Act.

There were 34 replies received on the questionn&rem those, three persons
informed via e-mail that their organisation has fastmed an AC. Furthermore, six
persons informed that AC of their organisationderfed in the consolidation group
according to Auditors Activities Act 8§ 99 and istraperating in Estonia. 25 persons
filled in the questionnaire. From those three resps were removed as duplicates
(more than one person replied about the same @aj#on) and were not included in
further analyses. Excluded were replies of persbasdo not have direct interaction

with AC or have past experience.

The total response ratealculated according to Sunders et al. (2004) ¥agd%
taking into account respondents that did not mieetcriteria (three companies that
have not formed an AC) and were ineligible to regpoThe highest number of
responses was received from public sector entitesompanies (in total 13). Eight
companies whose annual accounts exceed set liesignded; however, five of them
having their AC operating in another country (twdhem filled in the questionnaire)
and one that does not have an AC formed. From ttweganies listed in NASDAQ
OMX Tallinn, one had not yet formed an AC, as tbenpany was established only in
2013. Both the credit institution and the insurefoimed that their AC is not

operating in Estonia.

From the responses received in form of filled iresfionnaire two were concerning
ACs operating not in Estonia and were also exclided future analyses as possibly
subject to different requirements. The author af turrent study considers, that

several organisations that are obliged to form @na& insurers, credit institutions and

2 total response rate = total number of responsetd(toumber in sample- ineligible)
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companies whose annual accounts exceed the set lmmght have their ACs
operating outside Estonia in accordance with Auditdctivities Act 8 99 and
therefore the questionnaire was not filled in. IFetanalyses were based on the sample
of 20 organisations. The distribution of responseduded in analyses by types of

organisations in comparison with total sample espnted in Table 3.

Table 3. The Distribution of Responses Included Analyses by Types of
Organisations and in Comparison with Total Sample

Type of organisation Number of Responses %

organisations

in sample

Credit institution 10 0 0%
Insurer 11 0 0%
Listed in NASDAQ OMX Tallinn 16 2 11,9%
Public sector entity or company 26 13 50,0%
Company whqse annual accounts 53 1 1,9%
exceed set limits
Organisation not marked 5
Total 116 20 17,2%

Source: Calculations by the author.

The most responses on the questionnaire were szbdiom Heads of Internal

Audit/Internal Auditors in the organisation (in @#btl3 responses). Because of internal
audit function interaction with AC, the knowledgé subject questioned, could be

considered realistic and answers reliable. Fronergtiositions fewer responses were
received, including Audit Committee Members (thregponses), Management Board
Members (two responses) and other positions (twpamses). Also, those positions
understanding of subject questioned should be p¢a®d level and answers reliable.

No replies were received from Supervisory Board Mers.

The data collected in form of online questionnairere based on the respondents’
self-reported perspectives and estimates and midiedewith information from other
sources. However, it was assumed that respondantddshave had possibility to
check the data from secondary sources (e.g. ACtazhaneeting minutes), except
opinion question concerning the effect on AC foatsas. Therefore, the results were
interpreted with caution. Furthermore, achieving thC effectiveness, which was
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evaluated in terms of effect on AC focus areas, w@ssidered to represent the

perceived effect.

2.2.1. Year of forming an audit committee

According to the information submitted by resportdethe highest number of ACs in
Estonia has been formed during years 2010 and @0Lt during both years). The
first ACs were formed in 2084n public sector entities or companies (in totake).
During other years one to two organisations haveéal an AC. Also, it was noted
that before 2010 only in public sector entitiescompanies the ACs were formed.
Two companies listed in NASDAQ OMX Tallinn formebdeir ACs in 2010 and a
company whose annual accounts exceed set limR@81d. The trend of forming and

ACs in organisations by years can be seen in Figure

The year of forming an audit committee

/ \ =4-The year of

4\ / \ forming an
audit

\/ V committee

2004 2005 2007 2009 2010 2011 2012 2013

O P N W b~ O
Il

Number

Year

Figure 3. The Year of Forming an Audit Committee=(RD, drawing by the author)

According to the information disclosed by the rasents two more organisations
have planned to form an AC during 2014. The dalacates that ACs is organisations

% In one eliminated questionnaire the year of fogran AC was marked to be 2002. (the author’s
comment)

29



have been formed following the deadlines for AGrfation (see Table 1) and history

of AC in Estonia is rather short.

2.2.2. Basic inputs needed to achieve audit committ  ee effectiveness

The following AC characteristics were examinedhe turrent study as basic inputs
needed to achieve effectiveness (see Figure 1):A(l)composition - expertise,
independence; (2) AC authority - responsibilitiéA€, expressed in terms of topics

covered at AC meetings; (3) resources - number@hfembers.

The proportion of expertise the AC members possessed among respondent
organisations can be seen in Figure 4. The reseN®aled that half of the
organisations (ten organisations) had accountiryfsnance experts in their AC and
four organisations all required experts. Only ongaaisation lacked both accounting
and finance expert in the AC. The other organisati@dive) had their AC composed
from experts in one or two required areas, inclgdih least one expert in finance or
accounting. The total number of the experts byireduareas in ACs was not verified

with the organisations with the questionnaire.

Audit committee members' expertise areas

\ = All required
A = Accounting and finance
7 = Finance and law

= Accounting and law
‘ = Finance

m Law

Accounting
Number of organisations

Figure 4. Audit Committee Members’ Expertise Ar@ds 20, drawing by the author)
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The results indicated that ACs in Estonia have beenerally composed of
sufficiently qualified members. However, with aiménsure the AC effectiveness in

all AC focus areas, expertise only in law mightisufficient.

In terms of AC memberdependencethe organisations could be divided into four
groups. There were seven organisations that ACstitated of only independent
members. Five organisation had more than 50% oir ttlembers independent
(excluding 100% independent) and four organisatibad less than 50% of their
members independent (excluding organisations withioglependent members).
Consequently, there were four organisations thdt mbt have any independent
members in their AC. In total in 12 organisatio68%) at least half of members were
independent. Figure 5 displays the comparison efttital number of AC members
with the number of independent members by orgaonisstt Unexpectedly, one
organisation with 6 members (highest number of A€&nbers) in AC has all of those
independent. The organisation with smallest nundfehC members (two persons)

had none of them independent.

Audit committee members

members in the
audit committee

7
6 ® Number of
TR members in the
3 audit committee

E 4
(O]
E 3
© m Number of
g 2 independent
E 1
zZ
0

Organisations

Figure 5. Comparison of the Total Number of Audin@nittee Members with the
Independent Members (N= 20, drawing by the author)
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The results indicated that some organisations cputdmore attention on ensuring
also independent members in their AC. However, ntgj®f organisations have

already reasonable balance between independemigrchdependent members.

Regardingtopics on AC meeting agendahe respondents had possibility to mark
either usually or according to need. Also, it wasgble to mark that the topic is not
on meeting agenda or respondent does not know.r@sdts from the responses

received can be seen in Figure 6.
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Topics on audit committee meeting agenda

1. Making recommendations or proposals to the Béardnother body that
formed the AC) concerning compliance with legiglatand the good...

2. Making recommendations or proposals to the B@ardnother body that
formed the AC) concerning prevention or eliminatajrdeficiencies and..

3. Making recommendations or proposals to the B@ardnother body that
formed the AC) concerning the appointment or rerhofan internal auditor

4. Making recommendations or proposals to the B@ardnother body that
formed the AC) concerning the appointment or rerho¥an audit firm

5. Monitoring and analysing independence of antdirdi and a sworn

auditor representing an audit firm on the basisafand compliance of = Usually
6. Monitoring and analysing the process of audithgnnual accounts anc _
consolidated accounts m According
7. Monitoring and analysing efficiency of interraaldit (if the function is to need
formed) » Not at
agenda
8. Monitoring and analysing efficiency of interrzaintrol m Do not
know

9. Monitoring and analysing efficiency of risk mgeaent

10. Monitoring and analysing processing of finahitiformation of an
organisation

0% 20% 40% 60% 80% 100%

Topic on AC meeting agenda Number of organisations

Figure 6. Topics on Audit Committee Meeting Agelida 20, drawing by the author)



It was noted that more than 50% of organisatioss &nd more) have usually on their
AC meeting agenda the following topics: monitorargd analysing efficiency of risk
management (10 organisations, 50%), internal cbiit® organisations, 60%) and
internal audit (14 organisations, 70%); monitoriagd analysing the process of
auditing of annual accounts and consolidated adso{@2 organisations, 60%) and
independence of an audit firm and a sworn aud#épresenting an audit firm on the
basis of law and compliance of their activities hwiapplicable regulations (11
organisations, 55%); making recommendations orgsals to the Board (or another
body that formed the AC) concerning the appointnegnemoval of an audit firm (13
organisations, 65%) and the appointment or rem@fabn internal auditor (12

organisations, 60%).

Conversely, the results indicated that monitorind analysing processing of financial
information of an organisation is on AC meeting radge usually only in seven
organisations (35%). Making recommendations or @sajs to the Board (or another
body that formed the AC) concerning prevention kimi@ation of deficiencies and
inefficiencies in an organisation is usually on theeting agenda in nine organisations
(45%) and making recommendations or proposalsddibard (or another body that
formed the AC) concerning compliance with legislatiand the good practice of
professional activities is on meeting agenda inosganisations (30%). These topics
were marked to be on the AC meeting agenda acaptdineed (45%, 40% and 60%
accordingly).

Furthermore, there were some topics that were rdadokesome organisations not to
belong to AC meeting agenda, including monitoringl analysing processing of
financial information of an organisation (three amgsations, 15%); monitoring and
analysing the efficiency of internal audit (two angsations, 10%); making
recommendations or proposals to the Board (or andibdy that formed the AC)
concerning the appointment or removal of an audi {one organisation, 5%) and
making recommendations or proposals to the Boar@rfother body that formed the
AC) concerning the appointment or removal of aenmél auditor (one organisation,
5%). The answers concerning subjects related ternat audit might have been
marked so due to the reason that internal audittiom is not formed in the

organisation. Having the other mentioned topicsamAC meeting agenda suggested
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that ACs in those organisations did not fully futheir responsibilities. The type of
organisation or year of forming an AC was notedtoaiffect the subjects included on

AC meeting agenda.

Thenumber of AC membersvaried in range from two to six in sample orgatises
(see Figure 5). The organisations having five or miembers in AC could be
considered quite uncommon considering a rathemomber of members typically in
supervisory boards in Estonia. Organisations adigsbctor entities or companies,
one company listed in NASDAQ OMX Tallinn and orgsations that had not
disclosed the name were noted to have such nunilmeembers. The majority of the
organisation had three members in their AC (in ddaoisations out of 20). Only one
organisation from the sample had their AC constitutof two members as the
minimum requirement in Auditors Activities Act (2 The other organisations had
either four or five members in their AC. Hence, tiesults indicated that ACs in
organisations constituted of suitable number of bensm and the resources were

sufficient.

2.2.3. Diligence as the primary process factor need ed to achieve the AC
effectiveness
Diligence as the primary process factor needecchiese the AC effectiveness was

examined in terms of the number of AC meetingsypar (see Figure 1). The number
of AC meetings per year was disclosed by resposdenibe in rage from one to ten.
Three respondents did not include the number oftingseper year. There were four
organisations that had either one, five, six orheigneetings per year. Two
organisations had two meetings and four organisstidour meetings. Six
organisations had ten AC meetings per year, wtiamiunusually high number. The
organisation having only one AC meeting per yeaghihhave it only for purpose of
fulfilling the legal requirement. Public sector #ies or companies were noted to have
a higher number of AC meetings per year and athoe at least four meetings per

year. The number of AC meeting per year by orgaioisa can be seen in Figure 7.

35



Number of audit committee meetings per a year
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Figure 7. Number of Audit Committee Meetings pearyfN= 20, drawing by the
author)

Therefore, the number of AC meetings complied wrggulations for those
organisations it is stated. However, less than #0r meetings per year might be

insufficient for purpose of ensuring effectivenasall AC focus areas.

2.2.4. Achieving the audit committee effectiveness: the effect on audit
committee focus areas
Ultimately, achieving the AC effectiveness was aa#td in terms of effect on AC

focus areas, including (1) financial reporting dmyalof an organisation; (2)
independence of external audit; (3) efficiency &fkrmanagement, (4) internal
control, (5) internal audit; (6) preventing or elimating the deficiencies and
inefficiencies and (7) ensuring the compliance vidtislation and the good practice
of professional activities (see Figure 1).

For evaluating the effect of AC formation and aityithe respondents were requested
to respond by marking whether AC formation and vagtihas helped or not to
improve the area. Also it was possible to mark &@tformation and activity has no
effect or the respondent does not know the effébe results from the responses

received can be seen in Figure 8.
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1. Ensure the compliance with legislation and thedypractice of

professional activities

2. Prevent or eliminate the deficiencies and ieg&fficies in an

organisation

3. Improve the efficiency of internal audit (if thenction is formed) of

an organisation

4. Improve the efficiency of internal control of arganisation

5. Improve the efficiency of risk management obaganisation

6. Increase the independence of an audit firm aswlan auditor

representing an audit firm

7. Improve the financial reporting quality of arganisation

AC focus area

Effect on audit committee focus areas

mYes

mNo

m Has no impact
m Do not know

0% 20% 40% 60% 80% 100%

Number of organisations

Figure 8. Effect on Audit Committee Focus Areas @05 drawing by the author)




The results argued that in 18 organisations (90B®&) perceived effect of AC
formation and activity is that it has helped to noe the efficiency of risk
management of an organisation. In 16 organisati®®%) has helped to improve the
efficiency of internal audit. Equally, in 14 orgaations (70%) has helped to improve
the efficiency of internal control and ensure caampte with legislation and the good
practice of professional activities. In 12 orgatimas (60%) has helped to prevent or

eliminate the deficiencies and inefficiencies.

Unexpectedly, only in seven organisations (35%) perceived effect of AC
formation and activity is that it has helped to noye the financial reporting quality.
At the same time, seven organisations (35%) maidmaing an AC and its activity to
have no effect on financial reporting quality. Fr@rtmore, one organisation (5%) has
marked that forming AC and its activity has notpeel to improve the financial
reporting quality. There was no relation noted lestwtype of organisation and AC
not having effect or not having improved the finahaeporting quality of an
organisation. However, only public sector entibescompanies marked that AC and
its activity has helped to improve the financigdagiing quality. No relation related to

year of AC formation in respect to this AC focusamwas noted.

Similarly, only in eight organisations (40%) itperceived that the AC formation and
its activity had increased the independence of @it dirm and a sworn auditor
representing an audit firm. Five organisations (P5%4w no effect of AC in this
respect and two organisations (10%) noted thatifaggran AC and its activity has not
helped to improve independence on an auditor. INtioa between this area and type

of organisation or year of forming an AC was idéed.

2.3. Discussion

The purpose of this study was to examine how thendtion and activity of ACs as
subcommittees of the supervisory boards has affdati@se organisations in Estonia.
In this section the results are interpreted, coegbawith the results from previous

studies and conclusions, limitations and suggestionthe future research included.
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The results of the current study revealed thathighest number of ACs has been
formed in Estonia during years 2010 and 2011, heditst ACs have been formed in
2004 in public sector entities or companies (bekB&0 the AC were formed only in
this type of organisations). This practice corresjeal with the requirement from
Auditors Activities Act 8 207 andAuditi komitee moodustamise ja tookorra
pohimdtted(2004). Given this, it may be inferred that ACnganisations in Estonia
have been formed with intention to comply with thegal requirements, not

voluntarily.

From 34 responses received eight organisations Y24 their AC operating outside
Estonia in accordance with Auditors Activities A&t99. The author of the current
study considers that several other organisatioat dhe obliged to form an AC as
insurers, credit institutions and companies whaseual accounts exceed set limits

might have their ACs operating outside Estonia.

2.3.1. Interpretation of results and comparison wit  h extant literature

The information related tbasic inputs needed to achieve AC effectivenesgas
collected in this study (see Figure 1). The experAC members possessed suggested
that half of the organisations had accounting amainice experts in their AC and four
organisations all required experts. Only one omgmion disclosed lacking both
accounting and finance expert in the AC. The Auditactivities Act (8 97) requires
that at least two of AC members shall be expert@doounting, finance or law,
therefore such practice does not deviate from legglirement. The number of the

experts in different areas was not verified in¢heent study.

However, it was identified that the legal requireti@ Estonia does not fully comply
with Statutory Audit Directive 2006/43/EC (Europe@ommission 2006) suggesting
that at least one member of the AC should have etenpe in accounting and/or
auditing. In addition, a number of previous studiese resulted with evidence that
highlight the significance of having finance or agoting expertise in AC (including,

Abbott et al. 2003; Meyers and Ziegenfuss 2006slran and Lee 2009; Lary and
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Taylor 2011; Kang et al. 2011). The evidence o thirrent study suggested that ACs
in majority of the organisations in Estonia haveerbecomposed of sufficiently

gualified members to ensure the AC effectiveness.

Most of the organisations (60%) were noted to hetMeast half of their AC members
independent. However, there were also some orgamsathat did not have any
independent members in their AC. The independericA@® members has been
considered to be an essential AC characteristimd¢mease the quality of financial
reporting of the organisation, supported by evidefrom a number of previous
studies (Klein 2002; Abbott et al. 2003; Lary andylbr 2011; Jamil and Nelson
2011; Kang et al. 2011; Suarez et al. 2012; Ronaarb Guerrini 2012). Therefore,
with the purpose of ensuring the AC effectivensssne organisations could consider
involving also independent members in their AC. @ossible explanation why AC
independence has not been prioritised could beAbditors Activities Act includes

limited requirements in this respect.

According to ecoDa (2011) meeting agendas ultingatlve the AC work. The
guestion concerning topics on AC meeting agendhisnstudy was designed covering
the main role of an AC and support actions conmetdethis based on the Auditors
Activities Act (8§ 98) and Audit Committee Guidanfoe European Companies (ecoDa
2011). The results from the study argued that nibt ACs fulfilled these
responsibilities. The responsibilities not included AC meeting agenda in some
organisations included monitoring and analysingcpssing of financial information
of an organisation; making recommendations or palsoto the board (or another
body that formed the AC) concerning appointmentesnoval of an audit firm. The
topics connected to internal audit activity whicleres not covered could have been
marked not belonging to AC meeting agenda by reataot having the internal audit
function formed in the organisation. Thus, it candeduced that AC responsibilities
in some organisations could be further clarifiedonder to ensure AC effectiveness

and ensure compliance with the requirements fromitAts Activities Act.

The number of AC members varied in range from tavgix in sample organisations.
The majority of the organisation had three membierstheir AC. Only one

organisation had their AC constituting of two memsbas a minimum requirement in
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Auditors Activities Act (8 97). On this basis, itapbe inferred that the ACs in most
organisations weree not only formed as to compl ihe legal requirements. The
evidence suggested that organisations had sufficésiources in terms of the number
of AC members available for ensuring AC effectiveeSome former studies,

including Lin et al. (2006) and Kang et al. (201djnd association existing between
AC size and financial reporting quality. Oppositedtudies performed by Abbott et al.
(2003), Jamil and Nelson (2011) and Habbash ef28l12) have resulted with no

statistically significant association between A@esand financial reporting quality.

Therefore, the importance of the number of the A@mmbers should not be

exaggerated.

In conclusion, on the evidence of the findingsappeared that from basic inputs to
achieve AC effectiveness some organisations inriisstoould consider including also
independent members in their AC and clarify furtA€ responsibilities for ensuring
compliance with Auditors Activities Act (8 98). TH&Cs in the organisations had a
sufficient number of members as well as the mempessessed expertise in required

areas.

Furthermore, the information concernidgigence as the primary process factor
needed to achieve the AC effectivenesgas identified (see Figure 1). The Auditors
Activities Act does not specify a mandatory numbeAC meetings per year. The
requirement of at least four ordinary AC meetings year is included in the
requirements for public sector entities or companfRiigi aritihingu ja sellise
arithingu, kus riigil on vahemalt otsustusdigusnqiriigi asutatud sihtasutuse
auditikomitee moodustamise ja tasustamise ningai@éakpdhimotted2010). The
number of AC meetings per year in organisations idestified to vary in range from
one to ten. From those six organisations had tennAgtings per year, which is
unusually high number. Public sector entities ompanies were noted to have a
higher number of AC meetings per year and all okéhat least four meetings per
year. Thus, the practice complied with the requéeets. In total, 13 organisations
(65%) had four or more meetings per year. Only onganisation had one AC
meeting per year which might have been only forgbepose of fulfilling the legal

requirement.
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In a number of previous studies no statisticallgngicant association between
meeting frequency and financial reporting qualigvé been identified (Abbott et al.
2003; Lary and Taylor 2011; Jamil and Nelson 20Tk).the contrary, Suarez et al.
(2012) found that the number of meetings of the ACdirectly related to
improvements in the quality of accounting inforroati Therefore, the importance of
the number of the AC meetings separately shouldoratverstated. Diligence as the
primary process factor needed to achieve the A@ct¥eness expressed in the
number of the AC meetings per year was found tadegjuate in sample organisations

in Estonia.

Ultimately, achieving the audit committee effectivenessxpressed in terms dlie
effect on audit committee focus areasvas examined (see Figure The perceived
effect based on the respondents’ self-reportedppetives was examined. The results
argued that in 90% of organisations the AC fornmatemd activity has helped to
improve the efficiency of risk management of anamigation. AC formation and
activity has also helped in majority of organisaioto improve the efficiency of
internal audit, efficiency of internal control, @me compliance with legislation and
the good practice of professional activities anevpnt or eliminate the deficiencies

and inefficiencies.

Unexpectedly, only in seven organisations (35%infag an AC and its activity has
helped to improve the financial reporting qualiBurthermore, seven organisations
(35%) suggested AC and its activity to have noatfte financial reporting quality of
an organisation. In one organisation forming AC &@sdactivity has not helped to
improve the financial reporting quality. It was edtthat only public sector entities or
companies had marked AC to have a positive effactimancial reporting quality.
This finding contradicted with regulators expeans (Explanatory Memorandum of
Draft Auditors Activities Act 2009; European Comsian 1996 and 2003). Also, it
was inconsistent with evidence from several previstudies (for instance Abbott et
al. 2003; Lin et al. 2006; Lary and Taylor 2011c.etbut it agrees with conclusion by
Spira (1999) and Rainsbury et al. (2009).

Similarly, in eight organisations (40%) forming AG and its activity was believed to

have increased the independence of an audit fithhaasworn auditor representing an
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audit firm. Five organisations (25%) saw no effe€tAC in this respect and two
(10%) noted that forming an AC and its activity hast helped to improve
independence on an auditor. Also, this finding esped the opposite of regulators’

expectations.

Consequently, the perceived effect of the AC foramatand activity was that it has

helped to improve the efficiency of risk manageméme efficiency of internal audit,

and the efficiency of internal control, ensure ctiere with legislation and the good
practice of professional activities and prevent eliminate the deficiencies and
inefficiencies in majority of organisations. HoweyvAC formation and activity has

not resulted in the anticipated effect on all ACUs areas. In fewer organisations AC
formation and activity has helped to improve theaficial reporting quality of an

organisation and increased the independence ofudit frm and a sworn auditor

representing an audit firm. This finding could lesa@ciated with the aforementioned
inefficient basic inputs needed to achieve AC diteness, including lack of

independent AC members in some organisations antk s&Cs not fulfilling all

responsibilities as stated in Auditors ActivitiestA8 98).

2.3.2. Limitations and suggestions for future resea  rch

There were certain limitations that should be ersi@&al concerning this study. First,
the purposive sampling technic was used and therdfte conclusions cannot be
considered statistically representative of the Itgiapulation. Furthermore, the
conclusions drawn were based on a small numberegponses and representing
mainly evidence of public sector entities or comparfonly one type of organisations
that were obliged to form an AC in accordance wthditors Activities Act). Finally,
only online questionnaire was used in this studydat collection method. The
limitation of not linking the questionnaire usedthvother methods (for example in-
depth interviews) was the inability to explore dgther understand the opinions
expressed by respondents. Also, the data colleefg@sented the respondents’ self-
reported perspectives and estimates and was nfiedewith information from other
sources. In future studies instead of questionngdnees archival research could be

selected as research strategy as in many previodes in order to ensure sufficient
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evidence to base conclusions on that could be gkseul to the total population.
Also, the use of other methods (including in-deptierviews) could be considered in
order to complement the empirical data collected anable to explore and further
understand the linkages between AC inputs, proaedshe outcome in terms of the

effect of AC formation and activity.

The results from the study revealed that not all sA@ere fulfilling their
responsibilities as expected and AC formation aciivity has not resulted in the
anticipated effect on AC focus areas in some osgdions. There are no additional
guidance documents created in Estonia (as Auditr@ittee Guidance for European
Companies (ecoDa 2011), that would explain the jpesitises and help organisations
to implement the requirements from Auditors Aciast Act in forming ACs and
helping them to achieve their objectives, add vatu¢he boards, the organisations
and their stakeholders. In future studies the mem$or not complying practises could

be examined and need for describing the aforemeedid\C guidance clarified.

In addition, the current study focused on orgaiosal aspects of AC formation and
activity in order to ensure the effectiveness inoadance with DeZoort et al. (2002)
AC effectiveness definition and determinants. Tkespnal aspects, including AC
member objectivity, integrity, and willingness tmsk together as needed as well as
influence the AC has in the organisation were wotced. For the future studies these
aspects could be also considered possibly applyiegcase study approaches as the

research strategy.

Nevertheless, the practical contribution of thigpgrawas that it gave an indication
how formation, activity and different charactegstiof ACs have impacted the
organisations in Estonia that were required to faam AC in accordance with
Auditors Activities Act and suggestions for possibimprovements. The study
covered wider perspective and was not limited émlfinancial reporting quality of an
organisation, but also other AC focus areas. Thkertftical contribution of this paper
was that it provided the key insights from mainveys related to AC activity and
formation during last decades based on the compséhe literature review. As
methodological contribution, the suggestions foe tfuture surveys could be

emphasised.

44



CONCLUSIONS

The purpose of this paper was to examine how thedbon and activity of ACs as
subcommittees of the supervisory boards has affemtganisations in Estonia. The

research objective was accomplished.

Extant literature was reviewed in the course of 8tudy with the purpose to identify
and give an overview of previous studies relatm@€ formation and activity and its
effect on organisations. Based on 18 publicatiorsening the AC formation and
activity in countries including the United Statébe United Kingdom, Australia,
Malaysia, Italy, and Spain it was concluded thastiyothe effectiveness of ACs has
been investigated, often with the focus on finane@orting quality of a company.
Predominantly in previous studies archival reseanethod has been used and sample
constituted of listed companies. Primarily the datacerning AC characteristics and

financial reporting has been collected from secongablicly available sources.

The key findings from previous studies indicated A€mber characteristics, such as
independence and/or financial expertise to haventbst visible impact on financial
reporting quality of organisations. Furthermorenscstudies have suggested also AC
size and meetings frequency to affect the finanaigorting quality of an

organisation.

In Estonia the history of ACs is rather short. Tingt regulations concerning AC were
issued in 2004 and concerned the state companéesanpanies in which the state
has at least a required interest and of state-edifoundations. During the same year
also Corporate Governance Recommendations werasesleincluding requirements
concerning disclosing information about AC uporabbshment by the supervisory
board for companies whose shares were admittecating on a regulated market
operating in Estonia. The AC have become obligatorya number of organisations

(including, listed companies, insurers, credit itndbns, private as well as public
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sector companies and public sector entities whosaia accounts exceed stated
limits) after enforcement of Auditors Activities Am 2010.

In the current study one main research questiorss raiged. It was examined how
formation, activity and different characteristic§ &Cs have impacted the
organisations in Estonia that were required to faam AC in accordance with
Auditors Activities Act.

In order to answer the research question survegsasarch strategy was adopted using
online questionnaire for primary data collectiomll€cted data were examined using
exploratory data analyses techniques. The pubtarast entities in Estonia that are
obliged to form an AC were the sample of this stullye sample was selected using
purposive sampling technique constituting of 11@aoisations. There were in total 34
responses received, the total response rate wa¥o2However, analyses were

performed and conclusions based on 20 organisations

The results of the study revealed that the highastber of ACs has been formed in
Estonia during years 2010 and 2011 and the fires @am 2004 in public sector entities
or companies. Before 2010 the AC were formed amlyis type of organisations. The
practice corresponded with the legal requiremeaigen this, it may be inferred that
ACs in organisations in Estonia have been formetl witention to comply with the

legal requirements, not voluntarily.

The number of the AC members, AC meetings per gedrexpertise AC members
possessed were noted to be adequate in accordaititetne requirements and
sufficient to ensure the AC effectiveness in m&jooif the organisations. However, it
was identified that the legal requirement in Estodibes not fully comply with

Statutory Audit Directive 2006/43/EC (European Cassion, 2006) suggesting that

at least one member of the AC should have compet@naccounting and/or auditing.

Most of the organisations were noted to have adtléalf of their AC members
independent. However, there were also some ordgamsathat did not have any
independent members in their AC. The independehgé&€amembers is considered to

be essential to increase the quality of finan@gbrting of the organisation, supported
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by evidence from a number of previous studies. dloee, with the purpose of
ensuring the AC effectiveness, some organisatianddcconsider involving also

independent members in their AC.

The results from the study argued that not all Aftdilled the required
responsibilities. The responsibilities not covenedhe AC meeting agenda in some
organisations included monitoring and analysingcpssing of financial information
of an organisation; making recommendations or alsoto the board concerning the
appointment or removal of an audit firm. The topmnnected to internal audit
activity which were also not covered in some orgations might be due to not having
the internal audit function formed in these orgat@s. Thus, it can be deduced that
AC responsibilities in some organisations couldurénher clarified in order to ensure

AC effectiveness.

Consequently, the perceived effect of AC formationl activity is that it has helped
to improve the efficiency of risk management, tifeciency of internal audit, and the
efficiency of internal control, ensure compliancéhwegislation and the good practice
of professional activities and prevent or elimindue deficiencies and inefficiencies in

majority of organisations.

However, in fewer organisations it is recognisealt tARC formation and activity has
helped to improve the financial reporting qualifyam organisation and increased the
independence of an audit firm and a sworn audegprasenting an audit firm. This
finding contradicted with regulators’ expectatioasd was also inconsistent with
evidence from a number of previous studies. Theirign could be associated with the
aforementioned inefficient basic inputs neededctueve AC effectiveness, including
lack of independent AC members in some organisstéord some ACs not fulfilling

all responsibilities as stated in Auditors ActiggiAct.

As limitation of this study it should be emphasisi@t the purposive sampling
technique was used and conclusions were drawn lmssthall number of responses
representing mainly evidence from public sectoitiestor companies, therefore the
conclusions cannot be considered statistically esgmtative and generalised.

Furthermore, the online questionnaire used for datkection was not linked with
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other methods and therefore the data were not egléurther with the aim to
understand the opinions expressed by respondemsllyi- the data collected
represented the respondents’ self-reported pergpscand estimates and was not
verified with information from other sources. Irtdte studies instead of questionnaire
the archival research could be selected as resestrakegy in order to ensure
sufficient evidence to base conclusions on thatldcdne generalised to the total
population. Also, the use of other methods for datidection and verification could

be considered.

Since the evidence from the study revealed that K&®me organisations were not
fulfilling their responsibilities and AC formatioand activity has not resulted with the
anticipated effect, in future studies the reasamsnbt complying practises could be
examined. Besides, need for describing the guidatm®umentation that would

explain the best practises and help organisatomsplement the requirements from

Auditors Activities Act could be clarified.

Additionally, this study focused only on organisatl aspects of AC formation and
activity in order to ensure the effectiveness inoadance with DeZoort et al. (2002)
AC effectiveness definition and determinants. Pesb@spects could be considered

for future studies, possibly applying the case wioproaches.

Nevertheless, the practical contribution of thipgrawas that it gave an indication
how formation, activity and different charactekstiof ACs have impacted the
organisations in Estonia that were required to fanmd AC in accordance with
Auditors Activities Act and suggestions for possibimprovements. The study
covered wider perspective and was not limited ¢mlmancial reporting quality of an
organisation, but also other AC focus areas. Thkertftical contribution of this paper
was that it provided the key insights from mainveys related to AC activity and
formation during last decades based on the compséhe literature review. As
methodological contribution, the suggestions foe tfuture surveys could be

emphasised.
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Appendix 1. Extant literature

Table 2. Extant Literature on Audit Committee Fotioraand Activity

#  Study Method  Companies/ Domain Dependent Independent Results
Subjects variable variables
1 Spira (1999) Survey 12 listed Financial Not applicable Not applicable AC participants aeeptical about the ability of ACs to imprc
companies (The reporting financial reporting quality by detecting the frauthe benefits for tr
United Kingdom) company due to the ceremonial role of the AC jareposed, whic
could explain the popularity of ACs despite theklad clarity of ther
purpose and the lack of evidence in improving tinarfcial reportin
quality and standards of corporate governance.
2 Klein (2002) Archival 692 firm-years Financial Earnings AC and board AC independence isegatively associated with abnormal accruals,
research on S&P 500 (Thereporting management independence reductions in AC independence associated with large increase
United States) abnormal accruals.
3 Abbott et al. Archival 88 listed Financial Financial Independence, ACIndependence and activity level of the AC exhilatsignificant an
(2003) research companies (The reporting restatements size, financial negative association with the occurrence ofafficial restatemen
United States)+ expertise, activity Significant negative associatiors identified also between AC ti
88 control level, meetings  includes at least one member with financial expertind restatemer
companies frequency No statistically significant association betweenetimreg frequency ar
AC size and financial restatements.

4 Yang and Archival 250 publicly Financial Quarterly AC members Quarterly earnings management is lovi@r firms whose AC directo
Krishnan research traded firms, 896reporting earnings expertise, stock have greater governance expertise. The extentook stwnership b
(2005) firm-years (The management ownership, tenure AC directors $ positively associated with quarterly earn

United States) management. The average tenure of AC directersnégativel
associated with quarterly earnings management.

5 Meyers and Archival 296 companies Implementation Not applicable Not applicable It was found that A€3ponsiveness of effectiveness stepmfiBRC
Ziegenfuss research (The United of Blue Ribbon recommendations (19993 remarkably high. These steps include
(2006) States), based orfCommittee requirement to compose the AC from 3 members fiigdigcliterate

data in GAIN recommendation
database s (1999)

members; (2) the AC charter to be adopted and esssd annually, (
proxy statement to be included information about AC) &C is
responsible for outside audit relations; (5) AC me@mmmunicate wit




#  Study Method  Companies/ Domain Dependent Independent Results
Subjects variable variables
outside auditors about independence issues (corguingagemen
etc.); (6) auditors should discuss quality of a pany accanting; (7.
discloses that AC has reviewed financial statemestts managemer
(8) auditors review quarterly reports.
6 Lin et al. (2006) Archival 106 listed Financial Earnings ACs size, A negative association between the size of ACsthadoccurrence
research companies (The reporting restatements independence,  earnings restatement. Thus, larger AC may provideeroversight. Tr
United States)+ financial expertise,other AC characteristics (independence, financipkdise, adtity, and
106 control activity, stock stock ownership) aréound not to have a significant impact on
companies ownership quality of reported earnings.
7 Krishnan and  Archival Fortune 1000 AC composition Accounting Litigation risk, Firms with higher litigation risk are more likelp thave accountir
Lee (2009) research firms (The financial expert good corporate financial experts in their AC. However, the assbora betwee
United States) in AC governance litigation risk and the likelihood of appointing @mnting financie
experts occurs for firms with relatively strong gmance but not fc
those with weak governance.
8 Rainsbury et al. Archival 87 listed firms  Financial Accounting Quality of AC No significant association between the quality wfAC and the gality
(2009) research (New Zealand) reporting quality choices, audit fee(independence, of financial reporting is found. Similarly, the difa of ACs haslittle
external audit expertise) impact on the level of fees paid to external audito
fees
9 Lary and Taylor Archival 60 listed Financial Financial AC members Stronger AC independence and competence, but rigentie, &
(2011) research companies reporting quality statement independence,  significantly related to a lower incidence and s#yeof financial
(Australia) + 60 non-audit serviceestatements,  financial and restatements; hence, higher integrity of finansiatements. And grea
control firms fee ratio non-audit service industry AC diligence, but not independence or competensesignificantly
fee competency, related to lower non-ait fee ratio; hence, higher external auc
diligence independence.
10 Jamil and Archival 20 Government Financial Discretionary AC independence,Presence of independent ACs redueamings management practic
Nelson (2011) research Link Companies reporting quality accruals size, expertise of thus, leading to higher financial reporting qualithC size anc
(Malaysia) members and frequency of meetingssifound not to have significant impact
meetings financial reporting quality. In addition, AC finaiat expertise § founc
frequency to be non-significant as the study focused on AC members ate
qualified accountants.
11 Kang et al. Archival 288 listed low- Financial Earnings AC independence,A significant association between all three chamastics and lowe
(2011) research and mid-cap reporting quality management expertise, activity earnings management. The significant measure fep@ndencesithe

firms (Australia)

and size proportion of independent directors on the AC;dapertise, its$ that a
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#  Study Method  Companies/ Domain Dependent Independent Results

Subjects variable variables
least one member of the AC has an accounting dgatiin; and fol
activity and size, it is the frequency of AC megsn
12 Maetal. (2012)Archival Top-300 firms Comparison of Corporate Mandatory AC ACs of firms subject to mandatory requirements thmere frequently
research listed firms mandatory and governance formation, AC after controlling for known causes of meeting freqey such as siz
(Australia) voluntary AC  attributes, lower meetings growth, loss, potential distress, institutionaléstorsand Big 4 audito
practises purchases of frequency No evidences identified that firms substitute the establishtmaihar
non-audit AC with other corporate governance measurebgether the AC
services, use of a establishment is mandatory or voluntary. Also, aimence $ identifiec
Big 4 that AC diligence leads to better decisions. Top-8tms arefound tc
auditor make lower non-audit services purchases, confirnthdr ability ©
make more independent decisions.
13 Habbash et al. Archival 392 listed firms Financial Performance-  The number of ACWhile investigating effect of various AC characs#ids (includingthe
(2012) research (The United reporting quality adjusted members and number of members and meetings, independence, tafist
Kingdom) discretionary meetings, remuneration, outside directorships, various types financial
current accruals independence,  expertise), apart from the regulated industry seamal the presence o
directors’ member with a relevant academic degree other tlcaouating, th
remuneration, results indicate no significant relationship witte tabsolute magnitu
outside of earning management.

directorships,
financial expertise

14 Braswell etal. Archival 2,715 firm-years,AC diligence AC diligence AC tenure, The results: (1) active ACs awmssociated with presence of finan

(2012) research S&P Small, Mid- financial expertise,experts, but firmspecific knowledge reduced the need for freq
Cap and Large- AC size, strong  meetings; (2) stronger governance structures daceeivby more active

Cap firms (The governance and independent boards and associated with greater AC diligen

United States) characteristic, high(3) firms with greater agency costs, as indicatedidm size, litigatior

agency costs, risk and retention of Big 5 auditors, amost likely to maintain moi

regulatory pressureliligent ACs; (4) an increased level of meetingiaigt following the

of SOX 2002 implementation of Sarbanes-Oxley Act 2002also noted, indicatir

that attention given to ACs during that perigdhi sufficient catalyst fi
increased AC diligence.

15 Chandaretal. Archival 1,032 firm years,Financial Financial Overlapping AC  Firms with overlapping audit and compensation cottaas have high
(2012) research nonfinancial reporting Qualityreporting quality and compensationfinancial reporting quality than those without kunverlap. In additior
S&P 500 firms committee there is an inverted Yhaped relationship between overlap|
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#  Study Method  Companies/ Domain Dependent Independent Results
Subjects variable variables
(The United membership magnitude and financial reporting quality, suggesthat there are co:
States) as well as benefits to overlapping committees.

16 Bhasin (2012) Archival Top-500 listed Implementation Not applicable Not applicable All corporations exaed have adopted AC charters that w

research

firms (India)

of Security
Exchange and
Board of India
requirements

published at least once every three years. Allistuccorporation
included a report of an AC in their annual repartpooxy statemer
The majority of an AC composition, structureneetings, an
qualification are in compliance with the réguments. The report of .
AC is intended to ensurthat financial statements are legitimate,
audit s thorough, and the auditors have no flagrant aisfbf interes
that may have jeopardize their objectivity, intégrand indepedence
Concerning AC and auditor independence the inangasiend n
compliance with regulationssinoted; however, at the same tim
tendency to gravitate to the minimum standards vapect to an A
composition is noted also.

17 Suéarezetal. Archival 209 firm-year Financial Removal of Voluntary, Compulsory ACs arenore effective than voluntary ones; ACs wit
(2012) research observations 43 reporting quality avoidable compulsory AC  higher proportion of independent members wniat lead to great
non-financial qualifications in  development, improvements in the quality of accounting inforroatiand thenumbe
listed companies the audit report members of meetings of the AC is directly related to impeoverts in the qualit
(Spain) independence, theof accounting information.
number of
meetings
18 Romano and Archival 22 listed Financial Accounting Board size, It is found that board independencetie sole effective mechanisrr
Guerrini (2012) research companies (Italy)reporting quality enforcement independence, detecting financial reporting fraud as the highbe tpercentage
+ 22 control actions presence of AC independent directors on the board, the lowelikedihood of financia
firms (and its fraud. Hence, a higher relative weight of independirectors appear
composition), to ensure more effective control over administ@tprocedures al
nomination, financial statements. The same applied to the numbaonexecutive
remuneration and independent directors in the AC.

committee and big
audit firm
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Appendix 2. Questionnaire in English

International Business Administration Master's Thess research project
guestionnaire concerning Audit Committee formationand activity in Estonia

Dear Sir or Madam,

This questionnaire is part of International Busségiministration Master's Thesis
research project in Estonian Business School. Timpgse of the research is to
identify the effect of Audit Committee formation daractivity on the quality of

financial reporting of those organisations in E&on

The questionnaire should take about ten minutesoitoplete. Please answer all the
guestions to ensure maximum quality of the reseashits.

The information provided will be treated confidatiyy and is important input for the
second part of the research. In the second patieofesearch the annual reports of
companies will be analysed for the periods preagedimd following the formation of
the Audit Committee. The results will be preserdaty at generalised level.

Please mark your e-mail address at the end of tlestipnnaire, if you would be
interested to receive the summary with the resiiltee research.

Thank you for your time, please submit your answeitd March 31, 2014.
Yours faithfully,

Maris Valts

Master’s student

International Business Administration

Estonian Business School
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1. The year of forming an Audit Committee in Your organisation (mark only one)

o 20000 20010 20020 20030 20040 20050 20060 20070 20080 20090 2010
0 20110 20120 20130 Other

2. Country where the Audit Committee operategmark only one)

o Estonian Swedeno Finlando Denmarko Latviao Lithuaniao Russiao Other

3. Number of members in the Audit Committeg/mark only one)

0lo20304o05060 708090 100 Other

4. Number of independent members in the Audit Comntiee (mark only one)

The members are to be considered as independenif tmby are free of any relations

that might impair or might appear to impair theidgement. For example, current and
previous Member of Management Board, employee efdbmpany or person that

represents a controlling or other vice significamareholder are not considered
independent.

0l1lo20304o05060 708090 100 Other

5. Audit Committee members are experts in followingreas(tick all that apply)

Mark an area if at least one of the Audit Committeembers has formal education,
work experience or professional licence in thisaare

o Accountingo Financeo Law o None of mentioned

6. Number of the Audit Committee meetings per yea¢mark only one)

0l1lo20304o05060 708090 100 Other
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7. Topics at Audit Committee meeting agendémark only one per row

Usually According  Not on Do not
to need agenda know

Monitoring and analysing processing of
financial information of an organisation m O O m

Monitoring and analysing efficiency of risk
management O O O O

Monitoring and analysing efficiency of internal
control m O O m

Monitoring and analysing efficiency of internal
audit (if the function is formed) i i i i

Monitoring and analysing the process of
auditing of annual accounts and consolidatedD
accounts

Monitoring and analysing independence of an

audit firm and a sworn auditor representing an

audit firm on the basis of law and compliance of o m m m
their activities with applicable regulations

Making recommendations or proposals to the

Board (or another body that formed the Audit

Committee) concerning appointment or removal o i i i
of an audit firm

Making recommendations or proposals to the

Board (or another body that formed the Audit

Committee) concerning appointment or removal o O O m
of an internal auditor

Making recommendations or proposals to the
Board (or another body that formed the Audit
Committee) concerning prevention or

elimination of deficiencies and inefficiencies in . . .
an organisation

Making recommendations or proposals to the

Board (or another body that formed the Audit

Committee) concerning compliance with . . O

legislation and the good practice of professional .
activities
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8. The Audit Committee formation and activity has lelped to(mark only one per
row)

Yes No Has no Do not
impact know
Improve the financial reporting quality of an
organisation m O O m

Increase the independence of an audit firm and a
sworn auditor representing an audit firm m m O O

Improve the efficiency of risk management of an
organisation m O O m

Improve the efficiency of internal control of an
organisation i O O o

Improve the efficiency of internal audit (if the
function is formed) of an organisation i O O i

Prevent or eliminate the deficiencies and
inefficiencies in an organisation m O O m

Ensure the compliance with legislation and the
good practice of professional activities i O O O

9. Name of organisation(write)

10. Your position in the organisation(mark only ong

o Supervisory Board Member Audit Committee Member: Management Board
Membero Head of Internal Audit/Internal Auditar Other: .......................

In case you would be interested to get the summarwith the results of the
research, please mark your e-mail addres@vrite)

Thank you for completing this questionnaire!
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Appendix 3. Questionnaire in Estonian

Rahvusvahelise  arijuhtimise  magistrito6  kidsimustik  auditikomiteede
moodustamisest ja tegevusest Eestis

Hea vastaja!

Jargnev kusimustik on koostatud Estonian Businesfo®@'i rahvusvahelise
arijuhtimise eriala magistrit66 uurimuse jaoks. Klis on tUheks osaks uurimusest,
mille eesméargiks on selgitada auditikomiteede metaiuise ning nende tegevuse
mdju organisatsioonide finantsaruandluse kvaliledgestis.

Teie vastuseid kasitletakse konfidentsiaalselt nmgpd on oluliseks sisendiks
uurimuse teisele osale, mille kaigus anallusitakselitikomitee moodustanud
organisatsioonide majandusaasta aruandeid sedigleraid ning jargnenud perioodil.
Uurimuse tulemused esitatakse uldistatud kujul.

Kisimustiku taitmine votab aega ligikaudu 10 mihuBalun Teil vastata kindlasti
kodikidele kiisimustele, et tagada uurimistulemusaésimaalne kvaliteet.

Juhul, kui soovite kokkuvdtet uurimuse tulemustgaalyn lisage selle kohta marge
kisitluse I6pus.

Olen véaga tanulik, kui leiate aega kisimustikulstamiseks hiljemalt 31.03.2014 ja
annate seega oma panuse akadeemilistel eesmdahnabavasse uurimusse.

Lugupidamisega,
Maris Valts

Estonian Business School

Rahvusvahelise arijuhtimise magistrant
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1. Auditikomitee moodustamise aasta Teie organisatsiogs (margi Uks)

0 20000 20010 20020 20030 20040 20050 20060 20070 20080 20090 2010
020110 20120 20130 Muu

2. Riik, kus auditikomitee tegutseb(margi tks)

o Eestio Rootsio Soomex Taanio Lati o Leeduo Venemaao Muu

3. Auditikomitee liikmete arv (margi Uks)

0lo2o0304o0506o0708090100 Muu

4. Auditikomiteesse kuuluvate sdltumatute liikmetearv (margi tiks)

Soltumatuna ké&sitletakse neid auditikomitee liikipekes on vabad igasugustest
sellistest suhetest, mis voiksid kahjustada vdiakekkahjustama nende otsuseid.
Naiteks, soltumatutena ei kasitleta praegust vdistnuhatuse liiget, tootajat voi
isikut, kes esindab ettevftte enamusaktsionari.huve

0lo2o0304o0506o0708090100 Muu

5. Auditikomitee liikmed on asjatundjad jargmistes valdkondades (margi koik
sobivad)

Margi loetletud valdkond kui vahemalt (ks auditiktee liikmetest omab antud
valdkonnas erialast haridust, tookogemust voi kaltsetunnistust.

o Arvestus (inglise keeleaccounting o Rahandus Oiguso Mitte ikski mainitutest

6. Auditikomitee koosolekute arv aastagmargi Uks)

0lo2o0304o0506o0708090100 Muu
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7. Auditikomitee koosolekute paevakorda kuulub(mérgi Uks rea kohja

Tava- Vastavalt Ei Ei oska
paraselt vajadusele kuulu Oelda
Organisatsiooni rahandusinformatsiooni
tootlemise jalgimine ja analtus m O O m
Riskijuhtimise téhususe jalgimine ja analtts q q a
Sisekontrolli tdhususe jalgimine ja anallis q q a
Siseauditi (kui vastav funktsioon on loodud)
tbhususe jalgimine ja anallts i O O i
Raamatupidamise aastaaruande vOi
konsolideeritud aruande audiitorkontrolli q q a
protsessi jalgimine ja anallius
Audiitorettevdtja ja audiitorihingut esindava
vandeaudiitori séltumatuse ja tegevuse seadi q g g q

nduetele vastavuse jalgimine ja analtts

Soovituste vOi ettepanekute tegemine ndukot

(vOi muule auditikomitee moodustanud

organile) audiitorettevdtja nimetamise voi m O O m
tagasikutsumise kusimuses

Soovituste vOi ettepanekute tegemine ndukot

(vBi muule auditikomitee moodustanud

organile) siseaudiitori nimetamise voi i O O O
tagasikutsumise kusimuses

Soovituste vOi ettepanekute tegemine ndukot

(vOi muule auditikomitee moodustanud

organile) probleemide ja ebatéhususe m O O m
valtimiseks voi kdrvaldamiseks organisatsioo

Soovituste vOi ettepanekute tegemine ndukot

(vBi muule auditikomitee moodustanud

organile) organisatsiooni tegevuse digusaktic o O O i
kutsetegevuse heale tavale vastavuse kisim
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8. Auditikomitee moodustamine ja tegevus on aidanudkaasa (mérgi Uks rea
kohta)

Jah Ei Ei oma Ei oska

moju Oelda

Organisatsiooni  finantsaruandluse kvaliteedi

tdstmisele m O O m
Audiitorettevdtja ja audiitortihingut esindava

vandeaudiitori s6ltumatuse suurenemisele m m m m
Organisatsiooni riskijuhtimise tbhusamaks

muutumisele m O O m
Organisatsiooni sisekontrolli tbhusamaks

muutumisele o O O O
Siseauditi (kui vastav funktsioon on loodud)

tegevuse tbhusamaks muutumisele i O O O
Probleemide ja ebatbhususe véltimisele Vvoi

kérvaldamisele organisatsioonis = = = =
Organisatsiooni tegevuse vastavuse tagamisele

Bigusaktidele ja kutsetegevuse heale tavale = = = =

9. Organisatsiooni nimi(kirjuta)

10. Vastaja ametikoht antud organisatsioonigmargi tks

o Noukogu liigeo Auditikomitee liigeo Juhatuse liigen Siseauditi juht/Siseaudiitor
oMUU: o

Juhul, kui soovid saada kokkuvdtet antud uuringu tdemustega, palun margi
oma e-maili aadresgkirjuta)

Suur tanu kisitluses osalemise eest!
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AUDITIKOMITEE MOODUSTAMISE JA TEGEVUSE
MOJU ORGANISATSIOONIDELE EESTIS

Maris Valts

Resimee

Magistritod eesmargiks oli selgitada, kuidas audititee moodustamine ning nende
tegevus ndukogu allkomiteena on mdjutanud orgasisate Eestis. Auditikomitee on
tavaparaselt ettevotte ndukogu juurde moodustaliudnaitee, millel on peamiselt
nduandev roll ettevdtte finantsaruandluse ning tegadi seoses. Auditikomiteede
tegevus sai alguse Ameerika Uhendriikides, kus 19%8&tal New York Stock
Exchange soovitas esmakordselt auditikomiteede osiathist ettevétete ndukogude
juurde. Enne 1990. aastate algust polnud audititesedi Euroopas veel laialdaselt
levinud, valjaarvatud Suurbritannias, mis oli kaimeme riiki Euroopas, kus
auditikomitee moodustamise kohustus kehtestati id¢ttesOtetele. Alates 1990.
aastate keskpaigast on auditikomiteed péalvinud maieheakskiidu ka mandri

Euroopas.

Peale mitmeid laiaulatuslikke rahanduslikke kaljuskitanud skandaale (n. Enron,
WorldCom, Parmalat ja Hollinger International) oruddikomiteede tegevust
puudutav regulatsioon kogu maailmas suurenenud &eggdnavalikke huve senisest
paremini kaitsta (shCompany Accounting Reform and Investor Protectich &
2002 Ameerika Uhendriikides ehlSarbanes-Oxley Aching Euroopa Komisjoni
direktiiv 2006/43/EC). Peamine ootus auditikomitgedon, et need aitaksid kaasa

finantsaruandluse kvaliteedi tdstmisele ning aadiiseseisvuse paranemisele.

Audiitortegevuse seaduse jOustamise tulemusel 2G&Gtal on auditikomitee
moodustamine muutunud kohustuslikuks ka reale lavahuvi Uksustele Eestis.
Sealhulgas aridhingud, mille vaartpaberitega onatudb kaubelda reguleeritud
vaartpaberiturul; krediidiasutused; kindlustusaddjaradiguslik juriidilised isikud,

mille aruandeaasta naitajad Uletavad seadusestagétegiirmaarad ning avaliku
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sektori Uksused vOi Uhingud. Audiitortegevuse seaddétestab ka auditikomitee
moodustamise p&himotted ning tegevuse alused.

Auditikomiteede tegevust kasitlevas kirjanduses opeamiselt |&htutud
esindusteooriast agency theory mille kohaselt ndukogu ning auditikomitee
sOltumatud liikmed jalgivad juhtkonna tegevust wé#tks nende soovi tegutseda

isiklikes, mitte volitaja (ettevotte omanikud) hdes.

Magistrito6s on valja toodud ulevaade viimastel kémditel avaldatud 18
teadusartiklist ning nende pohiseisukohtadesttledss auditikomitee moodustamist
ning tegevust muuhulgas Ameerika Uhendriikides, rButannias, Austraalias,
Malaisias, Itaalias ja Hispaanias. Antud uuringuelyitati enamasti auditikomitee
mojusust, sageli fookusega organisatsioonide fsaotndluse kvaliteedile. Peamised
leiud viitavad, et auditikomitee liikmete séltumatming asjatundlikkus rahanduse
valdkonnas omab kdige nahtavamat moju organsaisieoriinantsaruandluse
kvaliteedile. M&nede uurimuste tulemused viitavetdka auditikomitee suurus ning

koosolekute arv aastas omavad moju ettevotetetiaarandluse kvaliteedile.

TOOs pustitati Uks uurimiskisimus, et selgitadadés auditikomitee moodustamine,
tegevus ning selle erinevad karakteristikud on madjud organisatsioone Eestis,
millele laienes auditikomitee moodustamise kohustastavalt Audiitortegevuse
seadusele. Andmekogumismeetodina kasutati elektistorkiisimustikku, valim

moodustati eesmargist lahtuvalt ning see koosnésal/aliku huvi Uksusest Eestis.

Tulemused ning jareldused p&hinevad 20 organisatsendmetel.

Magistritod tulemusel toodi valja, et enim orgatsgaone Eestis on moodustanud
auditikomiteed aastatel 2010 ja 2011 ning esimeX¥il. aastal. Enne 2010. aastat
moodustasid auditikomitee vaid avaliku sektori #exli voi Uhingud, mis viitab
sellele, et tdendoliselt auditikomiteed Eestis lei moodustatud vabatahtlikult vaid
tagamaks vastavust Oigusaktidest tulenevatele el@uetulemused viitasid ka, et
auditikomitee koosolekute arv aastas, likmete amg asjatundlikus ndutavates
valdkondades oli soovitaval tasemel. Samas tuvaststuolu Audiitortegevuse
seaduse ja Euroopa Komisjoni direktiivi 2006/43fDel, mis soovitab, et vahemalt

Uks auditikomitee liige voiks olla asjatundja atuse voi auditi valdkonnas. Enamus
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organisatsioonides olid vahemalt pooled auditikemitiikmed soéltumatud, kuid
esines ka organisatsioone, millel auditikomiteesiskuulunud sdltumatuid liikkmed.
Kuna auditikomitee liikmete soOltumatust peetakseuliggks organisatsiooni
finantsaruandluse kvaliteedi mdjutajaks, siis vidikantud organisatsioonid kaaluda

vOimalust sdltumatute liikmete kaasamiseks.

Magistritoo tulemustest néhtub, et auditikomitegghedes organisatsioonides ei taida
kdik Audiitortegevuse seadusest tulenevaid kohust8salhulgas organisatsiooni
rahandusinformatsiooni to0tlemise jalgimine ja &dalmine ning soovituste voi

ettepanekute tegemine audiitorettevotja nimetam@etagasikutsumise kisimuses.
Mistottu autor leidis, et antud organisatsioonideteks taiendavalt rohku pddrata

auditikomitee vastutusala selgitamisele.

Enamasti auditikomitee moodustamise ja tegevuseetatud moju organisatsioonides
oli, et see on aidanud kaasa riskijuhtimise, sistkdli ja siseauditi tbhusamaks
muutumisele; probleemide ja ebatbhususe valtimisgle kdrvaldamisele ning

organisatsiooni tegevuse vastavuse tagamisele dktidsle ja kutsetegevuse heale
tavale. Vahemal hulgal organisatsioonides on adanaid kaasa finantsaruandluse
kvaliteedi tdstmisele ning audiitorettevotja ja #iadihingut esindava vandeaudiitori

sOltumatuse suurenemisele.

Magistritod piirangutena ei ole voimalik tulemuddigtada, kuna need tuginevad
vaikesele hulgale organisatsioonidele ning esirdlaiuwlnud kdik organisatsioonide

tuubid, millele auditikomitee moodustamine on kdhekk. Teema jatkuva uurimise

puhul oleks otstarbekas tugineda teisestele an@éanebamas voiks aga kaaluda
organisatsiooniliste aspektide kdrval personaalsshgitamist, sh. auditikomitee

likmete objektiivsus, ausus, ning tahe antud rditia.

Kuna magistrit66 tulemused viitasid, et auditikaeed osades uuringusse kaasatud
organisatsioonides ei tédida Audiitortegevuse sesstutulenevaid kohustusi ning
tunnetatud auditikomitee moodustamise ja tegevude @rganisatsioonides ei vasta
ootustele monedes valdkondades, siis jargnevadngudi voiks keskenduda

mittevastavuste pohjuste selgitamisele.
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