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Abstract:  

Corporate governance has increasingly become a focal point for businesses worldwide, especially after the emergence of 

corporate scandals that exposed weaknesses in oversight mechanisms. In India, corporate governance gained momentum 

during the early 2000s, emphasizing transparency, accountability, and investor protection. Among the various governance 

mechanisms, audit committees emerged as a key pillar in enhancing corporate accountability, particularly concerning 

financial reporting, internal controls, and regulatory compliance. This research paper examines the effectiveness of audit 

committees in strengthening corporate governance in India up to 2010. The study evaluates the legal framework, composition, 

functioning, challenges, and overall impact of audit committees on corporate practices. Case studies, empirical data, and 

examples from pre-2010 corporate India are analyzed to assess the role of audit committees in promoting better corporate 

governance practices. 
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INTRODUCTION 

Corporate governance represents the framework through which companies are directed, managed, and monitored to achieve their 

objectives while safeguarding the interests of various stakeholders, including shareholders, employees, creditors, and the broader 

community. At its core, corporate governance aims to ensure accountability, transparency, and ethical business practices, thereby 

fostering trust in the corporate sector and promoting sustainable economic growth. In India, the discourse on corporate governance 

gained prominence during the late 1990s and early 2000s, a period marked by high-profile corporate scandals, financial 

irregularities, and instances of mismanagement. These events exposed significant weaknesses in the existing oversight 

mechanisms, underscoring the urgent need for structured governance practices that could prevent malpractices, enhance investor 

confidence, and ensure the long-term stability of companies. 

Audit committees emerged as a critical component of corporate governance, acting as specialized sub-committees of the board of 

directors with a focused mandate to oversee financial reporting, internal control systems, compliance with legal and regulatory 

requirements, and risk management processes. The primary role of audit committees is to provide independent oversight of 

management’s actions, ensure the integrity and accuracy of financial statements, and serve as a communication bridge between the 

board, external auditors, and stakeholders. By doing so, audit committees help mitigate conflicts of interest, detect potential 

financial irregularities, and enhance the reliability of corporate disclosures, which are crucial for investor confidence and market 

efficiency. 

The formal introduction of audit committees in India was influenced by both global trends and domestic regulatory developments. 

Internationally, the 1990s witnessed a surge in corporate governance reforms following major corporate failures, emphasizing the 

need for strong board oversight and independent committees. Domestically, regulatory reforms such as Clause 49 of the SEBI 

Listing Agreement (2000) and amendments to the Companies Act, 1956, mandated the establishment of audit committees in listed 

companies meeting specific criteria. Clause 49 outlined key requirements for audit committees, including composition, 

independence, expertise of members, and meeting frequency, thereby laying the foundation for standardized governance practices 

in India. These reforms sought to align Indian corporate governance norms with international best practices and promote greater 

transparency, accountability, and protection of shareholder rights. 

Despite these regulatory efforts, the effectiveness of audit committees in India prior to 2010 was inconsistent and largely 

depended on factors such as the independence and expertise of committee members, the frequency and quality of committee 
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meetings, and the prevailing corporate culture. While some companies demonstrated exemplary practices, with active committees 

proactively reviewing financial statements, ensuring compliance, and liaising effectively with auditors, others struggled with 

structural and operational deficiencies. Common challenges included a lack of qualified and independent directors, inadequate 

attention to risk assessment, minimal engagement with auditors, and limited authority to influence management decisions. These 

shortcomings sometimes reduced the committees to mere formalities, limiting their potential to strengthen governance and protect 

stakeholder interests. 

Understanding the role of audit committees before 2010 is critical because this period laid the groundwork for the evolution of 

modern corporate governance practices in India. Examining their contributions helps identify the strengths and limitations of early 

governance mechanisms and provides insights into how institutional reforms, enhanced oversight, and professionalization of 

committees can improve transparency, accountability, and investor confidence in corporate India. This paper seeks to analyze the 

functioning and impact of audit committees in Indian companies before 2010, explore the challenges they faced, and evaluate their 

effectiveness as instruments of good corporate governance, highlighting lessons that continue to inform current governance 

practices. 

REGULATORY FRAMEWORK FOR AUDIT COMMITTEES IN INDIA  

Before 2010, the regulatory framework for audit committees in India was primarily shaped by amendments to the Companies Act, 

1956, and the introduction of Clause 49 in the SEBI Listing Agreement in 2000. Clause 49 marked a significant step toward 

strengthening corporate governance practices in listed companies, as it mandated the formation of audit committees consisting of 

at least three directors, with a majority required to be independent. The responsibilities assigned to these committees were 

comprehensive and critical for promoting transparency and accountability. They were tasked with reviewing and scrutinizing 

financial statements, ensuring adherence to established accounting standards, monitoring the effectiveness of internal audit 

functions, recommending the appointment or removal of external auditors, and overseeing corporate risk management processes. 

These provisions aimed to create a formal mechanism through which boards could exercise effective oversight over financial and 

compliance matters. 

SEBI guidelines further emphasized the need for audit committees to possess adequate financial expertise and the authority to 

investigate financial irregularities. Committees were expected to function independently of management influence, providing 

unbiased recommendations and serving as a safeguard for shareholder interests. They were also expected to ensure that corporate 

financial reporting was accurate, complete, and free from misstatement, thereby increasing investor confidence in the integrity of 

corporate disclosures. The guidelines encouraged companies to develop robust internal control systems and to empower audit 

committees to question management decisions where necessary, reinforcing their role as a key pillar of good corporate 

governance. 

Despite the clarity of these regulations, the practical implementation of audit committees prior to 2010 was highly inconsistent 

across Indian companies. Several challenges limited the effectiveness of audit committees in fulfilling their intended role. A 

significant issue was the lack of financial and accounting expertise among committee members, which often restricted their ability 

to analyze complex financial statements or assess risk comprehensively. Additionally, many committees faced limitations in 

accessing relevant information or internal audit reports, which curtailed their capacity to provide informed oversight. Corporate 

culture also posed a challenge; in several organizations, there existed a reluctance to question or challenge senior management, 

leading committees to function more as a procedural formality rather than an active oversight body. Consequently, while the 

regulatory framework laid out clear expectations for audit committees, the effectiveness of these bodies depended heavily on the 

commitment, independence, and capability of their members, as well as the overall governance culture within the organization. 

Overall, the pre-2010 period reflects a transitional phase for corporate governance in India, where regulatory requirements existed 

on paper, but practical implementation was uneven. Understanding these dynamics is crucial because it highlights the gap between 

policy formulation and on-ground effectiveness, providing insights into the evolution of audit committees and the broader 

corporate governance landscape in India. It also underscores the importance of continuous capacity building, cultural change, and 

regulatory enforcement to ensure that audit committees can fulfill their mandate of safeguarding stakeholder interests and 

enhancing transparency and accountability in corporate operations. 

COMPOSITION AND FUNCTIONING OF AUDIT COMMITTEES 

Audit committees in India typically comprised a combination of independent directors, executive directors, and at least one 

member with specialized accounting or financial expertise. The composition was designed to balance independence with industry 

knowledge, ensuring that committees could effectively oversee financial reporting and internal controls while maintaining 
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impartial judgment. The primary responsibilities of audit committees were wide-ranging and crucial for promoting transparency, 

accountability, and corporate governance. These duties included reviewing and approving quarterly and annual financial 

statements to ensure accuracy, completeness, and compliance with accounting standards. Committees were also responsible for 

monitoring internal control systems, evaluating risk management procedures, and ensuring that companies had robust mechanisms 

in place to identify and mitigate operational, financial, and compliance risks. 

In addition, audit committees served as a key liaison between internal and external auditors, ensuring that audit findings and 

recommendations were properly implemented and that any significant issues were communicated to the board of directors. They 

were tasked with overseeing statutory compliance, identifying reporting irregularities, and taking corrective measures when 

necessary. Furthermore, committees played an important role in fraud detection and prevention, including supervising 

whistleblowing mechanisms and other channels that allowed employees to report unethical practices safely. By performing these 

functions, audit committees acted as a critical safeguard against financial mismanagement and corporate malpractice, enhancing 

investor confidence and the overall credibility of corporate disclosures. 

The effectiveness of audit committees, however, depended heavily on factors such as the frequency and quality of their meetings, 

the depth of discussions, and their independence from senior management influence. Research conducted by the Institute of 

Chartered Accountants of India (ICAI) in 2006 highlighted that companies holding regular, structured, and well-documented 

committee meetings exhibited higher standards of financial reporting and risk management practices. Audit committees that 

actively engaged with auditors, critically analyzed financial performance metrics, and asked probing questions about accounting 

judgments or unusual transactions were more effective in detecting irregularities and preventing potential financial misstatements. 

Conversely, committees that met infrequently, conducted perfunctory discussions, or were overly deferential to management often 

failed to identify key risks or compliance issues, reducing their impact on corporate governance. 

Overall, audit committees functioned as the cornerstone of financial oversight in Indian companies prior to 2010, bridging the gap 

between management, auditors, and the board. Their composition, independence, and operational rigor determined their ability to 

uphold transparency, ensure ethical reporting, and protect stakeholder interests. While regulatory frameworks provided a formal 

structure and clearly defined responsibilities, the actual effectiveness of audit committees was shaped by organizational culture, 

the competence of members, and their willingness to exercise independent judgment. This underscores the importance of not only 

establishing audit committees as a statutory requirement but also investing in their capacity-building, authority, and autonomy to 

strengthen corporate governance and promote accountability in practice. 

ROLE AND EFFECTIVENESS OF AUDIT COMMITTEES 

The effectiveness of audit committees can be evaluated through their impact on corporate governance outcomes such as financial 

transparency, investor confidence, and internal controls. Empirical studies indicate that companies with independent, well-

informed, and proactive audit committees experienced fewer financial reporting issues. Mallin (2004) and Mehta & Sharma 

(2007) emphasized that independent audit committees improved oversight by mitigating conflicts of interest between management 

and shareholders. 

Case analyses of pre-2010 Indian companies reveal that large, publicly listed firms with independent audit committees achieved 

better corporate governance ratings and financial disclosure quality. Companies such as ITC Limited, Infosys, and TCS 

implemented structured audit committee frameworks, resulting in timely and transparent reporting practices. Conversely, firms 

with nominal or promoter-dominated committees often witnessed lapses in financial controls and corporate ethics. 

Audit committees also served as critical communication channels between boards and auditors. By reviewing internal audits, 

questioning management decisions, and recommending corrective actions, they contributed to strengthening governance practices. 

However, their effectiveness was contingent upon independence, expertise, and authority to act objectively. 

CHALLENGES FACED BY AUDIT COMMITTEES  

Despite the regulatory mandates introduced by SEBI and the Companies Act, audit committees in India faced a range of 

significant challenges that often limited their effectiveness in ensuring robust corporate governance. One of the primary issues was 

independence. In many cases, committee members had close personal or professional ties to management or company promoters, 

which undermined their ability to exercise objective oversight and challenge management decisions. Closely related to this was 

the issue of limited expertise. Many committee members lacked adequate knowledge of accounting principles, financial reporting, 

or risk management, which made it difficult to critically evaluate complex financial statements or identify subtle irregularities. 
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Another challenge was restricted access to information. Management in some organizations was reluctant to share critical 

financial or operational data with audit committees, thereby curtailing their capacity to perform thorough oversight. In addition, 

the effectiveness of committees was often hindered by inadequate meetings and engagement. Committees met infrequently, 

conducted superficial reviews, or did not delve into important matters in sufficient detail, reducing their ability to identify risks or 

ensure compliance. Cultural and organizational barriers further exacerbated these challenges. In hierarchical corporate 

environments, directors frequently hesitated to question senior management or raise concerns, fearing professional repercussions 

or conflicts, which created a culture of passivity and limited proactive oversight. 

The implementation gap between statutory requirements and practical compliance also posed a major obstacle. Although SEBI’s 

Clause 49 and the Companies Act provided detailed guidelines for audit committees, enforcement and adherence varied widely, 

particularly among mid-size and smaller firms that often lacked resources, trained personnel, or governance-oriented culture. This 

gap highlighted that legal mandates alone were insufficient to guarantee effective oversight; organizational commitment and 

ethical corporate culture were equally crucial. 

The Satyam Computers scandal of 2009 exemplified the consequences of these shortcomings. In this case, the audit committee 

failed to detect massive financial fraud for years due to compromised independence, lack of diligent scrutiny, and passive 

oversight. The scandal underscored that audit committees could not serve as mere statutory formalities; their effectiveness 

depended on active engagement, financial expertise, access to complete and accurate information, and a willingness to challenge 

management practices. Beyond regulatory mandates, the Satyam case highlighted the need for robust internal controls, rigorous 

enforcement of governance norms, and the cultivation of an ethical corporate culture to prevent financial misreporting and protect 

stakeholder interests. 

Overall, the challenges faced by audit committees before 2010 reveal that while the regulatory framework provided a foundation, 

the real effectiveness of these committees was contingent on independence, expertise, proactive functioning, and organizational 

culture. Addressing these issues was essential not only for improving financial reporting and risk management but also for 

strengthening investor confidence and ensuring the long-term credibility and sustainability of Indian corporate governance. 

An analysis of corporate governance practices in India prior to 2010 indicates that audit committees contributed positively to 

enhancing transparency, accountability, and financial oversight, but their effectiveness was uneven across companies. Firms that 

closely adhered to SEBI’s Clause 49 guidelines and emphasized key aspects such as independence, financial expertise, and 

authority for audit committees were able to demonstrate higher standards of financial reporting, internal control, and risk 

management. These companies often showcased proactive engagement by committee members, rigorous review of financial 

statements, effective interaction with auditors, and diligent oversight of compliance and fraud prevention mechanisms. In such 

organizations, audit committees acted as a credible mechanism for bridging the gap between management and stakeholders, 

thereby enhancing investor confidence and corporate credibility. 

However, in many firms, particularly mid-sized and smaller companies, cultural, structural, and resource limitations significantly 

constrained the functioning of audit committees. Issues such as hierarchical corporate cultures that discouraged challenging 

management, limited financial expertise among committee members, insufficient meeting frequency, and restricted access to 

information often reduced audit committees to mere formalities rather than effective oversight bodies. The implementation gap 

between regulatory intent and practical application highlighted that legal mandates alone were insufficient to ensure robust 

corporate governance. 

Overall, the findings suggest that audit committees have the potential to serve as a powerful tool for improving corporate 

governance, but their impact depends on several critical factors. Regulatory enforcement, adequate training and capacity-building 

for committee members, and a corporate culture that prioritizes ethical responsibility and accountability are essential for 

maximizing their effectiveness. When these elements are in place, audit committees can significantly strengthen financial 

reporting, risk management, and investor protection. Their success, however, requires proactive engagement, independence from 

management influence, and the commitment of the organization to embed governance practices as a core aspect of its operational 

philosophy. 

CONCLUSION 

Audit committees significantly contributed to corporate governance in India up to 2010 by overseeing financial reporting, internal 

controls, and statutory compliance. While regulatory frameworks such as SEBI Clause 49 and Companies Act amendments 

provided a foundation, effectiveness varied across firms. Key factors influencing performance included independence, financial 
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expertise, access to information, and active engagement. Challenges such as lack of independence, expertise, limited authority, 

and cultural barriers hindered optimal functioning. 

To strengthen audit committees’ role, companies should ensure the inclusion of financially knowledgeable independent directors, 

provide training, enhance authority to access information, and foster a culture of accountability. Regulatory bodies must continue 

monitoring compliance, promoting transparency, and encouraging proactive governance practices. By doing so, audit committees 

can move beyond formal requirements to become vital instruments of corporate governance, ensuring sustainable growth and 

stakeholder confidence in India’s corporate sector. 
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