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1 |  INTRODUCTION

This study examines whether the characteristics of audit committee (AC) chairs are associated 
with decisions about auditor choice, audit fees1 and audit quality. The AC chairman [hereafter, 

 1Consistent with prior research (e.g., Rajgopal et al., 2021; Simunic, 1980), we use audit fee as our proxy for audit effort and audit 
quality.
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Abstract
We investigate whether the characteristics of audit com-
mittee (AC) chairs are associated with decisions about 
auditor choice, audit fees and audit quality. Using hand- 
collected Australian data, firms with AC chairs who have 
longer tenure and multiple AC memberships across sev-
eral boards are found to be more likely to choose Big 4 
and/or industry specialist auditors, pay higher audit fees 
and have lower discretionary accruals. Those AC chairs 
with higher business qualifications are more likely to hire 
a Big 4 auditor, pay higher audit fees and have lower dis-
cretionary accruals, while AC chairs with professional 
qualifications are more likely to hire a Big 4 and/or indus-
try specialist auditor. In contrast, firms with AC chairs 
who are executive directors are less likely to hire a Big 
4 auditor and have higher discretionary accruals. Our 
findings contribute to the literature by documenting that 
various characteristics of AC chairs are important for en-
hancement of auditor selection and audit quality.
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the ‘chair’] is considered the ‘CEO [Chief Executive Officer] of the audit committee’ (Ernst & 
Young, 2011, p. 8). Therefore, an AC's effectiveness depends on the chair's leadership in setting 
the committee's tone, work style and agenda (KPMG, 2019). As the AC leader, the chair is re-
quired to understand the culture of the organisation, to set clear expectations for committee 
members and to hold to account both management and auditors. The chair, being more ac-
countable than other members of an AC, plays a crucial role in monitoring financial reporting 
and assessing the AC's effectiveness (Bromilow & Keller, 2011). Despite the AC chair's crucial 
role in fulfilling the AC's responsibilities (PricewaterhouseCoopers [PwC], 2020), the effects of 
the chair's characteristics on the audit process and on enhancing audit quality have remained 
largely unexplored.

Prior research provides evidence that AC characteristics, such as independence, ex-
pertise, size and operation, are critical to the AC's effectiveness (e.g., Dhaliwal et al.,  2010; 
Krishnan et al., 2005) and have effects on audit fees (Abbott et al., 2003; Ittonen et al., 2010; 
Lai et al., 2017). Through collaboration with AC members, setting the committee agenda, li-
aising with the board, management and external auditors, and contributing to the selection 
of AC members, the chair plays a key role in ensuring the quality of financial reports. For in-
stance, the importance of the AC chair having ideal characteristics is highlighted in the press 
(Tapestry Networks/Ernst & Young [EY], 2013) as follows:

The importance of [the] audit committee chair can hardly be overstated … 
Members overwhelmingly want an audit committee chair who is [a] financial ex-
pert –  not just someone who qualifies under listing standards, but also, as one 
leader director said, someone who ‘can go ahead toe- to- toe’ with the CFO [Chief 
Financial Officer] and external auditor on accounting issues, who has the stature 
and respect from management and outsiders.

Extant research explores the various impacts of the AC chair's financial expertise on the financial 
reporting process. For example, prior research finds that firms with financial experts as their AC 
chairs are associated with more timely disclosure of financial restatements (Schmidt & 
Wilkins,  2012) and, overall, more timely financial disclosure (Ghafran & Yasmin,  2018). The 
‘busyness’ of chairs (number of chair positions and other AC memberships held by the chair) also 
has a negative impact on earnings quality (Tanyi & Smith, 2015). In their recent study, Myers et 
al. (2021) find that firms are less likely to misstate their financial statements when new AC chairs 
have firm- specific knowledge. Collectively, this evidence suggests that the characteristics of AC 
chairs are associated with attributes that may affect the quality of financial reports. With the vital 
role of AC chairs in monitoring the AC, a recent study showed that AC chairs see the external 
auditor as the major source of information and information elaboration ‘by presenting to, and 
answering questions from AC members’ (Free et al., 2021, p. 164).2 As AC chairs have direct in-
volvement in the nomination of external auditors and are their primary contact, AC chairs are 
expected to have an impact on the audit process and audit quality (Baumann & Ratzinger- 
Sakel, 2020; Khemakhem & Fontaine, 2019; Tanyi & Smith, 2015).3 However, a gap exists in the 

 2Free et al. (2021, p. 164) reported the following quote from an AC chair in their study that ‘As a director, I am interested in audit 
quality, and the quality of the individual, … and whether this person has the best capability to audit my particular type of 
company’. This suggests that AC chairs consider auditor quality in their decisions in relation to the nomination of external 
auditors.

 3The importance of an AC chair in enhancing audit quality has been recognised by business communities. For example, three working 
groups of business executives who participated in a project on how to improve audit quality conducted by the Chartered Professional 
Accountants of Canada and the Canadian Public Accountability Board (CPAB, 2013 & 2019), recommended that the AC play a more 
important role in enhancing audit quality by improving informal communication between the AC chair and the lead audit partner. A 
recent survey of AC chairs highlighted that the audit team's quality and frequent and open communication between the AC chair and 
audit partner are important features of a quality audit (Australian Financial Reporting Council, 2018; CPAB, 2013).
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literature about whether and how AC chairs' characteristics affect auditor selection and audit 
quality, with our study aiming to shed some light on this area.4

Using Australia as the context, this study investigates the association between the char-
acteristics of AC chairs, specifically: (1) gender; (2) expertise, including certified practising 
accountant/chartered accountant (CPA/CA) qualifications, a business higher degree and ac-
counting, finance and supervisory expertise; (3) executive chair; (4) multiple AC positions in 
other companies; (5) tenure, and (a) auditor choice, (b) audit fees and (c) audit quality. We 
focus on the above characteristics of the AC chair as prior professional and academic research 
(e.g., Beasley et al., 2009; DeFond et al., 2005; Lai et al., 2017; Tanyi & Smith, 2015) suggests 
that these characteristics play critical roles in the AC's efficient and effective functioning.

Using hand- collected Australian data from 2004– 2017, we find that firms with AC chairs 
who hold multiple AC positions in other companies and longer tenure are more likely to hire 
Big 4 and/or industry specialist auditors, pay higher audit fees and have lower discretionary 
accruals. Also, firms with AC chairs who have accounting professional qualifications (CPA/
CA) are more likely to hire Big 4 and/or industry specialist auditors. Furthermore, firms who 
have AC chairs with university business qualifications are more likely to hire Big 4 auditors, 
pay higher audit fees and have lower discretionary accruals. These results can be interpreted as 
that AC chairs with the above characteristics increase the probability of a firm hiring a Big 4 
and/or industry specialist auditor. This would indicate higher audit quality as Big 4 and indus-
try specialist auditors are extensively being used as proxies for higher audit quality (DeFond & 
Zhang, 2014; Du et al., 2020). We also find that client firms with AC chairs who are executive 
directors report higher discretionary accruals and are less likely to hire a Big 4 auditor, thus 
indicating that firms with an AC chair with this characteristic have lower audit quality.

This study makes several contributions. First, we add to the growing body of literature that 
examines the impact of AC chairs on the financial process (e.g., Ghafran & Yasmin, 2018; 
Myers et al., 2021; Schmidt & Wilkins, 2012; Tanyi & Smith, 2015). In contrast to prior studies, 
we provide evidence that some AC chair characteristics impact on the AC's monitoring role 
over financial statements through auditor choice, audit fees and the quality of financial re-
ports as reflected in discretionary accruals. Specifically, our findings show that AC chairs 
with longer tenure, business- related higher degrees and professional qualifications, as well as 
having multiple board membership, are associated with a higher AC monitoring role. This 
could be of interest to firms when hiring/appointing the AC chair as this position is one of the 
few board roles that demand a high level of skills, knowledge and qualities with a clear under-
standing of the committee's duties and responsibilities and the necessary business, financial, 
communication and leadership skills (KPMG, 2019).5 Second, we address the calls for further 
research on the association between AC chair characteristics and audit performance (e.g., 
Deumes et al., 2019; Free et al., 2021). Specifically, we provide empirical evidence supporting 
Free et al.'s (2021) finding that some characteristics of the AC chair are important for selection 
of the auditor with the right attributes. This is reflected in our results that AC chairs with 
longer tenure, and having university or professional qualifications and multiple AC member-
ships across boards are more likely to choose a Big 4 and/or an industry specialist auditor.

The remainder of the paper is organised as follows. Section 2 discusses the relevant litera-
ture, leading to the development of hypotheses. Section 3 presents the study's methods, with 

 4We acknowledge that, while financial reporting quality and audit quality are two different constructs, they are also related and 
used interchangeably (Gaynor et al.,  2021; Nipper, 2021). However, as ACs, and particularly AC chairs, are heavily involved in the 
audit process, we focus on the impact of AC chair characteristics on auditor selection, audit fees and audit quality as reflected in 
the level of earnings management.

 5Our findings also provide empirical support for the recent recommendation that at least one member of the AC, preferably the 
chair, should have a good knowledge of financial reporting and/or auditing, as stated in the International Organization of 
Securities Commissions [IOSCO]'s 2019 ‘Report on Good Practices for Audit Committees in Supporting Audit Quality’.
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the results presented in Section 4. Section 5 describes the sensitivity analyses and their results. 
Section 6 discusses the study and concludes the paper.

2 |  LITERATU RE REVIEW A N D H Y POTH ESES  
DEVELOPM ENT

2.1 | Audit committee chair characteristics, auditor choice, audit fees and 
audit quality

As a key component of good corporate governance, ACs are responsible for financial report-
ing quality and the oversight of the financial reporting process (Auditing and Assurance 
Standards Board [AUASB],  2017; Blue Ribbon Committee,  1999; for Sarbanes– Oxley Act 
[SOX Act], see United States (US) House of Representatives,  2002). The AC also plays an 
important role in supporting the board to fulfil its corporate governance and oversight re-
sponsibilities in areas such as corporate reporting, and internal and external audit. An AC's 
primary responsibility is to appoint the external auditor, oversee the audit process and ensure 
audit quality. Other duties include negotiation with the auditor over the audit scope and audit 
fee, influencing the appointment of the engagement partner and making specific recommenda-
tions to the board about the appointment, re- appointment and dismissal of the independent 
auditor (KPMG, 2019).

The AC chair is one of the few board roles that demand a high level of skills, knowledge and 
qualities. An AC should have a chair with a clear understanding of the committee's duties and 
responsibilities and the necessary business, financial, communication and leadership skills 
(KPMG, 2019). The AC chair should possess a high level of knowledge about the business, 
financial and auditing processes. The chair should be responsible for planning and conducting 
meetings, overseeing reporting to the board and participating in the selection of AC members 
in conjunction with the full board (AUASB, 2017). The chair must ensure that the committee 
performs its duties effectively and that it is fully aware of the scope of the board's obliga-
tions in respect to financial reporting (Tanyi & Smith, 2015). The chair also acts as a primary 
contact between the AC and management, and internal and external auditors (PwC, 2020). 
Prior research provides evidence of the important contribution of the AC chair to financial 
reporting outcomes and the AC's effectiveness. For example, Abernathy et al. (2014) find that 
an AC chair with accounting expertise gained from public accounting experience contrib-
utes to the AC's effectiveness by improving the timeliness of financial information. Fulfilling 
these diverse roles requires AC chairs to devote more time and effort than other AC members. 
Members of the Audit Committee Leadership Network (ACLN, 2011) report that, compared to 
AC members, the AC chair spends 60%– 70% more time on AC business. The chair also spends 
a monthly average of 10– 25 h meeting with management, independent auditors and the head 
of internal audit, as well as with AC members (Ward, 2009). Collectively, the evidence sup-
ports the argument that the AC chair plays an important role in the AC's monitoring function; 
however, prior research has surprisingly neglected the impact of the AC chair's characteristics 
on different aspects of the auditing process. Given the importance of the chair in the AC's 
effective performance, this study focuses on the gender, qualifications, expertise, multiple AC 
positions held in other companies and tenure of AC chairs to examine their impacts on auditor 
selection, audit fees and audit quality.

2.1.1 | Gender of audit committee chair

First, we consider the effect of the AC chair's gender, as substantial evidence shows that the 
higher presence of female board members is associated with an improved decision- making 
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process and increased shareholder value (Gul et al., 2011). Female directors are not consid-
ered part of the ‘old boys club’ and are more likely to be aligned with the independence char-
acteristic recommended by corporate governance ‘best practices’ (Adams & Ferreira, 2009). 
Female directors also provide diverse viewpoints, experience and networks to the board, and 
are willing to engage in challenging issues and independent thinking, thus improving the 
board's communications (Adams & Ferreira, 2009; Hillman et al., 2007). Prior research shows 
that women are generally more comprehensive processors of information (Meyers- Levy, 1989), 
have a lower risk appetite in business decision making (Brooks & Zank, 2005; Jianakoplos & 
Bernasek, 1998) and exhibit high propensity to comply with accounting and tax regulations in 
the decision- making process (Pierce & Sweeney, 2010). This suggests that the gender of the AC 
chair may have implications for the credibility of a firm's financial reports (Ittonen et al., 2013; 
Pucheta- Martínez et al., 2016; Srinidhi et al., 2011) and its auditor choice decision.

Evidence from prior research generally supports the notion that the participation of female 
members in ACs is associated with higher- quality financial reports, improved disclosure qual-
ity and demand for higher- quality audits. For example, firms with female directors on the AC 
are found to pay higher audit fees (Bhuiyan et al., 2020; Lai et al., 2017) and are more likely 
to choose industry specialist auditors (Lai et al.,  2017). These results suggest that the pres-
ence of female directors on the AC results in demand for higher audit quality. Sharing similar 
findings, Aldamen et al. (2018) highlight the important contribution made by the presence of 
female directors on the AC to higher audit quality as female AC members may expect more 
services from external auditors.

Given the critical role of the AC chair, and the consensus findings from prior research that 
female directors/AC members increase board/AC monitoring, we argue that the presence of a 
female as the AC chair enhances the AC's monitoring. This results in the demand for higher 
audit effort and appointment of higher- quality auditors which, in turn, leads to higher audit 
quality.

H1a  Firms with female audit committee chairs are more likely to hire a Big 4 and/
or an industry specialist auditor.

H1b  Firms with female audit committee chairs are positively associated with 
audit fees and audit quality.

2.1.2 | Audit committee chair's accounting and finance expertise

Second, we examine the impact of the AC chair's expertise on auditor selection, audit fees and 
audit quality. According to agency theory, the role of the board is to monitor management 
who may have incentives to increase their wealth at the expense of shareholders (Fama & 
Jensen, 1983). To reduce this agency cost, the board is required to monitor financial reporting 
quality through the audit committees (Archambeault et al., 2008). It is argued that the presence 
of accounting experts on the board enhances the AC's monitoring role (Carcello et al., 2006; 
Dhaliwal et al., 2010; Farber et al., 2018; Krishnan & Visvanathan, 2008). According to ‘best 
practices’, AC members are responsible for duties that require a high level of accounting acu-
men (DeFond et al., 2005). Knowledge of accounting standards and their applications, and 
the auditing process helps AC members to pinpoint problems and ask thorough questions of 
management and the auditor (Lipman, 2004; Scarpati, 2003). These arguments suggest that 
accounting expertise might be more important for AC members than any other skill and that 
an AC chair with this expertise would make the AC more efficient and effective, resulting in a 
better understanding of the audit process.
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Prior research examines the impact of accounting expertise on the AC from various as-
pects. Zalata et al. (2018) find that AC members with accounting expertise can significantly 
contribute to controlling a firm's earnings management. Several studies also find that the 
presence of financial expertise, including accounting and non- accounting experts on the 
AC, results in a better understanding of the audit process, audit risks and auditing pro-
cedure, and leads to demands for a higher level of assurance from external auditors with 
the accompanying payment of higher audit fees (Abbott et al., 2003; Bhuiyan et al., 2020; 
Ghafran & O'Sullivan, 2017; Hoitash & Hoitash, 2009; Kim et al., 2017; Lai et al., 2017). 
Evidence also shows that accounting expertise on ACs is significantly linked with the en-
gagement of high- quality external auditors such as Big 4 auditors or industry specialist 
auditors (Kim et al., 2017).

Prior studies examine accounting expertise at the AC level; however, given the important 
role of the AC chair, the effect of accounting expertise at the AC chair level on audit fees, 
auditor choice and audit quality remains an empirical question. If accounting expertise 
at the AC level increases board monitoring, given the role of the AC chair in directing the 
audit committee, we argue that the presence of an accounting expert as the AC chair results 
in the demand for higher audit effort, appointment of higher- quality auditors which, in 
turn, results in higher audit quality. Thus, to examine this expectation, we test the following 
hypothesis:

H2a  Firms with audit committee chairs who have accounting and finance exper-
tise are more likely to hire Big 4 and/or industry specialist auditors.

H2b  Audit committee chairs' accounting and finance expertise is positively asso-
ciated with audit fees and audit quality.

2.1.3 | Executive director as the audit committee chair

Third, we investigate the association between an executive director serving as the AC chair 
and audit choice, audit fees and audit quality. As a key recommendation emerged following the 
publication of the Cadbury Committee's report (known as the ‘Cadbury Report’) in 1992 in the 
UK and the enactment of the Sarbanes– Oxley Act in the US in 2002, it is highly recommended 
that competent, committed and independent directors should be appointed as AC members 
due to their oversight and monitoring function of corporate boards in relation to accounting 
and financial reporting processes (Grout et al., 1994). While extensive research confirms the 
critical role of an independent AC in improving accounting and financial reporting quality, 
such as improvement in real earnings management (Sun et al., 2014) and reducing the likeli-
hood of fraudulent financial reporting (Owens- Jackson et al., 2009), others also highlight that 
with the presence of an executive director in the audit committee, the quality and credibility 
of financial reports were lower (Lin et al., 2006); distressed companies are less likely to receive 
a going concern report indicating a less effective audit committee (Carcello & Neal,  2000) 
and more likely to have auditor dismissal following the issuance of going concern (Bronson 
et al., 2009).

On the other hand, Beasley et al.  (2009, p. 65) restate the view of the New York Stock 
Exchange (NYSE)'s AC chair about the AC oversight process as ‘it is virtually impossible to 
know what is going on without relying on management, the internal auditor and the external 
auditor’. This might suggest that having an AC chair who also serves as an executive director in 
the firm, the AC could solve the issue of information asymmetry between executives and inde-
pendent directors, enabling the AC to conduct its duties in a more efficient manner. However, 
appointing an executive director as an AC chair is not aligned with the recommendation of 
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most corporate governance codes, as executive directors are subject to possible agency con-
flicts and may not act in shareholders' best interests.

Given these considerations, we argue that having an executive director as the AC chair has 
no apparent impact on auditor choice, audit fees and audit quality. Thus, we propose the fol-
lowing null hypothesis:

H3  No association exists between an executive director as the audit committee 
chair and auditor choice, audit fees and audit quality.

2.1.4 | Multiple audit committee positions held by audit committee chair

Fourth, we examine the impact of the AC chair holding multiple AC positions in other compa-
nies. Prior literature suggests that the AC chair's monitoring capabilities and effectiveness are 
influenced by the director's experience and reputation, with these measured by the multiple 
AC positions held across firms (e.g., Beasley, 1996; Sharma & Iselin, 2012; Sultana et al., 2019). 
On one hand, the multiple AC positions demonstrate directors' high reputation, with their 
expertise and knowledge highly regarded by these board appointments. As a board member in 
various firms, they can also develop additional experience from different business contexts to 
enrich their expertise (Ahn et al., 2010). Additionally, by sitting on multiple ACs, the AC chair 
gains more insight into monitoring responsibilities and duties which results in more rigorous 
managerial oversight of a firm's financial reporting quality (Sharma & Iselin, 2012). Some stud-
ies also find that AC members holding multiple directorships helps to reduce earnings manage-
ment and audit dismissals following a going concern audit opinion (Yang & Krishnan, 2005) 
and is also associated with higher audit fees and higher audit quality (Sultana et al., 2019).

However, on the other hand, several studies argue that AC members holding multiple AC 
positions exhibit less effective monitoring capacity (Carpenter & Westphal,  2001; Méndez 
et al., 2015), as these busy directors are stretched and overloaded with their duties. Consequently, 
the director's lack of time to devote to the AC chair's duties can lead to lower financial report-
ing quality and lower audit quality (Sharma & Iselin, 2012). Beasley et al.  (2009) claim that 
when the AC chair is overcommitted through serving on multiple boards and committees, the 
AC chair may need to have less frequent meetings with internal and external auditors. This 
might adversely affect the setting of the agenda for AC meetings as well as the AC linkage with 
external auditors.

Collectively, both beneficial and detrimental effects are found on audit quality, effort and 
choice if a firm's AC chair has multiple AC memberships in other companies; thus, we propose 
the following null hypothesis:

H4  No association exists between an audit committee chair holding multiple 
audit committee positions in other companies and auditor choice, audit fees 
and audit quality.

2.1.5 | Supervisory experience of the audit committee chair

Fifth, we examine the association between the AC chair's supervisory experience, and auditor 
choice, audit fees and audit quality. Prior research on the impact of AC members' supervisory 
experience on their monitoring capabilities and audit quality provides inconclusive evidence. 
Several studies find that AC members with supervisory experience do not exert any significant 
impact on enhancing accrual quality (Dhaliwal et al., 2010) and do not contribute to higher 
financial reporting quality (Choi et al., 2020), with their appointment not associated with a 
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positive market reaction (DeFond et al., 2005). The reason is that the AC's monitoring func-
tions are undermined by those directors who possess experience in supervision and manage-
ment, but who do not possess accounting knowledge and experience to fully understand the 
complex processes involved in accounting, auditing and internal controls (Trautman, 2012). 
Thus, an AC chair's supervisory experience is expected to have a negative impact on the AC's 
monitoring role.

Alternatively, AC members with supervisory expertise are found to provide incremental 
benefits to the monitoring function of ACs and boards of directors. In particular, the CEO 
experience enables him/her to effectively monitor the activities of management and the firm, 
thus improving supervision of the information process. For example, firms with ACs that have 
supervisory experience among their members are less likely to engage in earnings management 
(Xie et al., 2003), are associated with higher financial reporting quality and have more effective 
monitoring capability (Cohen et al., 2014). In addition, Hoitash and Hoitash (2009) report a 
positive relationship between AC members with supervisory expertise and audit fees, arguing 
that these committee members express a higher demand for a high- quality audit service.

Collectively, given the above inconclusive evidence for the association between the supervi-
sory experience of AC members as well as the AC chair on audit quality, effort and choice, we 
thus propose and test the following null hypothesis:

H5  No association exists between an audit committee chair's supervisory experi-
ence and auditor choice, audit fees and audit quality.

2.1.6 | Tenure of the audit committee chair

Finally, directors with longer tenure on the board and the AC are more likely to gain firm- 
specific knowledge, greater expertise and monitoring experience, enabling them to deal with 
complicated committee issues, such as fraudulent financial reporting (Beasley, 1996) and earn-
ings management (Bédard & Johnstone, 2004). DeZoort (1997) examines the effect of experi-
ence on AC members' oversight judgements and finds that members with experience make 
control judgements more aligned with auditors' judgements, enabling them to provide better 
oversight than those with less or no experience. Moreover, through having long tenure on the 
board, directors have more opportunity to establish a long- term working relationship with 
other board members and management. They are also more likely to have higher levels of job 
satisfaction and job reputation; thus, they have more commitment to and willingness for ful-
filment of the AC's responsibilities and duties (Chan et al., 2013). Prior research (e.g., Sultana 
et al., 2019) suggests that an AC chair with long tenure gains higher monitoring capabilities and 
thus hires quality auditors and delivers higher audit quality.

On the other hand, it is claimed that directors with longer tenure experience deterioration in 
their monitoring capabilities due to friendships and social ties developed with other directors, 
AC members, management and auditors across the tenure duration. A few studies find evi-
dence of this deterioration, such as Sharma and Iselin (2012) who report a positive association 
between AC members' tenure and financial misstatement, arguing that this result is owing to 
directors being unable to exercise independent judgement. In addition, Chan et al. (2013) find 
that external auditors may charge lower audit fees for firms with long- tenured AC members, 
as these directors' high level of experience may result in lower audit effort and less audit risks 
which are incorporated into audit fees.

The above arguments demonstrate the possible impact of a long- tenured AC chair on audit 
quality, effort and choice; therefore, we extend these arguments to the AC chair and propose 
the following null hypothesis:
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H6  No association exists between an audit committee chair's tenure and auditor 
choice, audit fees and audit quality.

3 |  RESEARCH M ETHODS

3.1 | Variables of interest

We focus on the characteristics of the AC chair as prior professional and academic research 
(e.g., Beasley et al., 2009; DeFond et al., 2005; Lai et al., 2017; Tanyi & Smith, 2015) suggests 
that these characteristics play a critical role in the AC's efficient and effective functioning. 
Our first variable of interest is the gender of an AC chair (AC_CHAIR_FEMALE) which is 
coded 1 if an AC chair is female, 0 otherwise. The expertise of an AC chair is measured by: 
(1) CA/CPA qualification (AC_CHAIR_PROF) which is coded 1 if an AC chair has a CA/
CPA qualification, 0 otherwise; (2) a university business qualification (AC_CHAIR_BUS) 
which is coded 1 if an AC chair has a university business qualification (Master of Business 
Administration [MBA] or other business- related Bachelor/Masters degree), 0 otherwise; 
(3) AC chair's expertise (AC_CHAIR_EXPT) which is coded 1 if an AC chair has experi-
ence working as an accountant, investment banker or financial analyst, or in any other 
financial management role, 0 otherwise; and (4) AC chair's supervisory expertise (AC_
CHAIR_SUPER) which is coded 1 if an AC chair has work experience as a CEO or com-
pany president, 0 otherwise. If an AC chair is an executive director (AC_CHAIR_EXEC), 
this is coded 1, 0 otherwise. We measure an AC chair's multiple AC positions as the number 
of other AC positions in other companies (AC_CHAIR_MULTIPLE). Finally, we use AC 
chair tenure (AC_CHAIR_TENURE) as the number of years that have been served as an 
AC chair.

3.1.1 | Auditor choice

We estimate the following logit model based on prior studies (e.g., Abbott & Parker,  2000; 
Fung et al., 2012; Lai et al., 2017; Li et al., 2010) to investigate the association between auditor 
choice and AC chair characteristics:

Variable definitions are provided in Appendix 1.
Auditor_Choice is an alternative measure of auditor choice: coded as 1 if the auditor is a Big 

4 auditor (BIG4), 0 otherwise; and 1 if the auditor is a city- specific industry specialist based 
on the highest audit fee within the city– industry– year (IS_AUDITOR), 0 otherwise. We follow 
prior research to measure this variable (e.g., Fung et al., 2012; Lai et al., 2017). AC_CHAIR_
CHARCTS is an alternative measure of AC chair characteristics defined earlier. Consistent 
with Lai et al. (2017), we control for a client firm's size (LnMVE) and expect the size of the client 
firm to have a positive association with auditor choice. We also control for LEVERAGE, ROA, 
LLOSS, CASHFLOW, MB, GROWTH, PBANK, ARINV, CATA, LIQUID and EQUITY and 
expect positive associations with auditor choice as client firms with a higher level of risk are 

(1)

Auditor_Choice =�0+�1AC_CHAIR_CHARCTS+�2AC_SIZE+�3AC_FEMALE

+�4AC_IND+�5LnMVE+�6LEVERAGE+�7ROA+�8LLOSS

+�9CASHFLOW+�10MB+�11GROWTH+�12PBANK+�13ARINV

+�14CATA+�15LIQUID+�16BD_SIZE+�17BD_FEMALE

+�18BD_NONEXC+�19EQUITY+Industry FE+Year FE+�
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10 |   

more likely to choose high- quality auditors. We control for other AC characteristics as these 
affect the AC chair as well as the client firm's decision when choosing the auditor. We control 
for AC size (AC_SIZE); AC gender diversity, coded 1 if at least one AC member is female 
(AC_FEMALE), 0 otherwise; and AC independence coded as 1 if the majority (50% or more) 
of AC members are non- executive directors (AC_IND), 0 otherwise, and expect positive as-
sociations with auditor choice. We also control for board- level characteristics, such as board 
size (BD_SIZE); a dummy variable equal to 1 if one female director is on the board (BD_
FEMALE), 0 otherwise; and a dummy variable equal to 1 if the majority (50% or more) of 
board members are non- executive directors (BD_NONEXC), 0 otherwise, and expect positive 
associations with auditor choice.

3.1.2 | Audit fees

We estimate the following audit fee model and include control variables from prior studies 
(e.g., Choi et al., 2010; Eshleman & Guo, 2014; Lai et al., 2017; Simunic, 1980):

Variable definitions are provided in Appendix 1.
We use the natural log of the audit fee (LnAF) as our test variable to examine the as-

sociations with AC chair characteristics. Audit fees are mainly determined by factors 
that are common across different client firms, such as client size (LnTA), client complex-
ity (MB, GROWTH and ARINV) and client- specific risks (LEVERAGE, CASHFLOW, 
ROA, LLOSS, PBANK, CATA, LIQUID and EQUITY) (Choi et al.,  2010; Eshleman & 
Guo, 2014; Simunic, 1980). Consistent with the auditor choice model, we include AC- level 
variables (AC_SIZE, AC_FEMALE and AC_IND) and board- level variables (BD_SIZE, 
BD_FEMALE and BD_NONEXC) as additional control variables. We also control for au-
ditor type, namely, BIG4 and IS_AUDITOR as both Big 4 and industry specialist auditors 
charge higher audit fees.

3.1.3 | Audit quality

We use discretionary accruals as our measure for audit quality. Following prior studies (e.g., 
Dechow et al., 1995; DeFond & Jiambalvo, 1991; Jones, 1991; Kothari et al., 2005; Minutti- 
Meza, 2013; Reichelt & Wang, 2010), we use the absolute value of discretionary accruals esti-
mated from an annual cross- sectional model for each industry (two- digit Global Industry 
Classification Standard (GICS] codes)6 based on the Jones (1991) model and including ROA 
(Kothari et al., 2005) as follows:

(2)

LnAF = �0+�1AC_CHAIR_CHARCTS+�2AC_SIZE+�3AC_FEMALE

+�4AC_IND+�5LnTA+�6BIG4+�7LEVERAGE+�8ROA+�10LLOSS

+�11CASHFLOW+�12MB+�13GROWTH+�14PBANK+�15ARINV+�16CATA

+�17LIQUID+�18IS_AUDITOR+�19BD_SIZE+�20BD_FEMALE

+�21BD_NONEXC+�22EQUITY+Industry FE+Year FE+�

 6Six- digit GICS codes for the metals and mining industry as these companies have different characteristics compared to other 
companies in the materials industry classification.

(3)TACCit = �0 + �1
[

1∕TAt−1

]

+ �2
[

ΔREVit −ΔRECit∕TAt−1

]

+ �3
[

PPEit∕Tt−1
]

+ �4
[

ROAt−1

]

+ �it
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where TAt– 1 is lagged total assets; ΔREVit is change in revenue; ΔRECit is change in accounts 
receivable; PPEit is property, plant and equipment (gross total); and ROAit– 1 is prior year re-
turn on assets.

Our control variables are chosen by following prior studies in the literature (e.g., Blay & 
Geiger, 2013; Carey & Simnett, 2006; Chen et al., 2010). We estimate Equation (4) for the asso-
ciations between discretionary accruals (DA) and AC chair characteristics as follows:

Variable definitions are provided in Appendix 1.
Prior studies argue that the size (LnMVE) of the client firm is negatively associated with 

discretionary accruals. The management of high- risk client firms is less likely to manage 
earnings, with our study controlling for client risk as follows: LEVERAGE, ROA, LLOSS, 
CASHFLOW, PBANK, LIQUID and EQUITY. We expect positive associations between cli-
ent complexity and discretionary accruals and controls for MB, ARINV and ABS_LACC. 
We control for BIG4 and IS_AUDITOR as Big 4 and/or industry specialist auditors are less 
likely to allow management to manage earnings. We control for other AC variables (AC_
SIZE, AC_FEMALE and AC_IND) and board characteristics (BD_SIZE, BD_FEMALE 
and BD_NONEXC) as they are associated with discretionary accruals, as documented in 
prior studies.

We run Equations (1), (2) and (4), including fixed effects for industry (two- digit GICS), and 
year, and cluster standard errors by client firm to isolate the effects of the AC chair's charac-
teristics on auditor choice, audit fees and audit quality.

3.2 | Sample and data

We use both archival and hand- collected data for the Australian Securities Exchange (ASX)- 
listed companies from 2004 to 2017. We downloaded AC chairs' names from the Connect4 data-
base, with the AC chairs' characteristics hand- collected directly from companies' annual reports, 
supplemented by the Securities Industry Research Centre of Asia- Pacific (SIRCA) corporate gov-
ernance information. Financial and other data were sourced from the MorningStar_DatAnalysis_
Premium and Connect4 databases. The final sample for the auditor choice and audit fee model 
numbered 11,328 firm- year observations, whereas the discretionary accruals model had 11,253 
firm- year observations, after excluding the financial industry, clients with no AC and those that 
had missing data that were needed to estimate the respective models. The details for sample selec-
tion, and firms in the sample by industry and by year are provided in Table 1, Panels A– C.

4 |  RESU LTS

4.1 | Descriptive statistics

Table 2 provides descriptive statistics of our variables for companies in our sample. As shown, 
5.9% of AC chairs are female, while 4.7% of AC chairs are executive chairs. Among AC chairs, 

(4)

DA = �0+�1AC_CHAIR_CHARCTS+�2AC_SIZE+�3AC_FEMALE+�4AC_IND

+�5LnMVE+�6BIG4+�7LEVERAGE+�8ROA+�9LLOSS+�10CASHFLOW

+�11MB+�12GROWTH+�13PBANK+�14ARINV+�15LIQUID+�16ABS_LACC

+�17IS_AUDITOR+�18BD_SIZE+�19BD_FEMALE+�20BD_NONEXC

+�21EQUITY+Industry FE+Year FE+�
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TA B L E  1  Sample details

Panel A: Sample selection

Auditor choice, audit fees DACC

Initial sample for the 2004– 2017 period 18,145 18,145

Less: observations excluded when merging with 
financial data

2077 2077

Observations with audit committee (AC) chair data 16,068 16,068

Less: observations in the financial industry 2779 2779

Less: observations with missing data needed to 
estimate the respective models

1961 2036

Final sample 11,328 11,253

Panel B: Sample by industry

Industry Auditor choice, audit fee DACC

n Percentage n Percentage

Energy (10) 1260 11.12 1255 11.15

Materials (15) 292 2.58 290 2.58

Industrials (20) 1743 15.39 1733 15.4

Consumer Discretionary (25) 1503 13.27 1494 13.28

Consumer Staples (30) 474 4.18 473 4.2

Health Care (35) 1232 10.88 1221 10.85

Information Techno (45) 992 8.76 984 8.74

Communication Services (50) 251 2.22 248 2.2

Utilities (55) 241 2.13 237 2.11

Metals & Mining (151040) 3340 29.48 3318 29.49

Total 11,328 100 11,253 100

Panel C: Sample by year

Year Auditor choice, audit fee DACC

n Percentage n Percentage

2004 550 4.86 546 4.85

2005 654 5.77 645 5.73

2006 709 6.26 700 6.22

2007 764 6.74 759 6.74

2008 811 7.16 802 7.13

2009 843 7.44 843 7.49

2010 867 7.65 865 7.69

2011 895 7.9 891 7.92

2012 900 7.94 896 7.96

2013 898 7.93 889 7.9

2014 878 7.75 871 7.74

2015 917 8.09 914 8.12

2016 851 7.51 847 7.53

2017 791 6.98 785 6.98

Total 11,328 100 11,253 100
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20.0% have CPA/CA professional qualifications, whereas 50.4% have university qualifications. 
Also, 25.2% of AC chairs have accounting and finance experience, while 2.8% have supervi-
sory working experience. The findings show that AC chairs have very diverse characteristics. 
In our sample, 55.1% of companies are audited by Big 4 auditors, a higher percentage than in 
other Australian studies, as large clients choose Big 4/industry specialist auditors and smaller 
companies may not have an AC,7 with 19.2% of companies having industry specialist auditors. 

 7Carson et al. (2019) report that 34.4% of financially distressed client firms are audited by Big 4 auditors, while Hardies et al. (2021) 
report that 43.4% of client firms are audited by Big 4 auditors.

TA B L E  2  Descriptive statistics (n = 11,328)

Variables Mean Median SD p25 p75

BIG4 0.551 1.000 0.497 0.000 1.000

IS_AUDITOR 0.192 0.000 0.394 0.000 0.000

LnAF 11.717 11.552 1.246 10.784 12.452

DACC 0.139 0.079 0.187 0.036 0.161

GC 0.193 0.000 0.395 0.000 0.000

AC_CHAIR_FEMALE 0.059 0.000 0.236 0.000 0.000

AC_CHAIR_PROF 0.200 0.000 0.400 0.000 0.000

AC_CHAIR_BUS 0.504 1.000 0.500 0.000 1.000

AC_CHAIR_EXPT 0.252 0.000 0.434 0.000 1.000

AC_CHAIR_EXEC 0.047 0.000 0.212 0.000 0.000

AC_CHAIR_MULTIPLE 0.492 0.000 0.922 0.000 1.000

AC_CHAIR_SUPER 0.028 0.000 0.166 0.000 0.000

AC_CHAIR_TENURE 5.151 4.000 4.083 2.000 7.000

AC_SIZE 3.113 3.000 0.997 3.000 4.000

AC_FEMALE 0.195 0.000 0.396 0.000 0.000

AC_IND 0.978 1.000 0.145 1.000 1.000

SIZE 17.979 17.754 2.247 16.368 19.393

LEVERAGE 0.387 0.289 0.440 0.083 0.531

ROA −0.189 −0.018 0.591 −0.219 0.091

LLOSS 0.587 1.000 0.492 0.000 1.000

CASHFLOW −0.155 −0.025 0.605 −0.169 0.066

MB 14.811 0.681 51.323 0.137 3.558

GROWTH 0.508 0.041 2.229 −0.126 0.296

PBANK −0.588 −2.079 5.777 −3.271 −0.494

ARINV 0.113 0.060 0.130 0.014 0.171

CATA 0.419 0.371 0.288 0.177 0.627

LIQUID 5.056 1.904 9.276 1.124 4.446

ABS_LACC 0.166 0.060 0.443 0.024 0.137

BD_SIZE 6.486 6.000 2.417 5.000 8.000

BD_FEMALE 0.310 0.000 0.462 0.000 1.000

BD_NONEXC 0.880 1.000 0.325 1.000 1.000

Note: See Appendix 1 for variable definitions.
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The absolute value of discretionary accruals is 13.9.8 Of the full sample, 19.3% of companies 
had received a going concern opinion.

4.2 | Univariate analysis

Table  3 reports the correlations between our dependent and independent variables. As re-
ported, most AC chair characteristics are significantly associated with our variables of inter-
est, indicating their impacts on auditor choice, audit fees and audit quality. Most control 
variables are also significantly correlated with our dependent variables. Correlations also in-
dicate that no multicollinearity issues are present, as the highest correlation is 0.731 (between 
PBANK and LEVERAGE) with a variance inflation factor (VIF) value of 5.77.9

4.3 | Multivariate analysis

4.3.1 | Auditor choice

We test whether AC chair characteristics are associated with choosing a Big 4 and/or industry 
specialist auditor and report the results in Table 4. As reported, we find that firms that have 
AC chairs with longer tenure, professional qualifications and multiple AC positions in other 
companies are more likely to hire Big 4 and/or industry specialists as their auditors. Firms that 
have AC chairs with university qualifications are also more likely to hire a Big 4 auditor. This 
is consistent with the argument that firms with AC chairs who have more experience in their 
current positions, professional qualifications (CA/CPA) and expertise in business and account-
ing are more likely to choose Big 4/industry specialist auditors (as proxies for higher audit 
quality). In contrast, firms with executive directors as AC chairs are less likely to hire Big 4 
auditors.10 The negative association between the executive AC chair and Big 4 auditors may be 
applicable to small companies as they are more likely to hire non- Big 4 auditors. We also find 
that client firms with AC chairs who have experience working as an accountant, investment 
banker, financial analyst or in any other financial management role are less likely to hire an 
industry specialist auditor.11

Regarding the control variables, we find that firms with a larger AC (AC_SIZE), having 
at least one female AC member (AC_FEMALE) and mainly non- executive directors (AC_
IND) are more likely to hire Big 4 and/or industry specialist auditors. Board characteristics 
(BD_SIZE, BD_FEMALE and BD_NONEXC) are also positively associated with Big 4 and/
or industry specialist auditors. These findings may support the argument of the Australian 
Institute of Company Directors (AICD, 2014) that the AC should be sufficient in size and its 
members should be independent and have technical expertise to ensure that it can effectively 
discharge its mandate. We also find that larger firms (LnMVE) and client firms with higher 
market- to- book value (MB) are more likely to hire Big 4 auditors and/or industry specialist 

 8This absolute value of discretionary accruals is comparable with other Australian studies; for example, Davidson et al. (2005) 
reported an absolute value for discretionary accruals of 0.156, with this value being reported as 0.142 by Goodwin and Wu (2016). 
All continuous variables are winsorised at the 1% levels (LEVERAGE, PBANK and LIQUID are at the 2% level).

 9As suggested in Gujarati and Porter (2009), correlations between independent variables with a value below 0.80 are not considered 
to create any multicollinearity problems in a regression model.

 10The ASX recommendation 2.2 (2007) states that the AC chair is to be an independent director; however, many small companies 
may not have a suitable non- executive director to fill the role of AC chair.

 11For ease of reference, we summarise the results of our variable of interest in Appendix 2.
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TA B L E  4  Association between audit committee chair characteristics and auditor choice

Variables

Big 4 Specialist_Auditor

Coefficient (z- value) Coefficient (z- value)

Intercept −5.649***
(−17.91)

−4.813***
(−13.54)

AC_CHAIR_FEMALE 0.006
(0.055)

0.009
(0.084)

AC_CHAIR_PROF 0.321***
(2.711)

0.281**
(1.993)

AC_CHAIR_BUS 0.220***
(4.587)

−0.005
(−0.091)

AC_CHAIR_EXPT 0.084
(0.770)

−0.222*
(−1.670)

AC_CHAIR_EXEC −0.402***
(−3.535)

−0.123
(−0.911)

AC_CHAIR_MULTIPLE 0.085*
(1.795)

0.115**
(2.225)

AC_CHAIR_SUPER −0.191
(−1.227)

−0.084
(−0.440)

AC_CHAIR_TENURE 0.243***
(8.344)

0.206***
(6.664)

AC_SIZE 0.680***
(8.281)

0.221***
(2.653)

AC_FEMALE 0.340***
(3.782)

0.153*
(1.713)

AC_IND 0.407**
(2.131)

0.558**
(2.257)

LnMVE 0.156***
(16.12)

0.075***
(7.377)

LEVERAGE 0.032
(0.381)

0.131
(1.469)

ROA 0.057
(1.619)

−0.028
(−0.670)

LLOSS −0.010
(−0.201)

−0.027
(−0.494)

CASHFLOW −0.082*
(−1.645)

−0.021
(−0.385)

MB 0.008*
(1.924)

0.012***
(2.822)

GROWTH −0.014
(−1.470)

−0.007
(−0.591)

PBANK −0.002
(−0.230)

−0.009
(−0.996)

ARINV −0.074
(−0.351)

−0.158
(−0.711)

CATA 0.032
(0.390)

−0.102
(−1.231)

LIQUID −0.009***
(−3.119)

−0.007**
(−2.392)

(Continues)
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auditors. Conversely, client firms with less liquidity (LIQUID) and lower operating cash flow 
(CASHFLOW) are less likely to hire a Big 4 auditor.

4.3.2 | Audit fees

Table 5 reports the results for the associations between audit fees and AC chair characteristics. 
We find that audit fees are higher for client firms if their AC chairs have longer tenure, univer-
sity qualifications and multiple AC positions in other companies. These results are consistent 
with those presented in Table 4 as we find that AC chairs with these characteristics are more 
likely to hire Big 4 and/or industry specialist auditors. These results are also in line with prior 
studies which indicate that Big 4 and industry specialist auditors earn an audit fee premium 
(Gonthier- Besacier & Schatt, 2007).12

In terms of our study's control variables, we find that client firms gain audit fee dis-
counts when most of their AC members are non- executive directors (AC_IND) and that 
they pay higher audit fees if they have a larger audit committee (AC_SIZE). We also 
find that control variables, LnTA, BIG4, LLOSS, ARINV, IS_AUDITOR, BD_SIZE and 
BD_FEMALE, are positively associated with audit fees, indicating that client firms with 
those characteristics pay higher audit fees. Our results also show a significant and negative 

 12We also examine whether AC characteristics are associated with the decision to purchase non- audit services (NASs) as the AC is 
responsible for approving these (un- tabulated results). We find that client firms with female AC chairs and those with AC chairs 
who have CPA/CA and/or university qualifications are more likely to purchase an NAS, but they are less likely to purchase an 
NAS if the AC chair is an executive director and/or has longer tenure.

Variables

Big 4 Specialist_Auditor

Coefficient (z- value) Coefficient (z- value)

BD_SIZE 1.043***
(13.86)

0.739***
(9.194)

BD_FEMALE 0.384***
(5.294)

0.277***
(3.753)

BD_NONEXC 0.312***
(4.114)

0.294***
(3.355)

EQUITY −0.104**
(−2.340)

−0.006
(−0.133)

Year FE Yes Yes

Industry FE Yes Yes

n 11,328 11,328

Pseudo R2 0.1582 0.0651

Prob > chi2 0.000 0.000

Note: Results of logistic regression of auditor choice on AC characteristics and controls. See Appendix 1 for definitions of 
variables. *, ** and *** indicate significance at 10%, 5% and 1%, respectively. The z- statistics in parentheses are based on standard 
errors clustered by client firm.

TA B L E  4  (Continued)
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TA B L E  5  Association between audit committee chair characteristics and audit fee

Variables Coefficient (t- value)

Intercept 3.935***
(45.970)

AC_CHAIR_FEMALE −0.020
(−0.636)

AC_CHAIR_PROF 0.012
(0.380)

AC_CHAIR_BUS 0.025**
(1.989)

AC_CHAIR_EXPT 0.013
(0.434)

AC_CHAIR_EXEC −0.009
(−0.384)

AC_CHAIR_MULTIPLE 0.024*
(1.809)

AC_CHAIR_SUPER −0.025
(−0.638)

AC_CHAIR_TENURE 0.014*
(1.918)

AC_SIZE 0.046**
(2.362)

AC_FEMALE 0.024
(0.968)

AC_IND −0.118***
(−3.148)

LnTA 0.364***
(85.55)

BIG4 0.362***
(26.71)

LEVERAGE 0.009
(0.356)

ROA 0.003
(0.265)

LLOSS 0.027**
(2.045)

CASHFLOW −0.002
(−0.135)

MB −0.001
(−0.656)

GROWTH −0.003
(−1.209)

PBANK −0.000
(−0.133)

ARINV 1.033***
(18.80)

CATA 0.015
(0.756)

LIQUID −0.011***
(−16.56)

(Continues)
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association between audit fees and LIQUID, indicating that clients with higher liquidity 
pay lower audit fees.

4.3.3 | Audit quality

We use the absolute value of performance- adjusted discretionary accruals as our measure of 
audit quality.13 The results are reported in Table 6. They show that client firms have lower dis-
cretionary accruals when they have an AC chair who has university qualifications, multiple 
AC memberships in other companies and longer tenure. The findings indicate that an AC chair 
with these characteristics delivers higher- quality financial reports, as they can provide over-
sight of the financial reporting process and reporting quality more effectively with this rele-
vant business background and experience. Conversely, client firms with executive directors as 
AC chairs have higher discretionary accruals, indicating lower audit quality. These results are 
in line with Klein's (2002) findings that the reduction in AC independence is accompanied by 
a large increase in discretionary accruals.

We also find that client firms with a larger AC (AC_SIZE) have lower levels of discretion-
ary accruals. The results for control variables, where significant, are generally consistent with 
prior research (Blay & Geiger, 2013; Carey & Simnett, 2006; Chen et al., 2010). For example, we 
find that the variables BIG4 and IS_AUDITOR are negatively associated with discretionary 

 13For a reduced sample, we use the auditor's propensity to issue going concern opinions (GCO) for an additional test, with the 
sample for the going concern opinion model being 6543 firm- year observations after excluding non- distressed firms. The results 
(un- tabulated) show that GCO is significantly and negatively associated with AC_CHAIR_FEMALE, ACC_CHAIR_BUS and 
ACC_CHAIR_EXPT, indicating that auditors are less likely to issue going concern opinions for client firms when the AC chair 
has these characteristics. The results may be interpreted to mean that auditors may successfully negotiate with the AC chair and 
resolve the issues that triggered the issuance of a going concern opinion.

Variables Coefficient (t- value)

IS_AUDITOR 0.075***
(4.299)

BD_SIZE 0.193***
(10.12)

BD_FEMALE 0.075***
(3.802)

BD_NONEXC 0.028
(1.638)

EQUITY −0.009
(−0.795)

Year FE Yes

Industry FE Yes

n 11,328

R2 0.7848

Prob > chi2 0.000

Note: This table presents the results of the linear regression of audit fees on AC characteristics and controls. See Appendix 1 for 
definitions of variables. *, ** and *** indicate significance at 10%, 5% and 1%, respectively. The t- statistics in parentheses are 
based on standard errors clustered by client firm.
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TA B L E  6  Association between audit committee chair characteristics and discretionary accruals

Variables Coefficient (t- value)

Intercept 0.199***
(8.629)

AC_CHAIR_FEMALE −0.005
(−0.811)

AC_CHAIR_PROF −0.000
(−0.054)

AC_CHAIR_BUS −0.010***
(−2.869)

AC_CHAIR_EXPT −0.012
(−1.494)

AC_CHAIR_EXEC 0.018**
(2.043)

AC_CHAIR_MULTIPLE −0.011***
(−3.432)

AC_CHAIR_SUPER 0.008
(0.762)

AC_CHAIR_TENURE −0.014***
(−6.272)

AC_SIZE −0.025***
(−4.082)

AC_FEMALE −0.008
(−1.493)

AC_IND −0.013
(−0.878)

LnMVE −0.000
(−0.005)

BIG4 −0.022***
(−5.607)

LEVERAGE −0.003
(−0.466)

ROA 0.001
(0.275)

LLOSS 0.003
(0.682)

CASHFLOW −0.003
(−0.853)

MB −0.000
(−0.104)

GROWTH 0.003**
(2.509)

PBANK 0.000
(0.082)

ARINV 0.063***
(3.606)

LIQUID 0.000**
(2.076)

ABS_LACC 0.126***
(14.78)

(Continues)
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accruals, while GROWTH, ARINV, LIQUID, ABS_LACC and EQUITY are positively asso-
ciated with discretionary accruals.

5 |  SENSITIVITY A NA LYSES

5.1 | Clients and auditor fixed effects

A fixed effect model explores the association between predictor and outcome variables within 
an entity, assuming that something within the individual may impact upon or bias the predic-
tor or outcome variables, thus needing to be controlled for, irrespective of the cluster to which 
the observations belong (McNeish & Kelley,  2019; Raudenbush & Bryk,  2002; Torres- 
Reyna, 2007). To address this concern, we first include firm and year fixed effects and then use 
audit firm, year and industry fixed effects in our analyses.14 The results, shown in Table 7, 
Panel A, are consistent with the results reported in Tables 4– 6. They provide reasonable assur-
ance that our main results are not impacted upon or biased due to not controlling for unob-
servable and time- invariant firm characteristics.

5.2 | Robust regression

Robust regression is an alternative to least squares regression when checking whether the data 
are contaminated by outliers or influential observations. To check the robustness of our main 
results, we run robust regression for Big4,15 audit fees and discretionary accruals analyses and 

 14The sample sizes for auditor choice models are smaller as the inclusion of binary variables in these models (dependent and 
independent fixed effects variables) results in significantly smaller sample sizes due to perfectly predicted dependent variables. We 
could not run an auditor fixed effects model for Big4 as this variable perfectly predicted the outcome.

 15Robust regression for specialist auditors could not produce any results as all weights went to zero.

Variables Coefficient (t- value)

IS_AUDITOR −0.009**
(−2.411)

BD_SIZE 0.006
(1.035)

BD_FEMALE −0.008
(−1.463)

BD_NONEXC −0.001
(−0.102)

EQUITY 0.007**
(2.133)

Year FE Yes

Industry FE Yes

n 11,253

R2 0.1672

Prob > chi2 0.000

Note: This table presents the results of the linear regression of discretionary accruals on AC characteristics and controls. See 
Appendix 1 for definitions of variables. *, ** and *** indicate significance at 10%, 5% and 1%, respectively. The t- statistics in 
parentheses are based on standard errors clustered by client firm.
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TA B L E  7  Sensitivity analyses

Panel A: Client firm and audit firm fixed effects

Variables Client firm fixed effect Audit fixed effect

Big4
Specialist_
Auditor Audit fee DACC

Specialist_
Auditor Audit fee DACC

Coefficient 
(z- value)

Coefficient 
(z- value)

Coefficient 
(t- value)

Coefficient 
(t- value)

Coefficient 
(z- value)

Coefficient 
(t- value)

Coefficient 
(t- value)

Intercept −1.245***
(−7.408)

−0.389**
(−2.298)

4.539***
(54.01)

0.174***
(6.064)

−4.113***
(−3.837)

4.649***
(61.66)

0.186***
(8.079)

AC_CHAIR_
FEMALE

−0.125
(−0.921)

−0.033
(−0.254)

−0.028
(−0.873)

−0.001
(−0.101)

0.064
(0.562)

−0.022
(−0.835)

−0.002
(−0.359)

AC_CHAIR_
PROF

0.221
(1.532)

0.261*
(1.650)

0.006
(0.185)

0.000
(0.019)

0.071
(0.476)

0.013
(0.462)

−0.004
(−0.516)

AC_CHAIR_BUS 0.229***
(3.973)

0.023
(0.375)

0.041***
(2.967)

−0.014***
(−2.817)

−0.048
(−0.851)

0.026**
(2.292)

−0.010***
(−2.672)

AC_CHAIR_
EXPT

0.166
(1.252)

−0.211
(−1.399)

0.044
(1.351)

−0.018*
(−1.661)

−0.210
(−1.483)

0.014
(0.515)

−0.008
(−1.016)

AC_CHAIR_
EXEC

−0.453***
(−3.405)

−0.196
(−1.271)

−0.036
(−1.148)

0.023**
(2.007)

0.083
(0.565)

−0.014
(−0.532)

0.019**
(2.081)

AC_CHAIR_
MULTIPLE

0.076
(1.409)

0.160***
(2.634)

0.025*
(1.804)

−0.006***
(−2.882)

0.081
(1.452)

0.019*
(1.604)

−0.006***
(−3.854)

AC_CHAIR_
SUPER

−0.500***
(−2.756)

−0.169
(−0.784)

0.022
(0.512)

0.023
(1.432)

−0.131
(−0.654)

−0.015
(−0.409)

0.012
(1.053)

AC_CHAIR_
TENURE

0.269***
(7.797)

0.210***
(5.733)

0.017**
(2.025)

−0.002***
(−4.605)

0.177***
(5.236)

0.013*
(1.912)

−0.002***
(−5.164)

Control variables Yes Yes Yes Yes Yes Yes Yes

Year FE Yes Yes Yes Yes Yes Yes Yes

Industry FE Yes Yes Yes

Client Firm FE Yes Yes Yes Yes

Auditor FE Yes Yes Yes

n 9506 7967 11,328 11,253 9506 11,328 11,253

Pseudo R2/R2 0.2057 0.0894 0.8279 0.3538 0.1613 0.7932 0.1817

Prob > chi2 0.000 0.000 0.000 0.000 0.000 0.000 0.000

Panel B: Robust regression

Variables Big4 Audit fee DACC

Coefficient (z- value) Coefficient (t- value) Coefficient (t- value)

Intercept −0.704***
(−12.02)

4.259***
(61.79)

0.085***
(10.05)

AC_CHAIR_FEMALE 0.007
(0.313)

−0.024
(−0.907)

−0.000
(−0.001)

AC_CHAIR_PROF 0.075***
(3.066)

0.043
(1.488)

0.005
(1.261)

AC_CHAIR_BUS 0.049***
(5.039)

0.040***
(3.501)

−0.002
(−1.224)

(Continues)
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report the results in Table 7, Panel B. The results are qualitatively similar to those reported in 
Tables 4– 6, providing further assurance that our results are not driven by outliers or any influ-
ential observations.

5.3 | Endogeneity

There is a concern that our reported results may suffer from endogeneity. That is, one may 
argue that selection of the chair for the audit committee is context related and specific to each 
firm. This suggests that attributes of the AC chair are (at least) endogenous in this framework 
which means that firm- level specifics that explain the independent variables (AC chair char-
acteristics), might also affect the dependent variable(s) (auditor selection, audit fees and audit 
quality). To address this issue, following prior research (e.g., Abadie & Imbens, 2011; Shipman 
et al., 2017), we use the propensity score matching (PSM) technique which has been used in 
accounting research. In applying PSM, we aim to construct a subsample of firms whose AC 
chairs do not have our desired characteristics (our test variables)- [control group], but which 
have the same characteristics as the firms whose AC chairs have our desired characteristics- 
[treatment group]. To do this, we match each firm in the treatment group to a firm with similar 
characteristics from the control group. Because the number of variables is large and can create 
a dimensionality problem, the matching procedure does not rely directly on firm characteris-
tics (each individual power indicator) but rather more simply on the probability (propensity) 
of each firm to be in the treatment group, that is, to have a leader who exhibits overconfidence 
(Abadie & Imbens, 2011).

To obtain the propensity scores from the first step, we use probit regression as a match-
ing criterion, and use dummy variables for each of our variables of interest. In the case of 

Panel B: Robust regression

Variables Big4 Audit fee DACC

Coefficient (z- value) Coefficient (t- value) Coefficient (t- value)

AC_CHAIR_EXPT 0.012
(0.521)

0.032
(1.190)

−0.012***
(−3.217)

AC_CHAIR_EXEC −0.092***
(−4.165)

−0.030
(−1.161)

0.009**
(2.478)

AC_CHAIR_MULTIPLE 0.014
(1.418)

0.010*
(1.740)

−0.002**
(−2.446)

AC_CHAIR_SUPER −0.041
(−1.354)

−0.031
(−0.870)

0.001
(0.207)

AC_CHAIR_TENURE 0.049***
(8.409)

0.002
(1.496)

−0.001***
(−4.124)

Control variables Yes Yes Yes

Year FE Yes Yes Yes

Industry FE Yes Yes Yes

n 11,328 11,328 11,253

F 56.99 968.56 66.67

Prob > chi2 0.000 0.000 0.000

Note: See Appendix 1 for definitions of variables. *, ** and *** indicate significance at 10%, 5% and 1%, respectively. The t- 
statistics in parentheses are based on standard errors clustered by client firm.

TA B L E  7  (Continued)
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continuous variables, for AC_CHAIR_MULTIPLE, we create a dummy variable and code 
this as 1 when an AC chair is a member of an AC in another company, 0 otherwise, while for 
AC_CHAIR_TENURE, we calculate the median AC chair tenure by year and code this as 1 
if an AC chair's tenure is greater than or equal to median, 0 otherwise. Consistent with prior 
research (e.g., Dehejia & Wahba, 2002), for each of our variables of interest, we match with-
out replacement a firm- year observation equal to 1 (a treatment observation) against another 
firm- year observation equal to 0 (a control observation), applying a calliper of 3%. Shipman 
et al.  (2017) points out that ‘imposing a calliper distance restricts the maximum allowable 
distance between propensity scores for a successful match. If no calliper is imposed, then all 
observations will match to the nearest counterfactual regardless of the difference between 
propensity scores’ (p. 218). They also noted that imposing a calliper is generally a best prac-
tice to decrease the likelihood of poor matches and to improve covariate balance. This stage 
resulted in 656 unique observations in the treatment group and 656 unique observations of 
matched sample. To assess the ‘covariate balance’ of matching, we compare the mean of firm 
characteristics of the treatment and control groups post matching. The results (untabulated) 
show that there is no significant difference between firm characteristics in the treatment and 
control groups.

In the second stage, we run PSM using the matched observation for each of the variables 
of interest. For reasons of brevity, we do not report the results in this paper. The results of the 
second stage are qualitatively similar to those reported in Tables 4– 6, providing us with some 
assurance that our main results are not driven by observable heterogeneity bias and functional 
misspecification bias.

As an alternative method for PSM, we also check the robustness of our results using a two- 
stage model as described in and applied in prior research (Bruynseels & Cardinaels,  2014; 
Caramanis & Lennox, 2008; Coles et al., 2012; Lennox et al., 2012; McKnight & Wier, 2009). 
While the two- stage method may be an appropriate approach to address the endogeneity, it 
is very challenging to find appropriate instrumental variables that are correlated with endog-
enous variables (in our case the AC chair characteristics) but do not have a correlation with 
the error term (Larcker et al., 2007). We use AC_CHAIR_MULTIPLE as our instrumental 
variable as AC chair characteristics are associated with the probability of appointing to other 
companies and social ties are persistent over time (Carcello et al., 2011). We run a two- stage 
model to estimate the observed level of multiple AC chair position in other companies through 
other AC chair qualifications with the lag of AC_CHAIR_MULTIPLE as an instrument 
variable and all previously used control variables. The predicted value of L_ AC_CHAIR_
MULTIPLE_P from the first stage is then used in the second- stage models in replace of AC_
CHAIR_MULTIPLE. The results (not tabulated for brevity) of our second- stage models for 
L_ AC_CHAIR_MULTIPLE_P produce similar results (other than industry specialisations) 
reported in Tables 4– 6, suggesting that our reported results for the AC chair characteristics are 
robust to control for endogeneity.

5.4 | Signed and alternative estimation of discretionary accruals

In our main analysis, we use the absolute value of discretionary accruals as our meas-
ure for earnings quality, as this captures the combined effect of income- increasing and 
income- decreasing earnings management behaviour (Myers et al.,  2003). Prior research 
suggests that earnings overstatements are more frequent and of higher concern for both 
auditors and ACs as they are driven by firm management's opportunistic use of earnings 
management (Ashbaugh et al., 2003). On the other hand, firm management use of income- 
decreasing earnings management could also be indicative of opportunistic use or a form of 
conservative accounting (Ashbaugh et al., 2003). Thus, we re- estimate our earnings quality 
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model on subsamples with positive (income- increasing) and negative (income- decreasing) 
discretionary accruals to check the robustness of the results for our test variables. The 
results (un- tabulated here for reasons of brevity) show that income- increasing discretion-
ary accruals are negatively associated with AC_CHAIR_TENURE and AC_CHAIR_BUS. 
Conversely, income- decreasing discretionary accruals are positively associated with AC_
CHAIR_TENURE, AC_CHAIR_BUS and AC_CHAIR_MULTIPLE, and are negatively 
associated with AC_CHAIR_EXEC.

We also estimate discretionary accruals using: (1) Ball and Shivakumar's  (2006) model,16 
which controls for the systematic timeliness of accruals in recognising economic gain and loss; 
and (2) the modified Jones (1991) model adopted by Dechow et al.  (1995).17 The results (un- 
tabulated) are qualitatively similar to those reported in Table 6, providing assurance that our 
main results are not biased, subject to the estimation of discretionary accruals.

5.5 | Mining industry

As the mining industry is the biggest sector in the Australian capital market, to assess 
the robustness of our results, we re- estimate Equations (1), (2) and (4) for subsamples of 
mining companies versus non- mining companies. The results (for reasons of brevity, these 
results are not reported in this paper) show that generally our results are robust for the 
sample of non- mining firms. For example, except for the results of AC_CHAIR_BUS and 
AC_CHAIR_EXEC in the auditor choice model (BIG4) and AC_CHAIR_TENURE in the 
auditor choice model (IS_AUDITOR) and audit quality model (DACC), which have similar 
results to our reported results, the results for our other test variables only hold in either of 
the subsamples. Interestingly, we find that the coefficient of AC_CHAIR_EXPT is nega-
tively (positively) associated with choosing industry specialist auditors in non- mining (min-
ing) firms.

5.6 | Client size effect

Our results may be driven by firm size as larger firms are more likely to appoint highly skilled 
and experienced AC chairs. To address this concern, we split firm- year observations in our 
sample into quartiles based on client firm's size (assets) by quartile (the 1st quartile comprises 
the largest firms, while the 4th quartile comprises the smallest firms) and re- estimate our mod-
els (1), (2) and (4). The results are not reported here for reasons of brevity. When we separate 
the firm- year observations in our sample into firms of different sizes, the results are mixed and 
are not applicable to companies of a particular size, indicating that our main results are not 
suffering from sample selection bias.

6 |  DISCUSSION A N D CONCLUSION

We investigate whether the characteristics of AC chairs are associated with auditor choice de-
cision, audit fees and audit quality. Specifically, we examine the associations of an AC chair's 
gender; expertise including CPA/CA qualification, business higher degree and accounting, 

 16TACC/TAt−1 = α0 + β1[1/TAt−1] + β2[ΔREVit − ΔRECit/TAt−1] + β3[PPEit/TAt−1] + β4[CFOit/TAt−1] + β5[DCFOit] + β6 
[(CFOit/TAt−1) * DCFOit] + εit.

 17TACC/TAt−1 = α0 + β1[1/TAt−1] + β2[ΔREVit − ΔRECit/TAt−1] + β3[PPEit/TAt−1] + εit.
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finance and supervisory expertise; executive director as an AC chair; multiple AC membership 
in other companies; and tenure, with auditor choice, audit fees and audit quality.

We find that AC chairs with long tenure, university qualifications and multiple AC mem-
berships across companies are more likely to hire a Big 4 and/or an industry specialist auditor, 
pay higher audit fees and have lower discretionary accruals. We also find that AC chairs with 
professional qualifications are more likely to hire a Big 4 and/or industry specialist auditor and 
have lower discretionary accruals. Our results show that client firms with an executive director 
as their AC chair are less likely to hire a Big 4 auditor and have higher discretionary accruals, 
indicating low audit quality. The findings provide insights on the association between different 
characteristics of AC chairs and auditor choice, audit fees and audit quality. Our study's con-
tribution to the literature is that various characteristics of AC chairs are found to be important 
for auditor selection and enhancing audit quality.

We contribute to the growing body of research that examines the role of AC chairs in audit-
ing and financial reporting processes. Following suggestions from Free et al. (2021) that var-
ious characteristics of AC chairs may have an impact on the AC's monitoring role, our study 
provides empirical evidence in support of this claim. We also respond to calls in prior research 
(Bédard et al., 2004; Deumes et al., 2019) for investigation of the role of AC chairs in the AC's 
effective performance. Overall, our study shows that AC chair characteristics, such as tenure, 
tertiary and professional qualifications, and multiple board membership, are associated with 
a greater AC monitoring role. This should be of interest to companies when hiring AC chairs 
as the AC's effectiveness largely depends on the chair's leadership.

Our results are subject to several limitations. First, while we sought to control for factors shown 
by prior research to have impacts on the AC's monitoring role, our research design may still suffer 
from the risk of omitted factors (i.e., societal (rules) and organisational (corporate governance)) 
which are difficult to quantify (Whittington, 2011). Second, our study is based on ASX- listed 
companies, with the findings limited to companies in the sample and, thus, may not be general-
isable to other countries. Despite corporate governance rules in Australia being similar to rules 
in other developed countries, differences in cultural and enforcement powers may impact on the 
association between AC chair characteristics and the AC's monitoring role. Third, as there is no 
rule around the required attributes for the AC chair, although we used several methods (fixed ef-
fects, PSM, and two- stage regression) in attempts to alleviate the potential endogeneity, we cannot 
completely rule out this issue. Thus, caution is needed in generalising our results for the impacts 
of AC chair characteristics. Examining the impact of the AC chair's characteristics on the AC's 
monitoring role from other perspectives, such as accounting conservatism or a firm's ability to 
meet/beat earnings targets, could be fruitful avenues for future research.
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A PPEN DI X 1

Definitions of variables

Variables Definitions

Test variables

AC_CHAIR_FEMALE 1 if audit committee (AC) has a female chair, 0 otherwise

AC_CHAIR_TENURE Number of years an AC chair holds the position on the committee

AC_CHAIR_PROF 1 if AC chair has CPA/CA qualification, 0 otherwise

AC_CHAIR_BUS 1 if AC chair has MBA or other university business- related degree, 0 
otherwise

AC_CHAIR_SUPER 1 if AC chair has work experience as CEO or company president, 0 
otherwise

AC_CHAIR_MULTIPLE Number of AC chair's multiple positions on other companies' audit 
committees (ACs)

AC_CHAIR_EXEC 1 if AC chair is an executive director, 0 otherwise

AC_CHAIR_EXPT 1 if AC chair has experience working as an accountant, investment banker, 
financial analyst or in any other financial management role, 0 otherwise

Dependent variables

Auditor choice Alternative measures of auditor choice: 1 if auditor is a Big 4 auditor, 0 
otherwise (BIG4); 1 if auditor is an industry specialist based on highest 
amount of audit fees, 0 otherwise (IS_AUDITOR)

LnAF Natural log of audit fee

DACC Absolute value of discretionary accruals

Control variables

AC_SIZE Natural log of number of members on an AC

AC_FEMALE 1 if at least one AC member is female, 0 otherwise

AC_IND 1 if the majority (50% or more) of AC members are non- executive directors, 
0 otherwise

LnTA Natural log of total assets

LnMVE Natural log of market value of equity

LEVERAGE Ratio of total liabilities to total assets

ROA Earnings before interest and taxes divided by total assets

LLOSS 1 if the company incurred loss either in current or previous year, 0 
otherwise
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Variables Definitions

CASHFLOW Operating cash flows deflated by total assets

MB Market- to- book value of equity

ABS_LACC Absolute value of previous year's total accruals

GROWTH Current year's total assets minus previous year's total assets divided by 
previous year's total assets

PBANK Probability of bankruptcy as measured by adjusted Zmijewski (1984) score

ARINV Accounts receivable plus inventory divided by total assets

LIQUID Current assets divided by current liabilities

CATA Current assets divided by total assets

BD_SIZE Natural log of number of board members18

BD_FEMALE 1 if at least one director on the board is female, 0 otherwise

BD_NONEXC 1 if 50% or more of the directors are non- executive directors, 0 otherwise

ε Error term

A PPEN DI X 2

Summary of findings

Variables

Big 4 Specialist_Auditor Audit fee DACC

Coefficient 
(z- value)

Coefficient 
(z- value)

Coefficient 
(z- value) Coefficient (z- value)

AC_CHAIR_FEMALE 0.006 (0.055) 0.009 (0.084) −0.020 (−0.636) −0.005 (−0.811)

AC_CHAIR_PROF 0.321*** (2.711) 0.281** (1.993) 0.012 (0.380) −0.000 (−0.054)

AC_CHAIR_BUS 0.220*** (4.587) −0.005 (−0.091) 0.025** (1.989) −0.010*** (−2.869)

AC_CHAIR_EXPT 0.084 (0.770) −0.222* (−1.670) 0.013 (0.434) −0.012 (−1.494)

AC_CHAIR_EXEC −0.402*** (−3.535) −0.123 (−0.911) −0.009 (−0.384) 0.018** (2.043)

AC_CHAIR_MULTIPLE 0.085* (1.795) 0.115** (2.225) 0.024* (1.809) −0.011*** (−3.432)

AC_CHAIR_SUPER −0.191 (−1.227) −0.084 (−0.440) −0.025 (−0.638) 0.008 (0.762)

AC_CHAIR_TENURE 0.243*** (8.344) 0.206*** (6.664) 0.014* (1.918) −0.014*** (−6.272)

Note: See Appendix 1 for definitions of variables. *, ** and *** indicate significance at 10%, 
5% and 1%, respectively. The t- statistics in parentheses are based on standard errors clustered 
by client firm.

 18 We report actual values of AC and board size in Table 2, but we use the natural log of these values in the regressions.
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