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Abstract
Purpose: A well-functioning audit committee significantly improves transparency and accountability in
financial matters. The current study aims to investigate how an effective audit committee impacts bank
performance.

Design/methodology/approach: This research examines a sample of 29 Indian listed banks, including 12
public sector banks and 17 private sector banks, that are listed on the National Stock Exchange and the
Bombay Stock Exchange from 2014-15 to 2023-24. The study employs an unweighted audit committee
index comprising 11 items to assess the efficiency of the audit committee. Bank performance is assessed
using Return on Assets (ROA) and Net Interest Margin (NIM). The present study used the System
Generalized Method of Moments technique for the analysis.

Findings: The study finds a positive impact of audit committee index score on bank performance. The
results show that the audit committee score has a positive impact on the ROA and NIM. These findings
support previous publications that suggest the individual features of audit committees (AC) enhance
financial performance.

Research limitations/implications: The study evaluates bank performance solely through ROA and NIM
measures. Further, the research period is constrained to the years 2014-15 to 2023-24.

Practical implications: The findings of the study provide empirical evidence on the differing impacts of AC
on bank performance, which is essential for policymakers, bank managers, and other stakeholders in their
decision-making and regulation of AC.

Social implications: The significance of an effective audit committee lies in its role in promoting
transparency and accountability in financial matters, particularly within the banking sector, which is
crucial for the economy. Thus, this topic serves the interests of society at large.

Originality/value: The study asserts its uniqueness by employing an unweighted audit committee index to
examine the combined effect of audit committee characteristics on the performance of banks. Further, this
study is one of the initial literature on the connection between effective audit committee and bank
performance in context of recent corporate governance reforms in India. The findings indicate that an
effective audit committee has a substantial and beneficial impact on the performance of banks.
Additionally, these findings continue to hold significance in the context with recent corporate
governance reforms, providing valuable insights for policy deliberation.

Categories: Corporate Governance & Business Ethics
Keywords: audit committee, bank performance, return on assets (roa), and net interest margin (nim), corporate
governance

Introduction
Corporate governance generally refers to the mechanisms employed to cope with agency problems and
manage risk within an organization. It aims to minimize potential conflicts of interest among
stakeholders. The audit committee effectively governs corporate activities by overseeing the financial
reporting process, the internal control system, and adherence to applicable laws and regulations. An
effective audit committee enhances transparency and accountability in financial affairs, thus
strengthening investor confidence and enhancing the overall reputation of the company. With an effective
audit committee in place, management decisions will exhibit transparency, financial reports will
demonstrate reliability, the internal control system will be strengthened, and the company's credibility
will be enhanced. It can detect and resolve potential financial issues prior to their escalation, thereby
enhancing financial stability and performance over the long run. The banking sector holds significant
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importance because of the functions of banks within the economy and the characteristics of their
operations (Andres and Vallelado, 2008). The considerable costs linked to failures in bank governance
(Pathan and Faff, 2013) highlight the importance of analyzing governance mechanisms in this sector,
which is both specific and significant.

This research assessed the impact of audit committee index scores on performance of Indian public and
private sector banks. The selection of audit committee index items is grounded in the audit framework
outlined in, Securities Exchange Board of India (SEBI) Listing Obligations and Disclosure Requirements
(LODR) Regulations of 2015 (SEBI, 2015), Reserve Bank of India (RBI) guidelines (RBI, 2021), and other
appropriate literature. The empirical literature indicates that there are limited studies on the relationship
between audit committees (AC) and bank performance. In contrast, most prior research on AC and firm
performance has concentrated on non-financial firms. The findings of those studies are not applicable to
banks because Banks exhibit different governance frameworks in contrast to non-financial corporations
(Adams and Mehran, 2012).

Secondly, prior research has predominantly concentrated on developed nations, with limited studies
conducted in developing countries. The majority of studies have focused on the individual characteristics
of AC and their impact on financial performance.

Prior research primarily used Return on Assets (ROA), Return on Equity (ROE), and Tobin's q as
performance metrics. In contrast, the current study employs ROA and Net Interest Margin (NIM) as
financial performance measures, as indicated in the RBI stability report, December 2022 (RBI stability
report, 2022).

Review of literature
The theoretical framework of the present study is grounded in agency theory, resource dependence theory,
and legitimacy theory. Agency theory, as proposed by Jensen and Meckling, states that managers possess
objectives distinct from those of shareholders (Jensen and Meckling, 1976), potentially resulting in agency
problems, including asset misappropriation and earnings management. AC are crucial in addressing
agency problems through management oversight, validate financial statements, and fostering ethical
business practices (Setia-Atmaja, 2009), (Agyemang-Mintah and Schadewitz, 2018), and (Dakhlallh et al.,
2020). The core concept of resource dependence theory was established by Pfeffer, highlighting the
significance of the connection between power and exchange both within organizations and in their
external environments. Pfeffer posits that resource dependence theory asserts a company's success
depends on optimizing its control over essential resources necessary for efficient operations (Pfeffer,
1972). It is argued that the presence of independent directors on their boards enables them to obtain more
advantageous resources (Johnson et al., 1996).

The legitimacy theory proposed by Dowling and Pfeffer states that an organization's survival is contingent
upon its operation within the socially formed framework of values and beliefs (Dowling and Pfeffer, 1975).
An organization that maintains a robust audit committee is viewed as credible and is regarded as more
significant and reliable. The cumulative impact of these theoretical arguments suggests that an effective
audit committee will enhance the overall performance.

In light of the preceding discussion, Figure 1 illustrates the theoretical structure of the present study.
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FIGURE 1: Theoretical framework of the study

The following gaps identified in the empirical research pertaining to the relationship between the audit
committee and firm performance.

First, extensive literature exists on the relationship between audit committee and firm performance;
however, this literature primarily emphasizes individual characteristics (Umar et al., 2024).

Second, some studies on audit committee composition have examined specific characteristics that
correlate with a limited perspective of audit committee effectiveness and its association with firm
performance (Kallamu and Saat, 2015), (Bazhair, 2022).

Third, a few studies discuss the audit committee's comprehensive impact on financial performance. Gupta
and Mahakud studied how various characteristics of AC influence the performance of commercial banks in
India by using the audit committee index. Their findings indicate that having financial experts serve as
both the chair and members of the audit committee positively affects bank performance. Conversely, an
increased number of audit committee meetings and a chairman who is overcommitted negatively impact
performance. These results are consistent across multiple measures of bank performance and among
different subgroups categorized by time period and bank ownership (Gupta and Mahakud, 2021).

Al-Ahdal and Hashim developed an audit committee index and an external audit index to assess their
effects on business financial performance. The study's findings reveal insufficient evidence to support the
claim that audit committee characteristics enhance firm performance. However, the quality of external
audits significantly influences the financial performance of firms, as indicated by Tobin’s Q. Additionally,
factors such as firm size and leverage also have a substantial impact on financial performance, measured
by ROA and ROE (Al-ahdal and Hashim, 2022).

Singhania and Panda identify key audit committee features that significantly influence business
performance. They create an index to illustrate the relationship between audit committee effectiveness
and firm performance (Singhania and Panda, 2023).

They further use Partial Least Squares-Structural Equation Modeling to investigate how the composition
of AC impacts corporate performance (Singhania and Panda, 2024). The findings indicate that the primary
factor influencing financial performance is the absence of executive directors within the audit committee.
Additionally, audit committee size and gender diversity also play significant roles. However, the presence
of independent directors and their expertise do not seem to influence the composition of the audit
committee (Singhania and Panda, 2024).

Furthermore, preliminary research on AC and corporate performance predominantly originates from
developed nations (Chandrasegaram et al., 2013). There are very few studies that examine the relationship
between AC and bank performance (Sharma and Dey, 2022), (Gupta and Mahakud, 2021).

Finally, the literature presents mixed and fragmented results regarding the relationship between audit
committee characteristics and firm performance (Discussed in Table 1).
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Numerous studies have identified a positive correlation between the characteristics of AC and the
performance of firms [(Hamdan et al., 2013), (Farouk and Hassan, 2014), (Kallamu and Saat, 2015), (Bansal
and Sharma, 2016), (Nuhu et al., 2017), (Alqatamin, 2018), (Sharma and Dey, 2022)].

Several studies have identified an adverse relationship between audit committee characteristics and firm
performance [(Robin and Amran, 2016), (Barka and Legendre, 2017), (Gurusamy, 2017), (Fariha et al.,
2022), and (Sharma and Dey, 2022)].

Some studies are also there stating no relationship between audit committee characteristics and firm
performance (Chan et al., 2011), (Zhou et al., 2018), and (Wibawaningsih and Surbakti, 2020).

Author and Year Dependent Variable Independent Variable Relationship

(Hamdan et al., 2013) Audit Committee Size, and Expertise of Members
Return on Equity (ROE), and
Earning Per Share (EPS)

              Positive
Relationship

(Hamdan et al., 2013) Audit Committee Independence
Return on Assets (ROA), and
Return on Equity (ROE)

(Farouk and Hassan,
2014)

Audit Committee Size Net Profit Margin (NPM)

(Kallamu and Saat,
2015)

Audit Committee Independence Return on Assets (ROA)

(Bansal and Sharma,
2016)

Frequency of Audit Committee Meetings
Tobin's q and Market
Capitalisation

(Nuhu et al., 2017) Frequency of Audit Committee Meetings Return on Assets (ROA)

(Alqatamin, 2018)
Audit Committee Size, Audit Committee Independence,
Frequency of Audit Committee Meetings

Return on Assets (ROA)

(Sharma and Dey,
2022)

Audit Committee Size
Return on Assets (ROA), and
Return on Equity (ROE)

(Robin and Amran,
2016)

Audit Committee Independence Return on Equity (ROE)

        Negative
Relationship

(Barka and Legendre,
2017)

Audit Committee Independence, Frequency of Audit
Committee Meetings

Return on Assets (ROA), and
Return on Equity (ROE)

(Gurusamy, 2017) Audit Committee Independence Return on Equity (ROE)

(Fariha et al., 2022) Audit Committee Size Tobin’s Q

(Sharma and Dey,
2022)

Audit Committee Size
Non-performing Asset Ratio
(NPAR)

(Chan et al., 2011) Audit Committee Independence Tobin’s Q

    No
Relationship

(Zhou et al., 2018) Audit Committee Size. Audit Committee Independence Return on Assets (ROA)

(Wibawaningsih and
Surbakti, 2020)

Audit Committee Size. Audit Committee Independence,
Expertise of Members

Return on Assets (ROA)

TABLE 1: Studies on relationship of audit committee characteristics and firm performance

The study aims to address the above research gap by constructing the audit committee index and
assessing the impact of the audit committee index score on ROA and NIM.

The objective of the study is to assess the influence of audit committee effectiveness on bank
performance.

The following hypotheses are formulated to assess the influence of audit committee effectiveness on bank
performance.

H1: there is no significant impact of audit committee effectiveness on ROA.
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H2: there is no significant impact of audit committee effectiveness on NIM.

Research Method
Sample selection and data collection
This study selects a sample of 29 Indian listed banks, comprising 12 public sector banks and 17 private
sector banks, which are listed on the National Stock Exchange and the Bombay Stock Exchange. The
sample excludes Bandhan Bank Limited, which attained commercial bank status in 2015, and IDFC Bank
Limited, established in 2015. Additionally, banks that underwent amalgamation and merger during the
period were excluded. The list of selected banks is presented in Appendix 1.

The duration of this study spans a decade, specifically from 2014-15 to 2023-24. This period has been
chosen due to its significance in the context of substantial corporate governance reforms and regulatory
changes in India. It also serves the objective of carrying out a recent study.

This study employed data acquired from secondary source. The data regarding audit committee efficiency
and bank performance are sourced from the audited annual reports of banks. Data were collected on 11
audit committee items, ROA, NIM, and total asset value from 290 annual reports of 12 public and 17
private sector banks for the period 2014-15 to 2023-24.

Data collection was conducted manually, employing content analysis as a fundamental method. This
method consisted of a thorough examination and analysis of the annual reports' content.

Variables and measurement
The financial performance of banks in this study is regarded as a dependent variable. Two dependent
variables have been selected: ROA and NIM (Lin and Zang, 2009), (Nguyen and Dang, 2020). The variable
types, names, symbols, and proxy measures are presented in Table 2. The audit committee index score is
regarded as an independent variable. The audit committee index comprises 11 items (Table 3). The
unweighted disclosure index is employed to calculate the audit committee score for banks. The
fundamental principle of the unweighted disclosure index is that all items related to the audit committee
are regarded as equally significant. The bank size is treated as a controlled variable and is measured using
the logarithmic value of total assets (Bhagat and Black, 2008).

Variable Name of Variable Symbol  Proxy Measure  

Dependent Variables
Return on Assets ROA ROA = Profit after Tax/Total Asset

Net Interest Margin NIM [(Interest Revenue-Interest Expenses)/Total Assets] * 100

Independent Variable Audit Committee Composition Index AU-SCORE Audit Committee Index Value (Based on 11 items)

Controlled Variable Bank Size LTA Log of Total Assets

TABLE 2: Definition of variables
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S.
No.

Items Source

1 The bank discloses the composition of the audit committee.

(RBI, 2021), (Ho and Taylor, 2013), (Kaur and
Vij, 2018), (Varshney et al., 2013), (SEBI,
2015)  

2 The audit committee of the bank has at least two-thirds independent members.

3 The Chairman of the bank's Audit Committee is an Independent Director. 

4 The bank discloses the audit qualifications.

5 The audit committee of the bank conducts at least four meetings during the year.

6 The bank defines its internal audit procedures in the report.

7 The bank's board appoints the statutory auditor.

8
The bank includes a certificate from the auditor or practicing company secretary
regarding complaints about corporate governance conditions in the annual report.

9
The audit committee of the bank has at least two members who possess expertise
in accounting or finance. 

10 The bank discloses the audit and non-audit fees paid during the year. 

11 The bank discloses about the activities and conduct of the audit committee.

TABLE 3: Audit committee index composition

Method of data analysis
The present study used the System Generalized Method of Moments (GMM) technique because a dynamic
panel model is necessary due to the evolving nature of the data in the study and the dependence of current
behavior on past behavior.

The study considered the audit committee index, its distinct parameters, and bank performance estimates
(ROA and NIM) as endogenous variables in the analysis, while the control variable log of total assets was
treated as instrument. The econometric models are estimated using Roodman’s (2009) command
“xtabond2” in Stata 18.0. We used Arellano and Bond’s test for serially uncorrelated errors of first- and
second-order autocorrelation. The study utilizes Hansen-J statistics for instrument validity, as Sargan
statistics tend to over-reject the null hypothesis of valid instruments when non-spherical errors are
present (Roodman, 2009).

Empirical model specification
This study constructs the audit committee index of sample banks and investigates the impact of this index
on bank performance, considering bank size as a control variable. This study developed the following two
econometric dynamic models (autoregressive), equations (1) and (2), to analyze the impact of audit
committee score on bank performance:

 (1)

 (2)

Where,

i = Cross-sectional dimension,

t = time dimension,

dt = Year dummy,

eit = Error term,

And f1, f2, and f3 represent the possible effect of explanatory variables, ROA is Return on Assets, NIM is
Net Interest Margin, and AU-SCORE is the audit committee index score, and LTA is Log of Total Assets.
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Results
Descriptive analysis
Table 4 illustrates that the effectiveness of the audit committee, as indicated by the AU-SCORE, has an
average value of 9.36. The AU-SCORE has a minimum value of 6 and a maximum value of 11, with a
standard deviation of 1.24, indicating significant variation in the AU-SCORE throughout the study period.

Regarding dependent variables, the ROA, as a dependent variable, has an average value of 0.57, with a
minimum of -5.1 and a maximum of 6.81, and a standard deviation of 1.25. The NIM averages 3.24, with a
minimum of 1.32 and a maximum of 5.5, resulting in a standard deviation of 0.83. The NIM exhibits a
lower standard deviation compared to ROA.

The average Log of Total Assets is 12.41, with a minimum value of 9.38 and a maximum value of 15.64.
The standard deviation is 1.38, indicating significant variation in bank size based on Total Assets (TA) in
India.

Variable Mean Std. Dev. Min Max

ROA 0.57 1.25 -5.1 6.81

NIM 3.24 0.83 1.32 5.5

AU-SCORE 9.36 1.24 6 11

LTA 12.41 1.38 9.38 15.64

TABLE 4: Descriptive statistics of the variables
Source: Author’s computation. ROA, Return on Assets; NIM, Net Interest Margin; LTA, Log of Total Assets

Pearson correlation matrix
Table 5 illustrates the correlation among the variables examined, demonstrating that changes in one
variable correspond to directional changes in another variable. Table 4 indicates that a significant number
of variables exhibit positive correlations, except of TA and NIM, which demonstrate a minor negative
correlation of -0.0941.

The profitability measures ROA and NIM exhibit a positive correlation with AU-SCORE of 0.2985 and
0.5752, respectively. The ROA and NIM demonstrate a positive correlation coefficient of 0.5935. The
results indicate a lack of strong bivariate correlation and the absence of multicollinearity.

Variable ROA NIM AU-SCORE TA

ROA 1.0000    

NIM 0.5935 1.0000   

AU-SCORE 0.2985 0.5752 1.0000  

LTA 0.0717 -0.0941 0.0094 1.0000

TABLE 5: Correlation table
Source: Author’s computation. ROA, Return on Assets; NIM, Net Interest Margin; LTA, Log of Total Assets; TA, Total Assets

System GMM results and discussion
The findings of the one-step GMM regression are displayed in Table 6 and Table 7. The Lagroa is the
lagged dependent variable of ROA and the Lognim is the lagged dependent variable of NIM. The lagged
dependent variables significantly positively affect both ROA and NIM, indicating that the financial
performance of the previous year strongly influences the current year's performance of the bank. The AU-
SCORE has a positive effect on both ROA and NIM. The AU-SCORE significantly positively influences both
performance measures, indicating the role of an effective audit committee in enhancing the financial
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performance of banks in India.

For post-estimation tests, first, the Hansen test is used to check the validity of the over-identifying
restrictions in the case of the instruments. If the p-value of this test is more than 0.05, it shows that the
selection of the instruments is appropriate. Furthermore, the test for autocorrelation of the error term is
presented to evaluate the null hypothesis regarding the first and second orders of serial correlation in the
differenced error term. A failure to reject the null hypothesis of no second-order serial correlation
indicates that the original error term is serially uncorrelated, and the moment conditions are
appropriately specified, specifically when the value of the second-order autocorrelation test exceeds 0.05.

The results of one-step GMM present that the F-test statistics for the dependent variables ROA and NIM
demonstrate the model's fitness. Additionally, The p-value for the Hansen test is 0.581 for ROA and 0.110
for NIM, both supporting the validity of the instruments. The test for AR(2) indicates that second-order
autocorrelation is absent for ROA (Pr > z = 0.120) and NIM (Pr > z = 0.860) leading to the rejection of the
second-order autocorrelation hypothesis.

Explanatory Variables Coefficient Standard Error P > [t]

Lagroa 0.3584* 0.2094 0.098

TA 0.0313 0. 0517    0.550

AU-SCORE 0.2416** 0.0984   0.021

F statistics 73.71 (0.000)

No. of observations 284

Year dummies Yes

No. of groups 29

No. of instruments 22

AR (1) 0.028

AR (2) 0.120

Hansen test 0.581

Note:  * p < 0.1, ** p < 0.05, *** p < 0.01 indicate significance at the 10, 5, and 1 percent levels, respectively; year dummy variables  are not
given in the table. The p-value of t-statistics, standard error, second-order autocorrelation, and Hansen test results are presented.

TABLE 6: One-step system GMM estimation results (ROA and Audit Committee Index Score)
Source: Author’s computation. GMM, Generalized Method of Moments; ROA, Return on Assets; TA, Total Assets
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Explanatory Variables Coefficient Standard Error P > [t]

Lagnim 0.8212***  0.1352   0.000

TA -0.0415**  0.0171   0.022

AU-SCORE 0.1275**  0.0477    0.012

F statistics 2857.80 (0.000)

No. of observations 258

Year dummies Yes

No. of groups 29

No. of instruments 22

AR (1) 0.010

AR (2) 0.860

Hansen test 0.110

Note:  * p < 0.1, ** p < 0.05, *** p < 0.01 indicate significance at the 10, 5, and 1 percent levels, respectively; year dummy variables  are not
given in the table. The p-value of t-statistics, standard error, second-order autocorrelation,  and Hansen test results are presented.

TABLE 7: One-step system GMM estimation results (NIM and Audit Committee Index Score)
Source: Author’s computation. GMM, Generalized Method of Moments; NIM, Net Interest Margin; TA, Total Assets

The outcomes of the two-step GMM regression are displayed in Table 8 and Table 9. The lagged dependent
variable significantly positively affects both ROA and NIM, indicating that the financial performance of
the previous year strongly influences the current year's performance of the bank. The audit committee
index score (AU-SCORE) has a positive effect on ROA and NIM. The AU-SCORE significantly positively
influences ROA and NIM, highlighting the role of an effective audit committee in enhancing the financial
performance of banks in India.

The results of the two-step GMM present that the F-test statistics for the dependent variables ROA and
NIM demonstrate the model's fitness. Additionally, the p-value for the Hansen test is 0.581 for ROA and
0.110 for NIM, both supporting the validity of the instruments. The test for AR(2) indicates that second-
order autocorrelation is absent for ROA (Pr > z = 0.360) and NIM (Pr > z = 0.841), leading to the rejection of
the second-order autocorrelation hypothesis.
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Explanatory Variables Coefficient Standard Error P > [t]

Lagroa 0.4496*** 0.1250  0.001

TA 0.0360 0.0520    0.494

AU-SCORE 0.2601**  0.1061 0.021

F statistics 54.33 (0.000)

No. of observations 284

Year dummies Yes

No. of groups 29

No. of instruments 22

AR (1) 0.171

AR (2) 0.360

Hansen test 0.581

Note:  * p < 0.1, ** p < 0.05, *** p < 0.01 indicate significance at the 10, 5, and 1 percent levels, respectively; year dummy variables are not
given in the table. The p-value of t-statistics, standard error, second-order autocorrelation, and Hansen test results are presented.

TABLE 8: Two-step system GMM estimation results (ROA and Audit Committee Index Score)
Source: Author’s computation. GMM, Generalized Method of Moments; ROA, Return on Assets; TA, Total Assets

Explanatory Variables Coefficient Standard Error P > [t]

Lagnim 0.8799*** 0.1008 0.000

TA -0.0432** 0.0211 0.050

AU-SCORE 0.1465** 0.0571 0.016

F statistics 2201.60 (0.000)

No. of observations 258

Year dummies Yes

No. of groups 29

No. of instruments 22

AR (1) 0.013

AR (2) 0.841

Hansen test 0.110

Note:  * p < 0.1, ** p < 0.05, *** p < 0.01 indicate significance at the 10, 5, and 1 percent levels, respectively; year dummy variables  are not
given in the table. The p-value of t-statistics, standard error, second-order autocorrelation, and Hansen test results are presented.

TABLE 9: Two-step system GMM estimation results (NIM and Audit Committee Index Score)
Source: Author’s computation. GMM, Generalized Method of Moments; NIM, Net Interest Margin; TA, Total Assets

The H1 states that there is no significant impact of audit committee effectiveness on ROA; however, the
system GMM results show a positive impact of an effective audit committee on ROA. The H2 states that
there is no significant impact of audit committee effectiveness on NIM; however, the system GMM results
show a positive impact of an effective audit committee on NIM.
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Discussion
The findings state that audit committee index value positively impacts the ROA and NIM of Indian Banks.
These findings line up with recent studies on the relationship between the audit committee index and
financial performance (Gupta and Mahakud, 2021), (Singhania and Panda, 2024). Our results also align
with numerous studies that have established a favorable relationship between individual audit committee
characteristics and firm performance (Hamdan et al., 2013), (Farouk and Hassan, 2014), (Kallamu and Saat,
2015), (Bansal and Sharma, 2016), (Nuhu et al., 2017), (Alqatamin, 2018), (Sharma and Dey, 2022).

The favorable impact of audit committee on bank performance lies in the agency theory, resources theory,
and legitimacy theory. The audit committee tackles agency problems, guarantees the precision of financial
statements, fosters ethical practices, and enhances social trust in banking institutions (agency theory),
which contribute to bank performance. The inclusion of specialists and independent board members in
the audit committee provides a significant benefit to banks (resource dependence theory). Independent
directors and finance professionals are better equipped to keep an eye on financial reporting, enhancing
fairness and transparency, which can lead to improved bank performance. An efficient audit committee
aids banks in fostering reporting transparency, which helps them match their operations with social
norms and values (legitimacy theory). Overall, an effective audit committee plays a crucial role by
diligently overseeing the financial reporting process, leveraging diverse resources, and guiding
management, all of which contribute to the monitoring and enhancement of bank’s financial
performance.

These results suggest that the audit committee features are important for the banks’ profitability. Policy
makers should strengthen corporate governance norms relating to the audit committee, focusing on
higher independence of board members, more members with accounting and finance expertise, and
greater transparency in audit functions. The banks’ board of directors should pay more attention to the
structure of the audit committee and follow all mandatory and non-mandatory norms related to the audit
committee. Furthermore, banks should prioritize voluntarily following international standards related to
the audit committee to strengthen and enhance transparency.

The study has certain limitations. The study examines the period from 2014-15 to 2023-24; subsequent
research may extend the timeframe further. Only two variables were utilized to assess bank performance;
future research may incorporate additional variables. Additionally, future research may categorize the
sample by bank type to analyze the effects of AC on public versus private sector banks.

Conclusions
This study analyzes the impact of audit committee effectiveness on ROA and NIM in selected Indian
banks, utilizing panel data from 2014-15 to 2023-24. In the analysis, one-step system GMM and two-step
system GMM panel estimation techniques have been employed. The observed findings suggest that the
AU-SCORE has a positive and significant impact on the ROA and NIM in Indian banks. The results of our
study align with the existing literature suggesting that effective audit committee positively influence
financial performance. Our research contributes to the existing body of literature in multiple manners.
This study is among the limited research that addresses the influence of audit committee on the bank
performance. The research utilized the audit committee index score to assess the overall impact
of an effective audit committee on bank performance. This study employs the guidelines set forth by
RBI, SEBI (LODR) Regulations, 2015, and pertinent literature to evaluate the efficacy of the audit
committee. The study employed the GMM technique to address issues of endogeneity, unobserved panel
heterogeneity, autocorrelation, omitted variable bias, and measurement errors. The study utilizes a time
frame spanning from 2014-15 to 2023-24, indicating its recency. The performance of banks is primarily
evaluated through the established financial performance metric, ROA, in conjunction with the NIM, which
is particular to the banking industry. The study's findings are relevant for policymakers, bank managers,
and other stakeholders, as they offer empirical evidence regarding the varying effects of AC on bank
performance, which is crucial for the decision-making and regulation of AC.

Appendices
The list of banks selected as the sample is presented in Table 10.
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S. No. Name of Bank Type of Bank Data Source (Website Link)

1 Axis Bank Limited Private sector https://www.axisbank.com

2 Bank of Baroda Public sector https://www.bankofbaroda.co.in

3 Bank of India Public sector https://www.bankofindia.co.in

4 Bank of  Maharastra Public sector https://www.bankofmaharashtra.in

5 Canara Bank Public sector https://www.canarabank.com

6 Central Bank of India Public sector https://www.centralbankofindia.co.in

7 City Union Bank Limited Private sector https://www.cityunionbank.com

8 CSB Bank Limited Private sector http://www.csb.co.in

9 DCB Bank Limited Private sector https://www.dcbbank.com

10 Dhanlaxmi Bank Limited Private sector https://www.dhanbank.com

11 Federal Bank Limited Private sector https://www.federalbank.co.in

12 HDFC Bank Limited Private sector https://www.hdfcbank.com

13 ICICI Bank Limited Private sector https://www.icicibank.com

14 IDBI Bank Limited Private sector https://www.idbi.com

15 Indian Bank Public sector http://www.indianbank.in

16 Indian Overseas Bank Public sector https://www.iob.in

17 Induslnd Bank Limited Private sector https://www.indusind.com

18 Jammu & Kashmir Bank Limited Private sector https://www.jkbank.com

19 Karnataka Bank Limited Private sector https://karnatakabank.com

20 Karur Vysya Bank Limited Private sector http://www.kvb.co.in

21 Kotak Mahindra Bank Limited Private sector https://www.kotak.com

22 Punjab & Sind Bank Public sector https://punjabandsindbank.co.in

23 Punjab National Bank Public sector https://www.pnbindia.in

24 RBL Bank Limited Private sector https://www.rblbank.com

25 State Bank of India Public sector https://www.sbi.co.in

26 South Indian Bank Limited Private sector https://www.southindianbank.com

27 UCO Bank Public sector https://www.ucobank.com

28 Union Bank of India Public sector https://www.unionbankonline.co.in

29 Yes Bank Limited Private sector https://www.yesbank.in

TABLE 10: List of banks selected as sample

Additional Information
Author Contributions
All authors have reviewed the final version to be published and agreed to be accountable for all aspects of
the work.

Concept and design:  Sangeeta Tewatia Kundu, Nawal Kishor

Acquisition, analysis, or interpretation of data:   Sangeeta Tewatia Kundu, Nawal Kishor

Cureus Journal of Business and Economics

2025 Tewatia Kundu et al. Cureus J Bus Econ 2 : es44404-025-06496-w. DOI https://doi.org/10.7759/s44404-025-06496-w 12 of 14



Drafting of the manuscript:  Sangeeta Tewatia Kundu

Critical review of the manuscript for important intellectual content:  Sangeeta Tewatia Kundu,
Nawal Kishor

Supervision:  Nawal Kishor

Disclosures
Human subjects: All authors have confirmed that this study did not involve human participants or tissue.
Animal subjects: All authors have confirmed that this study did not involve animal subjects or tissue.
Conflicts of interest: In compliance with the ICMJE uniform disclosure form, all authors declare the
following: Payment/services info: All authors have declared that no financial support was received from
any organization for the submitted work. Financial relationships: All authors have declared that they
have no financial relationships at present or within the previous three years with any organizations that
might have an interest in the submitted work. Other relationships: All authors have declared that there
are no other relationships or activities that could appear to have influenced the submitted work.

Acknowledgements
The data for this study were collected from various websites, mentioned in the appendices. This article
was previously presented at the International Conference on Managing a Sustainable World (ICMSW
2025) at Thakur Institute of Management Studies & Research, India, on 4-5 April 2025.

References
1. Adams RB, Mehran H: Bank board structure and performance: Evidence for large bank holding companies.

Journal of Financial Intermediation. 2012, 21:243-67. 10.1016/j.jfi.2011.09.002
2. Agyemang-Mintah P, Schadewitz H: Audit committee adoption and firm value: evidence from UK financial

institutions. International Journal of Accounting and Information Management. 2018, 26:205-26.
10.1108/ijaim-04-2017-0048

3. Al-ahdal WM, Hashim HA: Impact of audit committee characteristics and external audit quality on firm
performance: evidence from India. Corporate Governance: The International Journal of Business in Society.
2022, 22:424-45. 10.1108/cg-09-2020-0420

4. Alqatamin RM: Audit committee effectiveness and company performance: evidence from Jordan. Accounting
and Finance Research. 2018, 7:48. 10.5430/afr.v7n2p48

5. Andres Pde, Vallelado E: Corporate governance in banking: The role of the board of directors . Journal of
Banking & Finance. 2008, 32:2570-580. 10.1016/j.jbankfin.2008.05.008

6. Bansal N, Sharma AK: Audit committee, corporate governance and firm performance: empirical evidence from
India. International Journal of Economics and Finance. 2016, 8:103. 10.5539/ijef.v8n3p103

7. Barka HB, Legendre F: Effect of the Board of Directors and the Audit Committee on firm performance: a panel
data analysis. Journal of Management and Governance. 2017, 21:737-55.

8. Bazhair AH: Audit committee attributes and financial performance of Saudi non-financial listed firms. Cogent
Economics & Finance. 2022, 10:10.1080/23322039.2022.2127238

9. Bhagat S, Black B: Corporate governance and firm performance. Journal of Corporate Finance. 2008, 14:257-73.
10.1016/j.jcorpfin.2008.03.006

10. Chan RSY, Lau CKS, Ng AW: Compliance and value relevance of audit committees: evidence from Hong Kong.
Journal of Financial Reporting and Accounting. 2011, 9:74-97. 10.1108/19852511111139813

11. Chandrasegaram R, Rahimansa MR, Rahman SKA, Abdullah S, Mat NN: Impact of audit committee
characteristics on earnings management in Malaysian public listed companies. International Journal of
Finance and Accounting. 2013, 2:114-19.

12. Dakhlallh MM, Rashid N, Wan Abdullah WA, Al Shehab HJ: Audit Committee and Tobin's Q As A Measure of
Firm Performance among Jordanian Companies. Journal of Advanced Research in Dynamical and Control
Systems. 2020, 12:28-41. 10.5373/jardcs/v12i1/20201005

13. Dowling J, Pfeffer J: Organizational legitimacy: social values and organizational behavior. The Pacific
Sociological Review. 1975, 18:122-36. 10.2307/1388226

14. Fariha R, Hossain MdM, Ghosh R: Board characteristics, audit committee attributes and firm performance:
empirical evidence from emerging economy. Asian Journal of Accounting Research. 2022, 7:84-96.
10.1108/ajar-11-2020-0115

15. Farouk MA, Hassan SU: Impact of audit quality and financial performance of quoted cement firms in Nigeria.
International Journal of Accounting and Taxation. 2014, 2:1-22.

16. Gupta N, Mahakud J: Audit committee characteristics and bank performance: evidence from India. Managerial
Auditing Journal. 2021, 36:813-55. 10.1108/maj-04-2020-2622

17. Gurusamy P: Board characteristics, audit committee and ownership structure influence on firm performance of
manufacturing firms in India. International Journal of Business and Economics Research. 2017, 6:73.
10.11648/j.ijber.20170604.16

18. Hamdan AM, Sarea AM, Reyad SMR: The impact of audit committee characteristics on the performance:
evidence from Jordan. International Management Review. 2013, 9:32-42.

19. Ho P, Taylor G: Corporate governance and different types of voluntary disclosure. Pacific Accounting Review.
2013, 25:4-29. 10.1108/01140581311318940

20. Jensen MC, Meckling WH: Theory of the firm: managerial behavior, agency costs and ownership structure.
Journal of Financial Economics. 1976, 3:305-60.

21. Johnson JL, Daily CM, Ellstrand AE: Boards of Directors: A review and research agenda. Journal of

Cureus Journal of Business and Economics

2025 Tewatia Kundu et al. Cureus J Bus Econ 2 : es44404-025-06496-w. DOI https://doi.org/10.7759/s44404-025-06496-w 13 of 14

https://dx.doi.org/10.1016/j.jfi.2011.09.002
https://dx.doi.org/10.1016/j.jfi.2011.09.002
https://dx.doi.org/10.1108/ijaim-04-2017-0048
https://dx.doi.org/10.1108/ijaim-04-2017-0048
https://dx.doi.org/10.1108/cg-09-2020-0420
https://dx.doi.org/10.1108/cg-09-2020-0420
https://dx.doi.org/10.5430/afr.v7n2p48
https://dx.doi.org/10.5430/afr.v7n2p48
https://dx.doi.org/10.1016/j.jbankfin.2008.05.008
https://dx.doi.org/10.1016/j.jbankfin.2008.05.008
https://dx.doi.org/10.5539/ijef.v8n3p103
https://dx.doi.org/10.5539/ijef.v8n3p103
https://scholar.google.com/scholar?q=intitle:Effect of the Board of Directors and the Audit Committee on firm performance%3A a panel data analysis
https://dx.doi.org/10.1080/23322039.2022.2127238
https://dx.doi.org/10.1080/23322039.2022.2127238
https://dx.doi.org/10.1016/j.jcorpfin.2008.03.006
https://dx.doi.org/10.1016/j.jcorpfin.2008.03.006
https://dx.doi.org/10.1108/19852511111139813
https://dx.doi.org/10.1108/19852511111139813
https://scholar.google.com/scholar?q=intitle:Impact of audit committee characteristics on earnings management in Malaysian public listed companies
https://dx.doi.org/10.5373/jardcs/v12i1/20201005
https://dx.doi.org/10.5373/jardcs/v12i1/20201005
https://dx.doi.org/10.2307/1388226
https://dx.doi.org/10.2307/1388226
https://dx.doi.org/10.1108/ajar-11-2020-0115
https://dx.doi.org/10.1108/ajar-11-2020-0115
https://scholar.google.com/scholar?q=intitle:Impact of audit quality and financial performance of quoted cement firms in Nigeria
https://dx.doi.org/10.1108/maj-04-2020-2622
https://dx.doi.org/10.1108/maj-04-2020-2622
https://dx.doi.org/10.11648/j.ijber.20170604.16
https://dx.doi.org/10.11648/j.ijber.20170604.16
https://scholar.google.com/scholar?q=intitle:The impact of audit committee characteristics on the performance%3A evidence from Jordan
https://dx.doi.org/10.1108/01140581311318940
https://dx.doi.org/10.1108/01140581311318940
https://www.taylorfrancis.com/chapters/edit/10.4324/9781315191157-9/theory-firm-managerial-behavior-agency-costs-ownership-structure-michael-jensen-william-meckling
https://dx.doi.org/10.1177/014920639602200303


Management. 1996, 22:409-38. 10.1177/014920639602200303
22. Kallamu BS, Saat NAM: Audit committee attributes and firm performance: evidence from Malaysian finance

companies. Asian Review of Accounting. 2015, 23:206-31. 10.1108/ara-11-2013-0076
23. Kaur M, Vij M: Corporate governance index and firm performance: empirical evidence from Indian banking.

Afro-Asian Journal of Finance and Accounting. 2018, 8:190. 10.1504/aajfa.2018.091065
24. Lin X, Zhang Y: Bank ownership reform and bank performance in China. Journal of Banking and Finance. 2009,

33:20-29.
25. Nguyen QK, Dang VC: Audit committee structure and bank stability in Vietnam. ACRN Journal of Finance and

Risk Perspectives. 2020, 8:240-55. 10.35944/jofrp.2019.8.1.015
26. Nuhu MS, Umaru SY, Salisu S: The effect of audit committee’s quality on the financial performance of food and

beverages industry in Nigeria. International Journal of Business and Management Invention. 2017, 6:32-40.
27. Pathan S, Faff R: Does board structure in banks really affect their performance?. Journal of Banking & Finance.

2013, 37:1573-589. 10.1016/j.jbankfin.2012.12.016
28. Pfeffer J: Size and composition of Corporate Boards of Directors: The organization and its environment.

Administrative Science Quarterly. 1972, 17:218-28.
29. Robin X, Amran NF: Audit committee characteristics on family firms performance in Indonesia. International

Conference of Accounting Studies. 2016, 190-94.
30. Roodman D: How to do Xtabond2: an introduction to difference and system GMM in Stata. The Stata Journal:

Promoting Communications on Statistics and Stata. 2009, 9:86-136.
31. RBI: RBI guidelines. 2021,
32. RBI stability report. (2022). https://rbi.org.in/Scripts/BS_PressReleaseDisplay.aspx?prid=54955.
33. Setia-Atmaja LY: Governance mechanisms and firm value: the impact of ownership concentration and

dividends. Corporate Governance An International Review. 2009, 17:694-709. 10.1111/j.1467-
8683.2009.00768.x

34. Sharma D, Dey SK: Impact of Corporate Governance Facets on Financial Performance of Indian Banks . Journal
of Commerce & Accounting Research. 2022, 11:34-44.

35. Singhania AK, Panda NM: Influence of audit committee effectiveness on firm performance: empirical evidence
from India. IUP Journal of Accounting Research and Audit Practices. 2023, 22:52-74.

36. Singhania AK, Panda NM: Does an effective audit committee influence firm performance? -The moderation
role of knowledge intensity. Corporate Governance. 2024, 24:764-79. 10.1108/cg-03-2023-0123

37. SEBI. (2015). Accessed: September 20, 2023: https://www.sebi.gov.in/legal/regulations/sep-2023/securities-
and-exchange-board-of-india-listing-obligations-and-dis....

38. Umar UH, Shawai JS, Adesugba AK, Jibril AI: Audit committee attributes and bank performance in Africa.
Corporate Governance. 2024, 24:1263-282. 10.1108/cg-03-2023-0098

39. Varshney P, Kaul VK, Vasal VK: Corporate governance mechanisms and firm performance: a study of select
Indian firms. Afro-Asian Journal of Finance and Accounting. 2013, 3:341. 10.1504/aajfa.2013.057001

40. Wibawaningsih EJ, Surbakti LP: Audit committee, financial condition, and firm performance: empirical
evidence from Indonesia. Journal of Accounting and Finance Management. 2020, 1:253-61.
10.38035/jafm.v1i2.29

41. Zhou H, Owusu-Ansah S, Maggina A: Board of directors, audit committee, and firm performance: Evidence
from Greece. Journal of International Accounting Auditing and Taxation. 2018, 31:20-36.
10.1016/j.intaccaudtax.2018.03.002

Cureus Journal of Business and Economics

2025 Tewatia Kundu et al. Cureus J Bus Econ 2 : es44404-025-06496-w. DOI https://doi.org/10.7759/s44404-025-06496-w 14 of 14

https://dx.doi.org/10.1177/014920639602200303
https://dx.doi.org/10.1108/ara-11-2013-0076
https://dx.doi.org/10.1108/ara-11-2013-0076
https://dx.doi.org/10.1504/aajfa.2018.091065
https://dx.doi.org/10.1504/aajfa.2018.091065
https://scholar.google.com/scholar?q=intitle:Bank ownership reform and bank performance in China
https://dx.doi.org/10.35944/jofrp.2019.8.1.015
https://dx.doi.org/10.35944/jofrp.2019.8.1.015
https://scholar.google.com/scholar?q=intitle:The effect of audit committee%E2%80%99s quality on the financial performance of food and beverages industry in Nigeria
https://dx.doi.org/10.1016/j.jbankfin.2012.12.016
https://dx.doi.org/10.1016/j.jbankfin.2012.12.016
https://www.taylorfrancis.com/chapters/edit/10.4324/9781315191157-6/size-composition-corporate-boards-directors-organization-environment-jeffrey-pfeffer
https://scholar.google.com/scholar?q=intitle:Audit committee characteristics on family firms performance in Indonesia
https://doi.org/10.1177/1536867X0900900106
https://rbidocs.rbi.org.in/rdocs/notification/PDFs/24CORPORATE68CA91B159A2408DB3EBC479471DD2B4.PDF
https://rbi.org.in/Scripts/BS_PressReleaseDisplay.aspx?prid=54955
https://rbi.org.in/Scripts/BS_PressReleaseDisplay.aspx?prid=54955
https://dx.doi.org/10.1111/j.1467-8683.2009.00768.x
https://dx.doi.org/10.1111/j.1467-8683.2009.00768.x
https://www.researchgate.net/profile/Debabrata-Sharma/publication/370496647_IMPACT_OF_CORPORATE_GOVERNANCE_FACETS_ON_FINANCIAL_PERFORMANCE_OF_INDIAN_BANKS/links/6453416e809a535021481aec/IMPACT-OF-CORPORATE-GOVERNANCE-FACETS-ON-FINANCIAL-PERFORMANCE-OF-INDIAN-BANKS.pdf
https://www.researchgate.net/profile/Abhisheck-Singhania-3/publication/376609045_Influence_of_Audit_Committee_Effectiveness_on_Firm_Performance_Empirical_Evidence_from_India/links/658044878e2401526de3807c/Influence-of-Audit-Committee-Effectiveness-on-Firm-Performance-Empirical-Evidence-from-India.pdf
https://dx.doi.org/10.1108/cg-03-2023-0123
https://dx.doi.org/10.1108/cg-03-2023-0123
https://www.sebi.gov.in/legal/regulations/sep-2023/securities-and-exchange-board-of-india-listing-obligations-and-disclosure-requirements-regulations-2015-last-amended-on-september-20-2023-_77239.html
https://www.sebi.gov.in/legal/regulations/sep-2023/securities-and-exchange-board-of-india-listing-obligations-and-disclosure-requirements-regulations-2015-last-amended-on-september-20-2023-_77239.html
https://dx.doi.org/10.1108/cg-03-2023-0098
https://dx.doi.org/10.1108/cg-03-2023-0098
https://dx.doi.org/10.1504/aajfa.2013.057001
https://dx.doi.org/10.1504/aajfa.2013.057001
https://dx.doi.org/10.38035/jafm.v1i2.29
https://dx.doi.org/10.38035/jafm.v1i2.29
https://dx.doi.org/10.1016/j.intaccaudtax.2018.03.002
https://dx.doi.org/10.1016/j.intaccaudtax.2018.03.002

	Does an Effective Audit Committee Impact Bank Performance? An Evidence From the Indian Banking Sector
	Abstract
	Introduction
	Review of literature
	FIGURE 1: Theoretical framework of the study
	TABLE 1: Studies on relationship of audit committee characteristics and firm performance


	Research Method
	Sample selection and data collection
	Variables and measurement
	TABLE 2: Definition of variables
	TABLE 3: Audit committee index composition

	Method of data analysis
	Empirical model specification

	Results
	Descriptive analysis
	TABLE 4: Descriptive statistics of the variables

	Pearson correlation matrix
	TABLE 5: Correlation table

	System GMM results and discussion
	TABLE 6: One-step system GMM estimation results (ROA and Audit Committee Index Score)
	TABLE 7: One-step system GMM estimation results (NIM and Audit Committee Index Score)
	TABLE 8: Two-step system GMM estimation results (ROA and Audit Committee Index Score)
	TABLE 9: Two-step system GMM estimation results (NIM and Audit Committee Index Score)


	Discussion
	Conclusions
	Appendices
	TABLE 10: List of banks selected as sample

	Additional Information
	Author Contributions
	Disclosures
	Acknowledgements

	References


