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Audit Committee Characteristics and Firm Performance:
Evidence from Egyptian Listed Companies
Mrwan Amer *, Aiman A. Ragab** and Shehata Elsayed Shehata ***
The focus of this study is in the area of corporate governance. The overall aim of this research is
to advance an understanding of the relationship between the audit committee characteristics and
the firm performance represented by the ROA, ROE and Tobin’s Q. Such a study is important
because forming an audit committee enhances investors’ expectancy of receiving improved
financial reports. As a result, the firm will more likely experience an increase in its earnings
response coefficients. In addition, companies with an audit committee are less likely to
experience errors, irregularities and other indicators of unreliable financial reporting. The
research approach adopted in this research includes GLS random effect regression over the
nine year test period which test for the existence of the proposed relationship between board
characteristics and firm performance. This study will reflect the impact of the recent
developments in the corporate governance in Egypt on corporate performance from 2004 which
is considered the year of issuance of the Egyptian code of corporate governance till 2012. The
sample used in the study is based on the 50 most active Egyptian companies listed in the
Egyptian stock market; these companies are considered the best reflection for the Egyptian
market. The findings from this research provide evidence that there is a positive relationship
between the proportion of independent directors on the board and firm financial performance as
measured by ROE, board meetings results showed a positive significant relationship with ROE,
CEO duality showed a significant positive relationship with ROE, and the director ownership is
positively associated with firm performance as measured by ROE, but the relation is not
significant. The relationship between these factors and the other performance measures; ROA
and Tobin’s Q are also investigated.
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1. Introduction
In order for corporate governance to be improved, three well accepted oversight committees were
established, through which board duties could be rigorously discharged (Higgs, 2003, p. 59). As stated
by Tricker, 1994, these committees are audit, nomination, and remuneration (or compensation).
Moreover, a recent perspective has been raised outpointing that not only the composition of the board is
responsible for controlling the board, but rather both, the structure and composition of the board‟s
subcommittees are responsible too. Kesner (1988) maintains that most important board decisions
originate at the committee level, and Vance, (1983), argues that there are four board committees that
greatly influence corporate activities; these are audit, executive, compensation, and nomination
committee.
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Recent high profile accounting scandals, (e.g. waste management and WorldCom) and the collapse of
Enron are among the main causes behind the flourishing of the role of audit committees in ensuring the
quality of corporate financial reporting. Since then, the role of audit committee has come under the
microscope, attracting the majority of the corporate governance studies (Yang et al, 2006).
2. Literature Review
2.1 Importance of audit committee
The main function of an audit committee is monitoring the firm‟s financial performance and financial
reporting. In this sense, it is expected that audit committees should strongly affect the selection, removal
and remuneration of auditors, the content and extent of audit work, auditor independence, and the
resolution of disputes between auditors and executive management. Also audit committees should
review and agree upon chosen accounting policies. As well as they tend to persuade a company‟s
approach to financial reporting, levels of disclosure, and adherence to standard practice. Also, besides
monitoring the reliability of the company‟s accounting processes, audit committees should ensure the
compliance with corporate legal and ethical standards, including the maintenance of preventive fraud
controls (Turley and Zaman, 2004).
Many major studies have discussed the importance of audit committees. For instance; Wild, (1996),
stated that forming an audit committee enhances investors‟ expectancy of receiving improved financial
reports. As a result, the firm will more likely experience an increase in its earnings response coefficients.
Similarly, McMullen, (1996), finds that companies with an audit committee are less likely to experience
errors, irregularities and other indicators of unreliable financial reporting.
2.2 Description of the Existing Egyptian audit committee Governance
The Ministry of Investment and the General Authority for Investment and free Zones introduced the
Egyptian Code of Corporate Governance (ECCG), written in Arabic. It primarily applies to joint-stock
companies listed on the stock exchange, and companies that use the banking systems as a major
source of finance. The code‟s recommendations are held similar to the CG principles, issued by the
OECD and a number of countries including South Africa, Malaysia and the Philippines. However, they
are not mandatory, they just add to legislation. They rather promote and control responsible and
transparent attitude in managing corporations according to international best practices.
The Egyptian code of corporate governance involves a set of guidelines and standards related to the
audit committee characteristics. As stated by the Egyptian code of corporate governance “An audit
committee to be set up comprising at least three non-executive board members. At least one of its
members should have financial and accounting expertise. Audit committee should meet periodically at
least on quarterly basis. The meeting should have a specific agenda.”
The occurrence of the Enron, WorldCom, and other accounting frauds influenced the US Congress to
enact the Sarbanes-Oxley Act (SOX) (see Hamilton and Trautmann, 2002) containing specific provisions
regarding audit committees. The following year, 2003, the SEC issued more strict regulations for audit
committees of publicly traded companies.
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Researchers and commentators have argued that many Audit Committee members lack critical attributes
such as independence, expertise and experience in oversight (Vicknair et al.1993, DeZoort 1997, Cohen
et al.2002, Guy and Zeff 2002). That is why we are going to focus in this research on these attributes,
together with audit committee meetings and size.
Starting with the audit committee independence, it is already mentioned in the previous section that
the first two recommendations of the BRC 1999, promoted independent audit committees. In this regard,
it is expected that the larger the proportion of the audit committee is of independent outside directors, the
more this committee will be able to monitor the firm‟s financial performance effectively. Such a committee
is considered to be active, well-functioning, and well-structured (Xie, et al, 2001 and Menon and
Williams, 1994).
Vicknair et al, (1993) strengthened this expectation by stating that in order to function effectively, audit
committees must be independent of the management as it allows both the internal and external auditors
to remain free of undue influences and interferences from corporate executives. Also, in 1999 the
Securities and Exchange Commission (SEC) adopted rules requiring that audit committees consist
entirely of independent directors, accordingly, it is commonly expected that independent audit committee
directors would ensure better financial reporting. This expectation is generally supported by existing
empirical evidence (Abbott et al, 2000, Beasley et al, 2000).
Similarly, Klein, (2002) shows that independent audit committees reduce the likelihood of earnings by
management and thus improve transparency. Moreover, when examining the link between board
committee structure and firm performance, Klein,(1998), reported that the independence of key board
committees is related to firm value.
Next, the audit committee financial expertise, which was also stated by the BRC 1999 as the third
recommendation, refers to the number of or the extent to which members of the audit committee have
financial experience. Obviously, it is important for audit committee members to comprise directors who
are competent and experienced in financial aspects, mainly because an audit committee is primarily
formed with the aim of monitoring the financial reporting process of an organization (Rashidah and
Fairuzana, 2006). Major studies and literature strongly support this; examples follow; SEC 1999 require
that every audit committee includes at least one member with financial expertise. DeZoort and Salterio,
(2001 )argue that the audit committee‟s financial expertise increases the likelihood that detected material
misstatements will be communicated to the audit committee and corrected in a timely fashion. Further,
DeZoort et al, (2003, a, b) found that more experienced audit committee members and those audit
committee members who were CPAs are more supportive of the external auditor. Also, the Blue Ribbon
Panel argues that audit committee members should be financially sophisticated; otherwise the audit
committee may indeed be largely ceremonial. An audit committee that has members with some financial
and/or corporate background would better serve as a financial monitor.
The third issue is the audit committee meetings, which refers to the frequency by which the committee
meets together. It is expected that more active audit committees that meets often will be more effective
monitors. An audit committee that rarely meets (considered inactive) may be less likely to monitor
management effectively. The average number of audit committee meetings refers to the level of audit
committee activity (Xie et al, 2001; Menon and Williams, 1994).
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The BRC 1999 recommends that audit committees meet at least once quarterly and discuss financial
reporting quality with the external auditor. Also, Vafeas, (1999) concluded that board activity is an
important dimension of board operations and reports that meeting frequency is related to ownership
structure and firm valuation. Bedrad et al ,(2004) stated that in order for the audit committee to carry out
its function of control it must maintain a certain level of activity through increased frequency of meetings.
Reinforced by (Beasley et al,2000), when associating the frequency of audit committee meetings with the
likelihood of financial statement fraud, the study concluded that companies having fewer audit committee
meetings are usually involved in fraud.
Finally, regarding the audit committee size, encouraged by the BRC 1999, the SEC 1999, mandates
that audit committees consist of a minimum of three directors.
3. Hypothesis development
A board of directors, mainly in large, complex organizations, would be more effective if definite
responsibilities were to be distributed among committees of the board. Among these committees, the
Cadbury Report (1992) has focused particularly on the importance of the audit committee. Further, in
September 1998 in the US, the Wall Street Journal reported that in the previous year, some accounting
irregularities were discovered that necessitated the restatement of earnings of companies concerned.
This event inspired interest in the effectiveness of audit committees as part of scheme of structures of
corporate governance. The argument has been highly developed that perhaps the audit committee is the
most reliable entity to protect public interest. Besides recommending the establishment of audit
committees, the Cadbury Commission also suggested that audit committees should be composed of at
least three members who should be solely NEDs. This feeds into the independence of such committees.
Thus, it is posited that in an ideal case a strictly independent audit committee should consist of solely
NEDs and non-affiliates of the company (directors who have previously worked in the company).
The Audit committee thus, is considered to be an additional internal governance mechanism whose
impact is to improve the quality of financial management of a company and hence its performance. In
this respect, an audit committee has three main characteristics that should be considered, these are;
audit committee independence, audit committee size, and audit committee meetings. The Hempel
Committee Report emphasized the importance of committees and independent directors, and suggested
that a company‟s nominating, compensation and audit committees should be composed largely of
independent directors (Pass, 2004).Knowing the importance of committees and their contribution to
organizations, Bhagat and Black (2002) declared that failing to practically prove the impact of board
independence on firm performance is mainly due to the inadequate embedding of independent directors
in board committees. The Nortel failure illustrates the consequences of ineffective audit committees,
where independent directors lacked understanding of due diligence, and yet the audit committee failed in
its duties to oversee the internal and external audit processes (Thain, 2004).Brown and Caylor (2004)
found that solely independent audit committees and dividend yield are positively related. The author
however, didn‟t depict any relationship between audit committee independence and operating
performance or firm valuation. Results from Uzun et al. (2004) showed that a higher degree of audit
committee independence was associated with a lower likelihood of fraud. Based on the literature, it
would seem that the audit committee serves primarily to reduce agency cost, and thereby improving the
net performance of the firm.
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In this research, we consider the size of the audit committee ( as a variable which takes a value of 1 if
audit committee consists of at least 3 members, 0 otherwise.), its independence (audit committee will be
measured as a variable which takes a value of 1 if all audit committee members are independent, 0
otherwise.), financial expertise will be measured (audit committee financial expertise will be measured as
a proportion of audit committee members with financial expertise over the total number of audit
committee members.), and audit committee meetings (measured by the number of meetings held per
year). As concluded from previous studies, it is expected that the audit committee size is positively
related to firm performance, as well as both audit committee independence and number of meetings per
year would have a positive correlation with firm performance. Accordingly, the following hypotheses will
be tested:
H1: audit committee size has a positive relationship with firm performance.
H2: audit committee financial expertise has positive relationship with firm performance.
H3: the frequency of audit committee meetings has a positive relationship with performance.
H4: Greater independence of the audit committee is associated with higher firm performance.
4. Conceptual framework
This section will explore various audit committee characteristics that are expected to have an effect on
firm financial performance based on the literature review and the hypothesis development that was
illustrated earlier. Figure 1 presents the conceptual framework of this study. On the left hand-side, there
are the listed audit committee characteristics; namely, Audit committee size, audit committee
independence, audit committee financial expertise and audit committee meeting frequency. These
variables are related to the firm performance, shown on the right hand side, which is measured by return
on equity, return on assets and Tobin‟s q. The relationship between board characteristics and the firm
performance is controlled by firm size, firm age and firm leverage.
Independent variables

Dependant
Firm Performance

Audit Committee:
• Audit committee size
• Audit committee
independence
• Audit committee financial
expertise
• Audit committee meeting
frequency

1. Return on equity
2. Tobin’s Q
3. Return on assets

Control variables
4.
5.
6.

Firm size
Firm age
Firm leverage
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5. Research Methodology
This research applies the GLS random effect regression over the nine year test period which test for the
existence of the proposed relationship between audit committee characteristics and firm performance.
Statistical analysis of the data is then performed using the computer Software, STATA. This package
provides a platform where both univariate and multivariate testing methods can be applied to the
research design utilised by this study.
Descriptive statistics are used to organize, summarize and describe measures of a sample and also to
confirm that no predictions or inferences are made regarding the population parameters. The study used
the statistical correlation as a measure of association in this research to test the association between
independent and dependent factors. Pearson correlation techniques are widely used as measurements
of the direction and strength of association between pairs of variables.
The proposed regression model is defined by the following equation.

Where
is a measure of performance taken as
the error term.

for firm i at time t andμ

i,t

is

Where:
is Audit committee size for firm i at time t
is Audit committee independence for firm i at time t
is Audit committee financial expertise for firm i at time t
is Audit committee meeting frequency for firm i at time t
is Firm size for firm i at time t
is Firm age for firm i at time t
is Firm leverage for firm i at time t
The following table explains and summarizes the variables used in this study, definition of each variable
and the measurement of each one.
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VARIABLES
Dependant
variables
ROE
Tobin‟s Q
ROA
Independent
variables
ACSIZE

DEFINITION

Table 1: Variables definition
MEASURMENT

Return on equity
Tobin‟s Q

Measured as percentage of net income to common equity
Measured as the market value of equity capital and the book
value of firm‟s debt divided by the book value of total assets
Return on assets Measured as percentage of net income to total assets

Audit committee
size
Audit committee
independence
Audit committee
financial
expertise
Audit committee
meeting
frequency

1 if audit committee consist of at least 3 members,0 otherwise

Control
variables
FSIZE

Firm size

FAGE

Firm age

FLEV

Firm leverage

The total assets owned by the firm, measured as the natural
logarithm of total assets
Measured as the number of years since its incorporation in its
logarithm
Measured as percentage of total debt to total assets

ACINDEP
ACFINEXP

ACMEET

1 if all audit committee members are independent,0 otherwise
proportion of audit committee members with financial expertise
over the total number of audit committee members
Number of meetings held

5.1 Sample selection
This study covers a time period of nine years from 2004 to 2012, this time period were selected because
this study uses the Egyptian code of corporate governance (2004) as a guide for corporate governance
variables and this code has been effective since 2004, thus this study will reflect the impact of the recent
developments in the corporate governance in Egypt on corporate performance from 2004 which is
considered the year of issuance of the Egyptian code of corporate governance till 2012.
The sample used in the study is based on the 50 most active Egyptian companies listed in the Egyptian
stock market; these companies are considered the best reflection for the Egyptian market. The study is
restricted to listed firms because of the assumption that listed firms adhere to the rules and standards set
by regulatory bodies in the course of their business activities, plus listed firms are expected to prepare
and publish their financial information in compliance with the accounting practice. Furthermore, targeting
the most active 50 companies ensures both statistical power in the tests and maximum data availability.
These companies cover about 15 industries; where, banks, and financial institutions are omitted as this
sector has particular governance issues which make it different from all other sectors (Faccio and Lasfer
2000). Firms‟ samples covered industries like Building material and construction, chemicals,
7
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Communication, industrial goods and services and automobiles, Entertainment and tourism, food and
beverage, housing and real estate, and information technology. Through doing this, a sample of 56
Egyptian firms was obtained for a period of nine years.
The sample selected represent firms which are considered top enterprises in Egypt, they are likely to
have greater potential to attract and employ competent and skilled individuals on the board and in the
same way to gain a pay-off from such well-constructed board besides it is expected that these firms have
good access to capital and other resources that are necessary not only for survival but also for
enhancing their performance.
5.2 Data collection
The data for this study comes from multiple sources of secondary data. The base data comes from the
annual disclosure book issued by the Egyptian stock exchange (EGX). This book identifies the most
active listed companies in Egypt & contains data on board characteristics, ownership structure, corporate
performance & other related variables. This book contains the annual reports of the 50 most active
companies listed in Egypt's stock exchange of that year. The annual reports were used in calculating the
variables of board characteristics and firm performance. For this research, the disclosure books for years
2004–12 were used. The use of the financial statements of the most active companies is due to data
availability & reliability because these are required by law & are issued by the Egyptian capital market
authority.
6. Results and discussion
6.1 Descriptive statistics
The descriptive statistics for all variables are presented in Table 2. For the audit committee size, 93.45%
of the study sample follows the Egyptian corporate governance recommendation of maintaining at least
three directors on the audit committee. Also, the sample shows a high percentage of independence in
the audit committee, at around 80% (mean = 79.56%). The average audit committee meetings is about 4
times (mean = 4.27), which is relatively very close to the US figure of 4.53 reported by Xie et al. (2003).
This is, however, higher than in Australia on the basis of figures of 2.50 times reported by Davidson et
al.(2005). Also, the sample shows a high percentage of financial expertise in the audit committee, at
around 46% (mean = 46.44%).
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Variables*
Audit Committee
Size
Audit Committee
Independence
Audit Committee
Meetings
Audit Committee
Financial
Expertise
Firm Size
Firm Age
Firm Leverage
ROE
ROA
Tobin‟s Q

Mean
.9345238

Table 2: descriptive statistics
Std.
Minimum Maximum Skewness Kurtosis
Dev.
.24761

0

1

-3.513231

13.34279

.7956349 .4036375

0

1

-1.466309

4.271825 .8290932

4

11

5.722826

42.061

.4644643 .1999744

.25

1

1.382022

4.084626

5.949226
.9864421
.421369
.1480357
.0709325

.8511122
.2763562
.2308449
.192065
.1044712

4.01
0
0
-.68
-.55

10.23
1.82
.91
.95
.41

.7520977
-1.079605
.2139791
.5246904
4.530069

1.991052 1.813077

.39

17.71

-.9914036

5.406337
5.916103
1.965962
6.591458
31.64034
11.48032

3.150062

*Sample size (n) = 56 firms Time periods (T) = 9
6.2 Correlation analysis
The Pearson correlation is used to measure the correlations amongst the variables of the board of
directors, audit committee and firm performance. The correlation coefficients are checked for the
presence of high collinearity amongst regressors. Table 3 presents the Pearson correlations and with the
ROA; table 4 presents the Pearson correlations with the ROE; and Tobin‟s Q will be presented in table 5.
From the correlation coefficients shown in table 3, 4 and 5, no high correlation is found amongst the
variables. As a result, collinearity does not appear to create a threat to the interpretation of regression
coefficients of the independent variables in this model. However, from the Pearson correlation, the
highest coefficient is 0.211 between audit committee meetings and the audit committee independence.
Firm size is also positively and significantly correlated with audit committee financial expertise and return
on equity. Firm leverage is also positively and significantly correlated with return on equity with
coefficients of .221.
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Table 3: Pearson correlation coefficients for ROA
ROA
Variables

ROA

1

Audit
Audit
Audit
Audit
committee
committee
committee committee
size
independence meetings
financial
expertise
-0.19
0.165**
0.050
0.053

Audit committee size
Audit committee
independence
Audit committee
meetings
Audit committee financial
expertise
Firm size

1

0.045
1

Firm age
Firm leverage
* Significant at 0.05 level of significance
** Significant at 0.01 level of significant

11

Firm
size

Firm
age

Firm
leverage

0.192**

-0.097*

-0.046
0.211**

0.077*
0.077*

0.10
0.049

0.165**
0.048
-0.076*

1

0.340**

0.163**

-0.052

0.113**

1

0.173**

0.022

0.199**

1

0.128**
1

0.227**

0.002
-0.091*

0.004
1
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Table 4: Pearson correlation coefficients for ROE

Variables

ROE

ROE

1

Audit
Audit
Audit
committee
committee
committee
size
independence meetings

Audit
committee
financial
expertise

Firm
size

Firm
age

Firm
leverage

0.020

0.066

0.091*

0.344**

0.227**

0.181**

0.221**

1

0.045

-0.046

0.077*

0.10

0.048

0.002

1

0.211**

0.077*

0.049

-0.076*

-0.091*

1

0.340**

0.163**

-0.052

0.113**

1

0.173**

0.022

0.199**

1

0.128**

0.227**

1

0.004

Audit committee size
Audit committee independence
Audit committee meetings
Audit committee financial
expertise
Firm size
Firm age
Firm leverage

1

* Significant at 0.05 level of significance
** Significant at 0.01 level of significant
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Table 5: Pearson correlation coefficients for Tobins’q

Variables
Tobins‟q

Audit
Audit
Audit
Audit
committee
Tobins’q committee
committee
committee
financial
size
independence meetings
expertise
1

Firm
size

Firm
age

Firm
leverage

-0.002

0.067

0.048

0.002

-0.240**

0.081*

0.005

0.033

1

0.045

-0.046

0.077*

0.105**
0.010

1

0.211**

0.077*

0.049

-0.076*

-0.091*

1

0.340**

0.163**

-0.052

0.113**

1

0.173**

0.022

0.199**

Audit committee size
Audit committee
independence
Audit committee
meetings
Audit committee
financial expertise
Firm size

1

Firm age
Firm leverage

* Significant at 0.05 level of significance
** Significant at 0.01 level of significant

13
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1

0.227**
0.004
1
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6.3 Testing the hypotheses
ROE as a dependent variable
Audit committee characteristics (independent variables) have been regressed against
the ROE (dependent variable). The adjusted R square for this model is equal to11.21%
which implies that only 11.21% of the variations of ROE are determined by the audit
committee characteristics namely; audit committee size, audit committee independence
,audit committee financial expertise, and audit committee meetings,; while the remaining
88.79% of variations is attributed to other variables. The Probability of chi 2 showed that
the overall model is significant.
Inconsistent with the first hypothesis specifically H1 that states there is a positive
relationship between the audit committee size and firm financial performance as
measured by ROE, the results showed that there is a negative but not significant
relationship with ROE; this implies that the audit committee size cannot influence firms‟
financial performance which supports findings of Mak and Kusnadi (2005) who could not
provide any relationship between the size of audit committee and the firm performance
in Malaysia and Singapore. This results is different from the previous findings of
Coleman (2007) who examines the relationship between audit committee size and firm
performance using a sample of 103 listed companies in four different African countries
namely; Ghana, Nigeria, Kenya and South Africa in the period 1997-2001 and he finds a
positive relationship between audit committee size and firm performance.
Consistent with this study‟s expectation, audit committee financial expertise results
showed a positive significant relationship with ROE which is supported by (Rashidah
and Fairuzana, 2006), that reflects that as audit committee financial expertise increase,
the firm financial performance will increase, which is acceptable and consistent with the
formulated study hypothesis H2.
This study finds that audit committee meetings is positively and significantly associated
with ROE, which is consistent with this study‟s argument, and accepts hypothesis
H3.The significant positive association between audit committee meetings and firm
performance is similar to the findings of (Carcello et al., 2002, Xie et al., 2003 and
Abbot et al., 2004).
Hypothesis H4 predicts that audit committee independence is positively associated with
the firm financial performance. The positively signed coefficient and the insignificant
relationship showed in the results reject this study‟s argument and hypothesis. Audit
committee independence results is also supported by the study conducted by Sunday
(2008) studied the relationship between Audit committee composition and firm
performance by using a sample of 20 non-financial listed companies in Nigeria, and he
could not provide a significant association between them.
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As for the control variable firm size, shows a negative insignificant relationship with
ROE, This result opposes claims in prior studies that higher firm performance is
associated with larger sized firms. Firm age showed a significant negative relationship,
while firm leveraged showed a positive but not significant relationship with ROE.
Table 6: Regression analysis results for ROE
Random-effects GLS regression
variables
Expected sign coefficient
ROE
Audit committee Char.
Audit committee size
+
-0.16684
Audit committee independence
+
0.029670
Audit committee financial expertise
+
0.01521
Audit committee meetings
+
0.02524
Control variables
Firm size
?
-0.01041
Firm age
?
-0.15066
Firm leverage
?
0.05160
constant
0.20705
Adjusted R-2
11.21%
Wald chi2
30.71***

Z

p>z

-0.29
0.60
0.15
2.10

0.3875
0.273
0.0439
0.0175

-0.82
-4.43
1.30
1.75

0.207
0.000
0.097
0.04

ROA as a dependent variable
Audit committee characteristics (independent variables) have been regressed against
the ROA (dependent variable). The adjusted R square for this model is equal to 5.79%
which implies that only 5.79% of the variations of ROA are determined by the audit
committee characteristics namely, audit committee size, audit committee independence
,audit committee financial expertise, and audit committee meetings,; while the remaining
94.21% of variations is attributed to other variables. The Probability of chi 2 showed that
the overall model is significant.
Inconsistent with this study‟s expectation audit committee size results showed a
negative significant relationship with ROA which means that as the number of members
serving in the audit committee increase the firm performance decrease. The result is
different from that conducted by Kyereboah-Coleman (2007) which stated that there is a
positive relationship between audit committee size and firm performance.
Hypothesis H2 predicts that audit committee financial expertise is positively associated
with the firm financial performance. The positively signed coefficient but insignificant
relationship showed in the results rejects this study‟s argument and hypothesis. This
implies that the extent to which members of the audit committee have financial
experience cannot influence firms‟ financial performance.
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This study finds that audit committee meetings are positively but insignificantly
associated with ROA, which is inconsistent with this study‟s argument, and rejects
hypothesis H3 which is different from the ROE findings where a significant positive
relationship was found.
Consistent with hypothesis H4 that states there is a positive relationship between the
audit committee independence and firm financial performance as measured by ROA,
the results showed that there is a positive significant relationship with ROA; this implies
that the audit committee independence positively influence firms‟ financial performance
which supports findings of Vicknair et al, (1993).
As for the control variables, firm size showed a similar result to that of ROE; which is a
negative insignificant relationship with ROA. Firm age showed a significant negative
relationship which is also similar to that of ROE; while, firm leverage showed a negative
significant relationship with ROA.
Table 7: Regression analysis results for ROA
Random-effects GLS regression
Expected sign
coefficient

variables
ROA
Audit committee Char.
Audit committee size
Audit committee independence
Audit committee financial expertise
Audit committee meetings
Control variables
Firm size
Firm age
Firm leverage
constant
Adjusted R-2
Wald chi2

Z

p>z

+
+
+
+

-0.020558
0.040785
0.011706
-0.002461

-0.62
1.36
0.19
-0.38

0.0267
0.0187
0.423
0.3515

?
?
?

-0.001147
-0.05625
-0.04254
0.13989

-0.16
-3.04
-1.99
2.07

0.4345
0.002
0.0235
0.019

5.79%
15.63**

Tobin’s Q as a dependent variable
Audit committee characteristics (independent variables) have been regressed against
the Tobin‟s Q (dependent variable). The adjusted R square for this model is equal to
6.18% which implies that only 6.18% of the variations of Tobin‟s Q are determined by
the audit committee characteristics namely, audit committee size, audit committee
independence ,audit committee financial expertise, and audit committee meetings,;
while the remaining 93.82% of variations is attributed to other variables. The Probability
of chi2 showed that the overall model is significant.
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Hypothesis H1 predicts that audit committee size is positively associated with the firm
financial performance. Similar to the ROA results the study finds a negative significant
relationship between audit committee size and Tobin‟s q. The negative signed
coefficient showed in the results rejects this study‟s argument and hypothesis.
Inconsistent with this study‟s expectation audit committee financial expertise showed a
positive but insignificant relationship with Tobin‟s q. The positively signed coefficient but
insignificant relationship showed in the results rejects this study‟s argument and
hypothesis H2.
This study finds that audit committee meetings are positively but insignificantly
associated with Tobin‟s Q, which is inconsistent with this study‟s argument, and rejects
hypothesis H3which is similar to the ROA findings but different from the ROE findings
where a significant positive relationship was found.
Also similar to the ROA results and Consistent with hypothesis H4 that states there is a
positive relationship between the audit committee independence and firm financial
performance as measured by Tobin‟s Q , the results showed that there is a positive
significant relationship with Tobin‟s Q; this implies that the audit committee
independence positively influence firms‟ financial performance.
As for the control variables, firm size, shows a negative insignificant relationship. Firm
age showed a significant negative relationship, while firm leveraged showed a positive
but not significant relationship with Tobin‟s Q.
Table 8: Regression analysis results for Tobin’s Q
Random-effects GLS regression
variables
Expected sign coefficient
Tobin‟s Q
Audit committee Char.
Audit committee size
+
-1.0935
Audit committee independence
+
0.47001
Audit committee financial
+
-0.4240
expertise
Audit committee meetings
+
-0.0554
Control variables
Firm size
?
-0.17291
Firm age
?
-0.9876
Firm leverage
?
0.3442
constant
4.8831
Adjusted R-2
6.18%
Wald chi2
17.50**
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Z

p>z

-1.86
0.96
-0.43

0.0315
0.0167
0.3345

-0.45

0.3255

-1.33
-2.85
0.85
4.09

0.0915
0.004
0.1985
0.000
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7. Conclusion
The overall aim of this research is to advance an understanding of the relationship
between the audit committee characteristics and the firm performance represented by
the ROA, ROE and Tobin‟s Q.
Inconsistent with the first hypothesis specifically H1 that states there is a positive
relationship between the audit committee size and firm financial performance as
measured by ROE, ROA and Tobin‟s Q, the results showed that there is a negative but
not significant relationship with ROE, ROA and Tobin‟s Q; this implies that the audit
committee size cannot influence firms‟ financial performance
consistent with this study‟s expectation, audit committee financial expertise results
showed a positive significant relationship with ROE, ROA, and Tobin‟s Q which is
supported by (Rashidah and Fairuzana, 2006), that reflects that as audit committee
financial expertise increase, the firm financial performance will increase, which is
acceptable and consistent with the formulated study hypothesis H2.
This study finds that audit committee meetings is positively and significantly associated
with ROE, positive insignificant with ROA and Tobin‟s Q, which is consistent with this
study‟s argument, and accepts hypothesis H3.
Hypothesis H4 predicts that audit committee independence is positively associated with
the firm financial performance. The positively signed coefficient and the insignificant
relationship with ROE, and significant with ROA and Tobin‟s Q showed in the results
reject this study‟s argument and hypothesis.
As for the control variable firm size, shows a negative insignificant relationship with
ROE, ROA, and Tobin‟s Q. This result opposes claims in prior studies that higher firm
performance is associated with larger sized firms. Firm age showed a significant
negative relationship, while firm leveraged showed a positive but not significant
relationship with ROE, ROA and Tobin‟s Q.
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