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Abstract

This article examines the impact of key elements of corporate governance
structure (board composition, audit committee independence and competence,
CEO/chairman separation, ownership concentration, and institutional investors)
on financial reporting quality. Drawing on agency theory and a review of
empirical research, this article analyzes the mechanisms through which
corporate governance influences management's propensity to manipulate
earnings, the completeness and reliability of disclosures, and the likelihood of
financial fraud. A synthesis of empirical evidence and practical
recommendations for regulators and corporate boards are presented.
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Introduction

The scientific novelty of the article lies in the comprehensive synthesis of
theoretical and empirical research, which allows us to identify sustainable
mechanisms of the influence of the corporate governance structure on the quality
of financial reporting, as well as in substantiating the dependence of the
effectiveness of these mechanisms on the institutional and legal environment for
the functioning of companies.

The quality of financial reporting is a fundamental condition for the effective
functioning of capital markets: reliable, comparable and timely information
reduces transaction costs, reduces information asymmetry between managers
and investors and improves the efficiency of capital allocation [1].
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In theoretical terms, the role of corporate governance in ensuring the quality of
financial reporting is substantiated by agency theory: ownership structures and
corporate control mechanisms (the composition and independence of the board
of directors, the presence and competence of audit committees, management
incentive contracts, etc.) shape incentives and constraints for managers when
making decisions about the recognition, evaluation, and disclosure of economic
events. The most important conceptual provisions of this model are presented in
detail in classic works on the theory of the firm and corporate governance [2] .
Empirical literature confirms that elements of corporate governance structure
are significantly related to financial reporting quality indicators. For example,
studies have documented a negative relationship between board independence
and the likelihood of financial fraud, as well as between audit committee
characteristics and the intensity of earnings management . To measure such
effects, models for assessing abnormal accruals and analysis of cases of financial
fraud are widely used in empirical studies [3].

In parallel, studies have emerged examining the influence of the institutional
context and corporate legal institutions on the effectiveness of governance
mechanisms: the effectiveness of boards of directors and audit committees varies
significantly depending on the level of protection of minority shareholder rights,
corporate culture, and the activity of institutional investors. Research also
indicates a positive relationship between corporate governance indices and the
market price of capital, which indirectly reflects the influence of governance on
the quality of disclosures and investor confidence [4].

Despite the extensive literature, questions remain about the interactions between
specific elements of governance structures (e.g., directors' core competencies,
the frequency and quality of audit committee work, and the degree of ownership
concentration) and various measures of financial reporting quality in different
institutional environments. This article aims to synthesize theoretical positions
and empirical results, identify consistent mechanisms by which corporate
governance structure influences financial reporting quality, and suggest
directions for practice and further research.

The theoretical basis for the influence of corporate governance structure on the
quality of financial reporting relies primarily on agency theory, stakeholder
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theory, and signaling theory. Agency theory assumes a conflict of interest
between owners and management, which creates incentives for managers to
engage in opportunistic behavior, including manipulating financial results.
Corporate governance mechanisms (board of directors, audit committee,
ownership structure) are designed to limit such incentives through monitoring
and control, thereby improving the quality of reporting.

Stakeholder theory expands this approach by viewing financial reporting as a
tool for accountability not only to shareholders but also to a broader range of
stakeholders. From this perspective, the quality of reporting depends on the
ability of corporate governance to consider the interests of various groups and
ensure the transparency of management decisions. Signaling theory, in turn,
suggests that companies with more effective corporate governance structures use
high-quality financial reporting as a signal of reliability and long-term
sustainability to the capital markets.

The combination of these theoretical approaches allows us to identify key
mechanisms by which corporate governance influences the quality of financial
reporting: strengthening the monitoring of management decisions, reducing
information asymmetries, and creating incentives for more conservative and
transparent accounting policies. The effectiveness of these mechanisms,
however, depends on the institutional context, the level of legal protection for
investors, and the development of the capital market.

Table 1 - Theoretical approaches to the analysis of the impact of corporate
governance on the quality of financial reporting

Theoretical approach Key idea Expected impact on reporting
quality

Agency theory Conflict of interest between | Reducing profit management,
owners and management increasing reliability

Stakeholder theory The company's accountability to a | Increasing transparency and
wide range of stakeholders comprehensiveness of disclosures

Signal theory Using financial statements as a | Growing investor confidence and
market signal data comparability
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Empirical literature demonstrates that corporate governance structure is an
important determinant of financial reporting quality, as measured by earnings
management indicators, the magnitude of abnormal accruals, the likelihood of
financial fraud, and the frequency of financial restatements. General theoretical
and empirical findings on the role of corporate governance institutions in
reducing agency costs and improving the quality of accounting information are
presented in the study " Financial accounting information and corporate
governance » [5].

A significant body of research has been devoted to the impact of board
composition and independence. In the work " An empirical analysis of the
relation between the board of director composition and financial statement fraud
" showed that an increase in the proportion of independent directors on the board
1s associated with a decrease in the likelithood of financial fraud [6]. Similar
results are presented in the study " Corporate governance , accounting outcomes
, and organizational performance ”, where a negative relationship was found
between the quality of the board of directors’ work and the level of profit
management [7] .

A separate line of empirical research focuses on the role of the audit committee.
In the study " Audit committee , board of director characteristics , and earnings
management " found that independence and financial competence of audit
committee members are associated with lower values of discretionary accruals,
which is interpreted as an increase in the quality of financial reporting [8].
Empirical results regarding the separation of the roles of CEO and board chair
remain mixed. A number of studies, summarized in "A survey of corporate
governance ”, it has been shown that the separation of functions can enhance
management monitoring, but the effect depends significantly on the institutional
environment and ownership structure [3].

The issues of ownership structure and the role of institutional investors are
analyzed in the study “ Corporate governance and equity " prices ," which
demonstrates that companies with more developed corporate governance
systems have higher market valuations, which indirectly reflects investor
confidence in the quality of disclosed financial information. At the same time, it
is emphasized that high ownership concentration can have both positive and
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negative consequences for the quality of reporting, depending on the level of
protection of minority shareholders' rights [9].

The methodological basis of most empirical studies of financial reporting quality
is the analysis of earnings management. In particular, in the work " Detecting
earnings management " proposed models for assessing abnormal accruals, which
are widely used for empirical analysis of the relationship between corporate
governance and reporting quality [10].

Overall, the synthesis of empirical studies allows us to conclude that an effective
corporate governance structure contributes to improving the quality of financial
reporting, but the strength of the identified effects depends on the combination
of corporate control mechanisms and the institutional context.

The integration of theoretical propositions and empirical results allows us to
identify consistent mechanisms through which corporate governance structure
influences the quality of financial reporting. First and foremost, a key
mechanism is enhanced monitoring of management decisions. Empirical studies
examining the role of the board of directors and audit committee demonstrate
that the independence and professional competence of governance bodies reduce
the potential for opportunistic management behavior and limit earnings
management practices, consistent with the predictions of agency theory.

The second mechanism is the reduction of information asymmetry between
management and external users of financial statements. Signaling theory
suggests that companies with a more developed corporate governance structure
use high-quality financial statements as a signal of trustworthiness to investors.
Empirical evidence confirms that such companies demonstrate greater
transparency and lower variability in accounting estimates.

The third mechanism is institutional control by owners and investors. Research
on ownership structure shows that the active participation of large and
institutional investors increases pressure on management to report more
conservatively and reliably, while weak control contributes to distorted financial
results.

Finally, the effectiveness of these mechanisms depends largely on the
institutional and legal environment. Empirical studies emphasize that the impact
of corporate governance on reporting quality is significantly stronger in
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jurisdictions with well-developed investor protection and effective enforcement
. Taken together, these mechanisms explain how the formal elements of the
corporate governance structure translate into real improvements in the quality of
financial reporting.

The results of theoretical and empirical analysis indicate that improving the
quality of financial reporting is possible primarily through improving the
corporate governance structure. For regulators and professional communities, an
important practical implication is the need not only to formally establish
corporate governance requirements but also to create the conditions for their
actual implementation, including effective oversight and enforcement.

At the company level, strengthening the role of the board of directors is
particularly important, primarily by increasing the proportion of independent
directors and enhancing their professional competence in financial reporting and
auditing. Empirical research shows that the quality of the board's work, rather
than its formal structure, has a decisive impact on reducing earnings
management and improving the reliability of financial statements.

The audit committee, as a specialized corporate control body, requires special
attention. It is recommended to ensure its independence from executive
management and include members with proven financial expertise. This
facilitates more effective interaction with external auditors and improves the
quality of internal controls over financial reporting.

In terms of ownership structure, encouraging the active participation of
institutional investors and increasing transparency in relations with minority
shareholders can strengthen external monitoring and reduce incentives for
management to engage in opportunistic behavior. In countries with emerging
capital markets, these measures should be complemented by institutional
reforms aimed at strengthening investor protection.
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Table 2 - Practical recommendations for improving the quality of financial

reporting
Level of Recommendation Expected effect
implementation

Regulatory Clarifying corporate | Improving the effectiveness of formal
governance requirements and | governance mechanisms
strengthening oversight

Board of Directors Increase in the share of | Reducing profit management,
independent and financially | increasing reporting reliability
competent directors

Audit Committee Ensuring independence and | Improving the quality of internal and
professional expertise external control

Ownership structure Supporting the active | Strengthening monitoring and
participation of institutional | transparency
investors

Institutional Strengthening the protection of | Improving the efficiency of corporate

environment investors' rights governance

Thus, the corporate governance structure has a significant impact on the quality
of financial reporting through monitoring mechanisms, incentives, and
institutional controls. Empirical studies show that board independence and
strong audit committees are associated with lower earnings distortions.
management and higher disclosure reliability, while the effects of ownership and
role separation often depend on the context (legal environment and institutional
quality). Corporate governance policies should combine requirements for
independence, competence, and transparency to ensure reliable financial
reporting.
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