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Functional Transformation and Liability Allocation of Audit

Committees Replacing Supervisory Boards

ZHAO Yue
(Anhui Guoyun Law Firm, Hefei 230000, Anhui, China)

Abstract: The Company Law revised in 2023 permits a company to establish an audit committee composed of directors
within the board, exercising the powers of the supervisory board, so that no supervisory board or supervisor is needed. This
reform moves the supervisory organ from a body parallel to the board into a specialized committee inside the board, altering the
power structure of corporate monitoring. This article argues that the choice of organ falls within corporate autonomy, subject to
two limits: limits by company type, since small limited companies may choose freely while listed companies must satisfy
mandatory independence requirements; and limits of functional integrity, since choosing an audit committee entails assuming all
statutory supervisory powers rather than a selection of them. The succession of powers is not a mere change of name but a
change in the manner of exercise. When exercising powers to inspect finances, supervise directors and officers, convene
shareholders meetings and bring derivative actions, the committee must act as an independent organ free from board resolutions.
Independence is decisive. Since committee members are directors, a structural self-monitoring defect exists. It should be
remedied through independence requirements, accounting expertise, procedural isolation and secured access to information.
Members bear the duties of loyalty and diligence of directors. Failure to supervise causing loss entails liability, while reasonable
care documented in minutes may excuse. Judicial interpretation should clarify the litigation status of the committee, the demand
requirement in derivative actions and the standard of member liability.
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