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Abstract - The study aimed to develop a theoretical framework to understand the relationship between Audit Committees 
Characteristics and Corporate governance effectiveness. It is a descriptive study that described some of the factors that may 
affect the achievement of the objectives of corporate governance. The study focused on six characteristics of the audit 
committees included in previous literature to form a comprehensive theoretical framework on the importance of each of 
them in achieving the objectives of corporate governance by examining the internal control system of the corporate. 
The study found that there is a consensus in previous studies on the importance of the characteristics of the audit committees 
and their effective role in the performance of corporate governance. However, there is a difference in the importance of each 
property according to the different environments and countries of previous studies. 
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I. INTRODUCTION 
 
Many studies have addressed the importance of the 
corporate governance as one of the possible solutions 
to the economic crises that have occurred in many 
countries over the past two decades (Al-Sayani, 2017; 
Meteb, 2015; McGee, 2009). Previous studies have 
attributed the main cause of these economic crises in 
many financial markets to the lack of transparency 
and disclosure of financial statements of many 
corporate (Al-Turki, 2006; Meteb, 2015). The 
financial statements user’s confidence has been 
negatively affected in both financial information and 
audit functions because of the increasing number of 
frauds in many large corporates such as (Enron, 2001; 
Anderson 2001; WorldCom, 2002; Lehman 
Brothers,2008; Fanny Mae, 2008 etc) (Al-Matar et al. 
2014; Bhardwaj et al. 2015; Al-Matari et al. 2017). 
All these factors reinforced the need for an effective 
tool to enhance the transparency and credibility of 
financial reporting (Al-Matar et al. 2014; Bhardwaj et 
al. 2015). Thus, many countries have adopted and 
enacted corporate governance laws to enhance the 
protection of investors' funds and avoid the 
recurrence of such incidents in stock market 
corporates (Agrawal et al. 2017). 
Many previous studies have confirmed that there are 
many good corporate governance structure models 
(Kovacic et al., 2015; Samra, 2016). A good 
corporate governance model should include a clear 
and precise definition of each of the board members 
'responsibilities, shareholders' equity, and 
accountability mechanisms (Samra, 2016).  Joint 
stock corporates are usually managed by a board of 
directors appointed by shareholders (Al-Turki, 2006). 
The Board of Directors may delegate some of its 
powers to subcommittees to assist in carrying out its 
responsibilities, provided that they are limited to 
making recommendations (Saudi Corporate 

Governance Regulations, 2018).  Many corporate 
governance regulations in different countries state 
that there are two types of committees that the board 
can use; mandatory committees (standing 
committees) and elective committees with a specific 
purpose. Audit Committee, Nominations Committee, 
Risk Management Committee, Remuneration 
Committee are the most common standing 
committees. The current study will attempt to 
highlight the characteristics of the Audit Committee 
and its impact on the performance and effectiveness 
of corporate governance by reviewing the most 
important results of previous studies in different 
countries. The main functions of the audit committees 
include all the accounting policies and internal 
control systems used in the company, such as 
supervising internal audits, making recommendations 
on appointment and change of external auditor, 
determining audit fees, reviewing audit plans, 
following up on audits (Al-Matari et al., 2012). 
 
II. PROBLEM STATEMENT: CORPORATE 
GOVERNANCE IN THE KINGDOM OF SAUDI 
ARABIA 
 
In the contemporary business environment, corporate 
governance is a very important issue, especially for 
the economies of developing countries who are 
attempting to transfer to better governance systems 
based on law (Meteb, 2015). However, due to the 
differences in many aspects such as economic and 
politic, the corporate governance principles among 
countries are not identical (Alzahrani, 2013). In Saudi 
Arabia the Saudi joint stock corporate are organized 
and supervised by several entities which are: The 
Ministry of Commerce and Industry (MCI), the 
Capital Market Authority (CMA), the Saudi Stock 
Exchange (Tadawaul), and the Saudi organization of 
Certified Public Accountants (SOCPA) through 
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corporate governance mechanisms such as the Saudi 
corporate Governance System (SCGC) and the Saudi 
Listing Rules and Regulations. Many studies point 
that there is a lack of implementation of the corporate 
governance in developing economies (Gashgari, 
2017; Okpara, 2010; McGee, 2009). According to 
Alzahrani, (2013) one of the main reasons for 
ineffectively applying the concept of corporate 
governance in developing countries is due to the 
unawareness of its importance by all relevant parties. 
 
Saudi Arabia issued the first integrated legislation of 
corporate governance in 2006, which was modified 
and developed more than once, the last of which was 
2018. As for the corporate governance environment 
in the Kingdom of Saudi Arabia, despite the strong 
early interest in corporate governance, there is a gap 
between the regulatory legislation of corporate 
governance and the actual implementation of it. In 
other words, the current position on Saudi corporate 
governance standards seems to be theoretically better 
than implementation (Gashgari, 2017). The World 
Bank (2009) noted in its report (Corporate 
Governance Country Assessment Kingdom of Saudi 
Arabia) that awareness of the importance of corporate 
governance and its application by Saudi joint stock 
companies remains low and in the early stages. This 
study will focus on one of the most important 
corporate governance mechanisms, namely, the Audit 
Committee. The responsibilities of the Audit 
Committees are to provide advice to the Board of 
Directors on specific topics and identifying issues 
that need their attention (Rochmah et al, 2012). 
According to Saudi Corporate Governance 
Regulations (2018), stated that the main specific 
duties of audit committee are: 
 Review company financial interim and annual 

reports before presenting them to the Board of 
Directors. 

 Examining and reviewing the effectiveness of 
internal control systems. 

 Providing recommendations to nominate external 
auditors, reviewing the plan and the scope of 
their work, determine their fees, and verifying 
their independence. 

 Ensure compliance by the Company with 
regulations and laws. 

 
In Saudi Arabia a study of Al-Rehaily, (2008) pointed 
to some important difficulties that hindered the 
activation of audit committees in the Saudi 
companies, these include: 
 The tasks and responsibilities of the Committee's 

work are unclear. 
 Lack of knowledge of the management of the 

company and some members of the audit 
committees with the objectives and tasks of the 
audit committees. 

 Lack of clarity of the concept of independence in 
the management of the company and some 
members of the audit committees. 

 Lack of adequate scientific and professional 
qualification for some members of the audit 
committees and their lack of continuous 
vocational education to keep abreast of 
developments related to the company's activities. 

 
The problem of this study is that there is a gap 
between Saudi corporate governance standards and 
the implementation of these standards in Saudi joint 
stock companies. Therefore, to identify the reality of 
corporate governance in Saudi Arabia six selected 
elements of the audit committees’ characteristics 
were chosen form previous literature to study their 
impact on the effectiveness on corporate governance 
which are independence of audit committee members, 
the qualification of audit committee members, 
financial experience of audit committee members, the 
size of the committee, number of meetings of the 
committee, and committee tasks and responsibilities. 
There is an association relationship between audit 
committee effectiveness and the structure of audit 
committees (Al-Lehaidan, 2006). 
 
III. LITERATURE REVIEW 
 
One of the most important corporate governance 
mechanisms discussed in previous studies that can 
have a positive impact on the performance of 
corporate governance is the audit committees. The 
activation of their role in the corporate may confer 
confidence in the financial reports, and protect the 
firms from risk of frauds. Al-Mamun et al. (2014) 
suggest that firms with ineffective audit committee 
are more likely at risk of frauds. In addition, the 
effective functioning of these committees requires the 
availability of several characteristics such as the 
independence of audit committees, the qualification 
of audit committee members, financial experience of 
audit committee members, the size of the committee, 
number of meetings of the committee, and committee 
tasks and responsibilities. Saudi Corporate 
Governance Regulations, (2018) stated that the audit 
committees must contain the following 
characteristics: 
 Audit committee formed of non-executive board 

members. 
 Audit committee made up between three to five 

members, one of them is specialized in financial 
and accounting. 

 Audit committee should have at least one 
independent members. 

 The audit committee director should be an 
independent member. 

 Audit committee members should meet at least 
four times in financial year. 

 Pre-defined functions and responsibilities. 
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Many studies have indicated a relationship between 
the characteristics of the audit committees and 
corporate governance performance. For instance, 
Goh, (2009). stresses that financial expertise, size of 
the committee, and the independence has a positive 
impact associated with the effective of the audit 
committees. Other study stated that appropriate level 
of independence and financial knowledge are the key 
characteristics in increasing the effectiveness of the 
audit committees (Hamid, et al. 2015). Moreover, a 
study by Al-Matari et al. (2017) shows that the 
frequency of meetings of audit committees has a 
significant positive effect on its performance in 
particular with regard to the examination of the 
internal control system. 
The results of previous studies differ on the 
importance of the characteristics of the review 
committees and their role in their effectiveness, 
depending on many factors. Several studies have 
indicated a positive relationship between 
independence and effectiveness in the sense that 
independent audit committees are more effective than 
the less independent audit committees (Abbott et al. 
2000; Bhasin, 2015; Hamid et al. 2015). Binti et al. 
(2015) stated that audit committees are expected to be 
more effective in fulfilling their responsibilities and 
achieving corporate governance objectives when they 
are independent. Another study that examined the 
relationship between the characteristics of the audit 
committee and the quality of the financial reports 
found that the size of the audit committee plays a 
prominent role in providing more control when 
preparing financial reports (Lin et al. 2006). 
In contrast, a study by Al-Matari et al. (2017) showed 
the effectiveness of audit committees increases with 
the number of meetings of audit committees. While 
some studies considered the knowledge or experience 
of the members of the audit committees plays a 
prominent role in its effectiveness (Binti et al. 2015). 
Moreover, lack of clarity of the tasks and 
responsibilities of the audit committee's has negative 
impact on its effectiveness (Al-Rehaily, 2008). It is 
clear from the above that there is a discrepancy 
between the results of the previous studies, which 
enhances the current study, especially in developing 
countries. 
 
IV. PROPOSED RESEARCH FRAMEWORK 
 
After presenting earlier arguments about the 
importance of audit committee characteristics and 
their role in achieving corporate governance 
effectiveness, it is indeed interesting to explore 
further contributions of the characteristics of audit 
committees on improving the performance of the 
internal control system of joint stock companies. 
Therefore, the theoretical framework for the study 
was suggested as shown in Figure (1.1). Corporate 
governance studies usually work under Agency 

theory (Bahrawe et al. 2016). The agency theory is 
based on the idea of a conflict of interest between 
shareholders and management, and therefore requires 
the presence of a party acting on behalf of the 
shareholders in the management of their property, the 
board of directors elected by shareholders, so if the 
Board of Directors is effective, the better it will be in 
preserving shareholders' rights (Bahrawe et al. 2016). 
The theoretical framework model in this study is 
designed according to the agency theory to ensure 
that there is a relationship between the characteristics 
of the audit committees and the effectiveness of 
examine the internal control system in the Saudi joint 
stock companies. Figure (1.1) explains the theoretical 
framework for the relationship between audit 
committee characteristics and internal control system 
effectiveness. In this conceptual framework, the audit 
committee characteristics are independent variables 
and the quality of audit committees’ assessment 
reports of the internal control system effectiveness is 
dependent variable. 
 

 
 
CONCLUSIONS 
 
The study focused on reviewing several factors 
studied in previous literature that may had a positive 
impact on the performance of corporate governance. 
The study focused on six characteristics of one of the 
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most important corporate governance mechanisms 
which is Audit Committee. It is clear from previous 
literature that there is agreement on the importance of 
the characteristics of the audit committees and their 
effective role in improving the effectiveness of 
corporate governance. However, there is a 
discrepancy between the results of the studies of the 
importance of each of the characteristics of the 
review committees for several reasons of which the 
variation of time and place where the studies were 
prepared, which enhances the current study, 
especially in developing countries. 
This study contributed to the body of knowledge 
through the comprehensive review of the literature 
related to characteristics of the Audit committees and 
their relationship to improving the effectiveness of 
corporate governance. The results of the study should 
be of interest to researchers, legislators, and board of 
directors when choosing the characteristics of audit 
committees that may have a positive impact on 
improving the effectiveness of audit committees, 
corporate governance practices, and increasing 
confidence between shareholders and management. 
Finally, it would be beneficial to see this theoretical 
framework providing a fertile ground for the future 
researches to increase knowledge about issues 
relating to the corporate governance especially in 
developing countries. 
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