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Abstract 
The purpose-This study aims to examine the mediating effect of audit quality on the rela-
tionship between the effective audit committee and financial reporting quality. 
Design/ methodology/ approach- The research uses multiple regression analysis to test the 
relationship between the effective audit committee and financial reporting quality. The sam-
ple consists of 77 non-financial firms listed on the Saudi stock market between 2014 and 
2021.  
Findings – Empirical findings show that studies on effective audit committees and financial 
reporting quality displayed mixed results. The study findings indicate that audit quality has a 
mediation effect on the relationship between audit committee characteristics (more oversized 
Audit Committee, financial expertise, frequent meetings, gender diversity, independent 
members) and financial reporting quality. The study findings indicate that a change in audit 
committee effectiveness brings a change in audit quality, and a difference in audit quality 
brings a shift in financial reporting quality. 
Practical implications- This study has important implications for regulators and policy-
makers to address the conflict between insiders and outsiders by promoting a higher standard 
of financial reports. The study also may be useful to investors, aiding them in financial deci-
sion-making and helping all stakeholders understand and trust the fairness and quality of fi-
nancial information. In addition, it helps to understand the role that an effective audit com-
mittee plays in external audit quality and financial reporting quality. Finally, the study also 
contributes by bringing a new perspective on how external audit quality engages in monitor-
ing by requesting financial reporting quality. 
Originality/ value – The main contribution of the current paper is to examine the audit fees 
(audit quality) as a potential mediating variable between the effective audit committee and 
financial reporting quality. 
JEL Classification G40, M41, M42 
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     عةجلجنة المراجعة الفعالة وجودة التقارير المالية: الأثر الوسيط لجودة المرا
 دليل من المملكة العربية الدعودية

 ملخص البحث
ىذه الدراسة  للةف ص ةل الية الر ال سةود لاة را ال راى ة  لاقةف ال لجة  اةلر لاةة  ال راى ة   تيدف

الف ال  وى را اليقارير ال الو . وتم اسيخدام ت قلل الان دار ال ي در لاخيبار ىةذه ال لجة  وكلةع ل لةة  
. ٤١٤٠للةف  ٤١٠٢شرك  غلر مالوة  مدرىة  صةو سة س ا سةيم الةة  ر   خةلة الفيةرا مةر  77مر  

وجةةد ت تةةقد الدراسةة   للةةف ال ىةة را ال راى ةة  ليةةا تةة الر وسةةود لاقةةف ال لجةة  اةةلر خ ةةا ل لاةةة  
ةةةا ، وخ ةةةرا مالوةة  ، واىي الاةةةال مييةةةررا ، وتةةةة   اةةةلر الاةةةةةلر ،  ال راى ةة  جلاةةةة  مراى ةةة  اا ةةةر را م

 الوة  لاةة  والاضاء مةيققلر( وى را اليقارير ال الو ، رلث تشةلر نيةا ا الدراسة  للةف ال الي للةر صةو ص
ال راى   يؤري للف ت للر صو ى را ال راى  ، وال الاخيلف صو ى را ال راى   يؤري للف ت للر صو 

ىةةذه الدراسةة  ليةةا هاةةار مي ةة  لاقةةف ال ةا ةةلر وتةةان و الةواسةةال وتخ ةةو   .ىةة را اليقةةارير ال الوةة 
رير ال الو . جد تي ل ت ارض ال  الح الر الداخقللر والخارىللر مر خلة ت زيز مةي ى  ى را اليقا

ا لق ةيث رير، رلث تةالادىم صةو لتخةاك القةرارال ال الوة  ومةةالادا ى وةب اتة ا   الدراس  مفلدا ا ضم
ال  ةةق   لاقةةف الفيةةم والثقةة  صةةو  نزاىةة  وىةة را اليقةةارير ال الوةة  . فانهةةاص  للةةف كلةةع ، ص نيةةا تةةةالاد 

ال راى ةةة  الخةةةارىو وىةةة را اليقةةةارير لاقةةةف صيةةةم الةةةدور الةةةذي تقربةةةو لاةةةة  ال راى ةةة  الف الةةة  صةةةو ىةةة را 
ةةا صةةو تقةةد م مةاةة ر ىديةةد رةة ة كو وةة  مشةةارك  ىةة را ال راى ةة   ال الوةة . اخلةةرما ، تةةةاىم الدراسةة  ا ضم

وت د ال ةةاى   الر وةةو  لقدراسة  ال الوة   .الخارىو صو ال راقب  مر خلة طقب ى را اليقارير ال الو 
 لر وسود م ي ل الر لاة  ال راى   الف ال  وى را ىو ص ل ات ا  ال راى   جى را ال راى  ( ك ي

 .اليقارير ال الو 

 ى را اليقارير ال الو  –ى را ال راى    –لاة  ال راى   الف ال  : تاحيةفالكلمات الم
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1- Introduction 

The bankruptcy of many major international firms, such as Enron and 
WorldCom, led to decreased confidence in the quality of financial reports and 
audit quality. Therefore, corporate governance emerged with internal and 
external mechanisms to regulate the relationship between management and 
stakeholders. Audit Committees have an essential role in ensuring the integri-
ty and transparency of financial reporting. The financial reporting process 
consists of different elements that provide financial information to different 
parties. The role of management is to be responsible for operational processes 
that create shareholder value. The role of the Board is to determine the exec-
utive management's strategy and business decisions and follow up on appro-
priate policies and systems to control business. The external auditor's role is to 
express an independent and impartial opinion on the representation of the 
financial statements prepared by management and approved by the Board of 
Directors. The Audit Committee provides an internal corporate governance 
mechanism - a sub-committee of the Main Board of directors that coordi-
nates between these groups. Moreover, providing a primary focus for discus-
sions with internal and external auditors enables both sets of auditors to boost 
their independence. A written charter helps the audit committee and others to 
understand its role and responsibilities and is an essential starting point. 

Financial reports are essential for managers to communicate a firm’s per-
formance and governance to external investors. Financial reporting quality has 
been an issue of debate for several years, and it has received significant atten-
tion from regulators and researchers (Hermanns, 2006). Therefore, high-
quality financial reporting is essential because it significantly affects stakehold-
ers' financial decision-making. The agency theory assumes that the audit 
committee's primary objective is to protect the shareholders' interest from 
management opportunism. This required hiring independent auditors to pro-
vide their independent opinions on the truth and fairness of the companies' 
financial reports. Therefore, an external audit can be considered a comple-
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mentary method to monitor processes that can improve financial reporting 
quality. 

Under the Saudi Governance Regulations and their last amendment in 
2021, according to the Saudi Governance Manual, the general assembly of 
each company is the one that forms an audit committee, among which there 
must be at least one independent member, and none of its members must be 
executives. Furthermore, the number of its members should not be less than 
three and no more than five, and one of them is a specialist in financial and 
accounting affairs. In article 55 of the Saudi Governance Manual, the Audit 
Committee verifies the integrity of the financial reports by expressing a tech-
nical opinion on whether the financial reports are fair, transparent, and un-
derstandable. On the other hand, the Audit committee examines audit reports 
and notes on the financial statements and expresses its views thereon. 

Several previous studies focused on the relationship between the character-
istics of the audit committee and the quality of financial reports (e.g., Lin et 
al., 2006; Kusnadi et al., 2016). On the other hand, some focused on the rela-
tionship between the audit committee and auditing quality (e.g., Ali et al., 
2018; Sultana et al.,2019). However, due to the recent financial scandals, in-
vestors' confidence in the audited financial statements has decreased. There-
fore, the research problem stems from the discrepancy in previous studies' re-
sults in determining the audit committee's impact and the audit's quality on 
the quality of financial reports. In addition, the research problem also appears 
from a lack of a study conducted in the Saudi environment. Therefore, the 
current study will answer the following questions: 

1- Is there an impact of the audit committee's effectiveness on the audit quali-
ty of companies listed on the Saudi Stock Exchange?  

2- Is there a direct impact of the audit committee's effectiveness on the quality 
of financial reports in firms listed on the Saudi Stock Exchange? 
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3- What is the direct and indirect impact of the audit committee's effective-
ness on the quality of financial reports through external audit quality in 
companies listed on the Saudi Stock Exchange? 

Therefore, the current study aims to examine the mediating effect of audit 
quality on the relationship between the effective audit committee and the fi-
nancial reporting quality.  

The remainder of the current study is organized as follows. Section 2 dis-
cusses the appropriate proxies of financial reporting quality. Section 3 covers 
the literature review and hypotheses development. Section 4 provides data 
description and methodology. The results and discussion are shown in sec-
tion 5. Finally, section 6 summarizes and concludes the current study. 

2- Financial reporting quality: background and measurements 

Several studies (e.g., Imhoff, 2003; Biddle & Hilary, 2006) used many con-
cepts to express financial reporting quality within the framework of the quali-
tative characteristics of the information mentioned by the Financial Account-
ing Standards Board (FASB) in concept No. 2 in 1980. Some have addressed 
the quality of financial reports under accounting quality. The concept of ac-
counting quality is a broad concept related to the accounting profession, start-
ing with the preparation of accounting and auditing standards and passing 
through the professional practice of preparing and auditing financial state-
ments, and ending with the product of this process, which is the financial re-
port (Sharawi, 2017). Some studies indicated the quality of financial reports 
under the quality of accounting standards, which is linked to producing useful 
information for decision-making (Sharawi, 2017). The quality of accounting 
standards represents their ability to produce reliable and relevant financial in-
formation for making decisions. 

On the other hand, Verleun et al. (2011) indicated that the quality of ac-
counting information is an ambiguous concept, as there is no agreement 
among researchers on a single concept. Moreover, this concept is linked to 
different interpretations in the minds of its users. On the one hand, some have 
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addressed the quality of financial reports under earnings quality. However, on 
the other hand, researchers have almost unanimity that the quality of financial 
reports starts from earnings quality (Sharawi, 2017). 

It is clear from what was mentioned above that there are several measures 
of the quality of financial reports. Most of the studies focused on three 
measures: the degree of earnings management, accounting conservatism, and 
the quality of accruals (Martínez-Ferrero, 2014). The first measure of financial 
reporting quality is earnings management, considered the inverse of financial 
reporting quality. The greater earnings management, the lower the infor-
mation quality and the lower the earnings quality (Raman et al., 2013). The 
second measure of financial reporting quality is the accounting conservatism 
which reflects terrible news for the firm more rapidly than good news. The 
third measure of financial reporting quality is accruals quality, used in several 
studies (e.g., Dechow and Dichev, 2002; Martínez-Ferrero, 2014). 

The current study will depend on Martínez-Ferrero (2014) in measuring 
financial reporting quality by adding a current year cash flow dummy and its 
interaction with cash flow levels into the Dechow and Dichev model (2002).  

∆WC is a change in working capital accruals from year t-1 to year t and = 
∆AR + ∆inventory – ∆AP– ∆Taxes Payable + ∆other Assets. 

OCF is the operating cash flow; ∆Rev is the change in revenues; PPE is 
Property, Plant, and Equipment; DOCF is a dummy variable for the negative 
cash flows. It takes the value one if OCF is negative and 0; otherwise, i indi-
cate the company and t refer to the period. The total assets scale all the varia-
bles (excepted DOCF). ɛ is the error term. The current study will use the ab-
solute value of the residuals from this model as a proxy for financial reporting 
quality (FRQ): the lower the degree of this proxy, the higher the degree of 
FRQ (Martínez-Ferrero, 2014). 
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3- Literature review and hypotheses development 

The audit quality gives independent assurance of the reliability of the fi-
nancial reports, which enhances the confidence and protection of investors. 
Therefore, audit quality improves financial reporting quality. Previous studies 
have adopted many proxies to measure audit quality, but no single agreed-
upon measure exists (Defond and Zhang, 2014: Bala et al., 2019). The audit 
fee is the best measure as used by many earlier studies because it results from 
the demand-supply mechanism, which states that the auditor cannot increase 
the audit fee in exchange for additional work without a corresponding in-
crease in the quality of the audit. In addition, many previous studies dealt 
with the relationship between audit quality and financial reporting quality 
(Alves et al., 2013; Bala et al., 2019). They showed that the higher the audit 
fees, the lower the earnings management would be, and thus financial report-
ing quality would increase. 

On the other hand, Audit Committees play a vital role in corporate gov-
ernance practices by supervising the quality of auditing. Accordingly, effective 
audit committees with appropriate expertise are supposed to improve audit 
quality and improve financial reports' quality (Defond & Zhang, 2014). 
Therefore, the higher the audit quality, the greater the reliability of the finan-
cial reports, and thus the protection of the interests of investors and other 
stakeholders.  

Some previous studies have indicated that internal governance and external 
auditing mechanisms can be a partial substitute for each other, which indicates 
that better internal control leads to lower audit fees (e.g., Hay et al., 2008; 
Hogan et al., 2008). However, some studies differ from the above and con-
sider that internal governance and external audit mechanisms are complemen-
tary, which means that strengthening internal governance mechanisms is 
linked with a higher quality of audit (Hay et al., 2008; Bala et al., 2019). 

The demand for the audit effort increases by paying more audit fees as a re-
sult of the increase in the audit scope required by the audit committees to im-
prove audit quality. Thus, the selection of the Audit Committee (as an inter-
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nal governance mechanism) for the external auditor (an external governance 
mechanism) complements each other to reduce earnings management and 
improve financial reporting quality). On the other hand, effective and effi-
cient boards of directors with independent directors require high-quality au-
dits to protect their reputations. Thus, effective audit committees can require 
a higher quality of audit, which will improve financial reporting quality 
(Alves, 2013). 

According to the second view, effective audit committees achieve better 
oversight, produce better audits, and pay higher fees. Several studies have 
dealt with the relationship between the characteristics of the audit committee 
and audit quality. If the audit committees are large, members with financial 
experience and independent members, and they meet continuously during 
the year; thus, Bala et al. (2019) had expected that audit quality could play a 
role as a mediating variable that could be affected by the audit committee, 
which in turn enhances financial reporting quality, as this means that any 
change in the audit committee will lead to a change in audit quality, which 
leads to a change in financial reporting quality. 

The study will focus on some of the characteristics of the audit committee 
as follows:  

1- Audit Committee Size 

The size of the audit committee is represented in the number of its mem-
bers, and it is one of the important factors that help the Committee achieve its 
goals. Regulations and rules related to corporate governance usually specify 
the minimum size of the audit committee without specifying the maximum, 
leaving this to each company to determine the necessary number in light of its 
circumstances and the extent of its need for the services of the Committee. 
There are mixed results in the impact of the size of the audit committee on 
audit quality and the quality of financial reports. Some studies support the 
small size of the audit committee because it provides consistency and com-
mitment and increases its ability to monitor, follow up, and communicate 
with all parties, whether management, external auditor, or Board of directors 
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(e.g., Carcello and Neal, 2000). However, some studies indicate that the large 
size of the audit committee is more effective because it allows for evaluating 
the role of the external auditor and helps the Board of directors by presenting 
recommendations that support the independent Board of directors to improve 
audit quality (e.g., Turley and Zaman 2004). Therefore, the first study hy-
pothesis can be formulated as follows: 

H1: Audit committee size positively affects financial reporting quality 
through more audit quality.  

2- Audit Committee Independence 

The independence of the members of the audit committee is one of the 
most important conditions for the Committee to achieve its goals because the 
availability of independence reduces the opportunity for management to in-
fluence the work of the Committee, which enables it to reduce the oppor-
tunistic behavior of management and improve the financial reporting process. 
In order to achieve the independence of the members of the Audit Commit-
tee, it is necessary that Audit Committee  members be non-members of the 
Board of Directors, or that they be  non-executive members, and that there is 
no direct or indirect relationship between the members of the Audit Com-
mittee and the executive members of the Board of Directors. Members of the 
Audit Committee are responsible for overseeing the preparation of financial 
reports. Thus, it may have a conflict with the management. On the other 
hand, the emphasis on independence makes the committee members express 
their opinions freely. Each Board of Directors understands how "independent, 
but the Board of directors should inform shareholders of the Board of Direc-
tors' approach to the independence of its directors and members of the audit 
committee and the criteria on which it was based. Several studies indicated 
that the independent audit committee reduces fraud and misrepresentation in 
financial reporting, which improves audit quality (e.g., Bedard et al., 2004; 
Rainsbury et al., 2009). 
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Therefore, the second study hypothesis can be formulated as follows: 

H2: Audit committee independence positively affects financial re-
porting quality through more audit quality.  

3- Frequency of Audit Committee meetings 

The activities of the Audit Committee are expressed through the number 
of meetings held by the Committee during the year, and corporate govern-
ance rules and regulations specify the minimum number of such meetings 
during the year without specifying the maximum number. Regular meetings 
by members of the Audit Committee allow for reviewing and discussing the 
information on time. It is best to schedule these meetings well before the ap-
propriate board meeting. The arrangements must correspond to the critical 
stages of financial reporting, external auditing, and internal audit cycles, 
which often means at least four meetings per year as decided by the Chairman 
of the Audit Committee. Some professionals point out that in the case of an 
annual financial report, it may be appropriate to schedule two meetings - the 
first two weeks before the report is issued to ensure sufficient time to address 
critical issues; and the second immediately before the release to review the 
final figures. Therefore, the third study hypothesis can be formulated as fol-
lows: 

H3: The frequency of audit committee meetings positively affects fi-
nancial reporting quality through audit quality.  

4- Audit Committee financial experience 

The experience of the audit committee means the extent to which there 
are members of the audit committee who have experience in the financial and 
accounting aspects. The availability of this Characteristic in the audit commit-
tee is necessary to achieve its goal, given that some of the responsibilities en-
trusted to the Committee are of a financial or accounting nature and need to 
be carried out effectively. Some suggest that every member of the audit 
committee should be financially literate - that is, he should have the ability to 
read and understand primary financial statements. According to the Saudi 
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Governance Manual, at least one member with financial and accounting ex-
perience must be among the members of the Audit Committee. The member 
may gain this experience through previous employment in finance or ac-
counting, a professional qualification in accounting, or similar experiences, 
such as being a senior employee with financial control responsibilities or an 
auditor for a listed company. The audit committee should have more than 
one person with financial experience so that the responsibility for financial 
reporting does not fall on one person. The entire audit committee is responsi-
ble for financial reporting, regardless of whether only some members have 
financial experience. Therefore, the fourth study hypothesis can be formulat-
ed as follows: 

H4: Audit Committee financial experience positively affects financial 
reporting quality through more audit quality.  

5- Audit committee members’ gender diversity  

Numerous corporate governance guides worldwide call for the inclusion 
of women in corporate strategic decision-making to enrich entities. Some 
studies have found that firms with female members are more willing and 
committed to board activities than male directors, which leads to better board 
behavior and effectiveness. Among the reasons for gender diversity in the 
Board of directors is that women are more moral and law-abiding than men. 
Thus, having women as members of the audit committee will enhance the 
quality of financial reporting. Several studies dealt with the impact of gender 
diversity in the audit committee on the quality of financial reports. Some 
studies found a positive association between gender diversity in the audit 
committee on the quality of financial reports (e.g., Gul et al., 2007; Wahid, 
2019). In contrast, some studies have found that women members in the audit 
committee negatively affect financial reports' quality (e.g., Ud Din et al., 
2021; Zalata, 2022). 
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Therefore, the study hypothesis can be formulated as follows: 

H5: Audit committee members’ gender diversity positively affects 
financial reporting quality through more audit quality.  

6- The effective audit committee  

Several studies explored the audit committee's effectiveness. The audit 
committee's effectiveness was measured by the effectiveness of one of its char-
acteristics or by creating an index of these combined characteristics (Shara-
wi,2018). Some studies have designed an index to measure the audit commit-
tee's effectiveness, such as Sharawi (2018). This index consists of characteris-
tics: the Committee's independence, its financial experience, the committee 
size, the number of its meetings, the Committee's responsibilities, and its 
submission to the Board of Directors' report. Sharawi (2018) also designed an 
index that includes six characteristics of the audit committee: committee size, 
its independence, the number of its meetings, the independence of the com-
mittee chair, the financial experience of the Committee, and gender diversity 
in the Committee. This study indicated that the effectiveness of audit com-
mittee characteristics as a whole is better than the effectiveness of each feature 
separately. Therefore, the study hypothesis can be formulated as follows: 

H6: The effective audit committee positively affects financial report-
ing quality through more audit quality.  

Figure 1: illustrates the relationship between the independent and de-
pendent variables through the median variable. 
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Figure 1: Proposed model 

4- Data Description and Methodology 

4.1 Sample selection 

The current study considers non-financial firms listed on the Saudi stock 
markets for which all data were available. The data were collected from com-
panies' financial reports provided by www.argaam.com. To be included in the 
study's final sample, a firm had to meet three main criteria: non-financial 
listed firms, access to a firm's complete eight-year annual reports from 2014 to 
2021, and access to a firm corresponding financial data for the same period. 
The criteria were set for several reasons. First, Insurance firms and banks were 
excluded because of their specific rules and regulations. Second, the most re-
cent years for which data were available. 

Panel A of Table 1 shows the sample selection over 2014-2021. The initial 
sample consists of 216 Saudi listed firms. The study excludes 45 bank and in-
surance firms, 75 firms with missing corporate governance data (audit fees and 
attributes audit committee), and 19 firms with missing key control variables, 
giving a final sample of 77 firms with 616 firm-year observations. Panel B of 
Table 1 displays that 23% of the sample is derived from the Material sector, 
followed by firms belonging to the Food sector (10.39%), the Capital goods 
sector (9.09%), etc. 

http://www.argaam/
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4.2 The study variables and the research models 

4.2.1 The study variables 

This current research investigates the mediating effect of audit quality on 
the relationship between the effective audit committee and financial reporting 
quality. The six attributes of an effective audit committee are explanatory (in-
dependent) variables. This study employs accruals quality as a proxy for fi-
nancial reporting quality regarding the dependent variable. The mediating 
variable is audit fees as a measure of audit quality. The audit fees variable is 
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transformed into a natural log to help achieve data normality. Consistent with 
the previous studies (Sharawi, 2018; Qawqzeh et al., 2021; Larasati et al., 
2019), this study controls several firms and board characteristics that might 
affect financial reporting quality. It uses board size, board ownership, firm 
size, return on assets, leverage, audit firm type, audit opinion, and industry 
type as the key control variables. Table 2 displays the variables of the current 
study and the measuring of each variable. 
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4.2.2 The research models 

The mediating role of external audit quality in the relationship between 
the effective audit committee and financial reporting quality is tested using the 
mediation procedure outlined by Baron and Kenny (1986). In the first phase, 
the mediator (AQ) is regressed on the independent variables (effective audit 
committee). In the second phase, the dependent variable (FRQ) is regressed 
on the independent variables (effective audit committee). Finally, the depend-
ent (FRQ) is regressed on the independent variables (effective audit commit-
tee) and the mediator (AQ). Therefore, the study formulates the following 
three models shown in Table 3, which display the research models: 
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Following the steps used by Baron and Kenny (1986), three conditions must 
be fulfilled to prove the existence of the mediation process: 
1- In the first regression, the independent variables (Effective AC) must sig-

nificantly predict the mediator (AQ); 
2- In the second regression, the independent variables (Effective AC) must 

significantly predict the dependent variable (FRQ) and 
3- The mediator (AQ) must significantly predict the third regression's de-

pendent variable (FRQ). 

5- Results and discussion 

5.1 Descriptive statistics 

Panel A of Table 4 summarizes the basic descriptive regression variables of 
sample firms listed on the stock exchange of Saudi Arabia for 2014 - 2021. 
The results show that FRQ that represents the accruals quality has a mean 
value of 203.05 and a standard deviation of 923.59. The results also show that 
AQ. that presents audit fees as a proxy for audit quality has a mean value of 
14.45 and a standard deviation of 5.92. On the other hand, Characteristics of 
the effective audit committee (as independent variables) the means represent 
the following values (0.59, 0.60, 0.67, 0.33, 0.34) for Ac-size, Ac-meetings, 
Ac-Indep, Ac-gender, Ac-exp) respectively and the standard deviations are 
(0.49, 0.42, 0.39, 0.32, 0.48) respectively. While the mean of the Ac-index 
represents 2.54, and the standard deviation is 1.68. 

Panel B of Table 4 displays the frequencies of the independent variables, 
which show that the effectiveness of the independence of the audit committee 
represents 67.4%, followed by the effectiveness of gender diversity among 
members of the audit committee at 66.6%. Finally, the effectiveness of finan-
cial expertise among members of the audit committee represents 65.5%. 
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5.2 Correlation analysis 

This study conducts collinearity diagnostics to ensure the lack of multicol-
linearity among the independent variables. Two tests were performed: the 
pairwise correlation matrix among the independent variables and the variance 
inflation factor (VIF). According to Kennedy (2008), if the correlation among 
the independent variables is greater than or equal to 0.80, a multicollinearity 
problem is assumed to exist. As displayed in Table 5, the Pearson correlation 
coefficients are relatively low, and there are no correlations between the vari-
ables that can reach 0.80. This indicates that multicollinearity is not a problem 
for the sample. 
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Furthermore, multicollinearity is tested by calculating the VIF. Table 5 
shows that all variables are less than 3, supporting the previous conclusion that 
there are no significant multicollinearity issues in the data. However, if this is 
greater than 3, any study must investigate this issue, while WIFs exceeding 10 
are signs of serious multicollinearity requiring correction.  

 
 

5-3 Multivariate analysis 

5-3-1 The effect of an effective audit committee on audit quality 

Table 6 shows the model results that present the effect of an effective audit 
committee (independent variables) on audit quality (mediator). Adj R2 as 
shown in Table 6 (Column1), is 25.57, and F-statistic is significant at sign. 
level 0.000. Therefore, these results indicate that all independent variables ex-
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plain 25.57% of the variance in the dependent variable, which is statistically 
significant. The results reveal that the coefficients associated with effective 
audit committee size are positive and significant (β=1.329, p<5%), implying 
that the large audit committee size enhances audit quality. Adj R2 as shown in 
Table 6 (Column 2), is 25.45, and F-statistic is 0.000. Therefore, these results 
indicate that all independent variables explain 25.45% of the variance in the 
dependent variable, which is statistically significant. The results reveal that the 
coefficients associated with the frequency of audit committee meetings are 
positive and significant (β=1.192, p<5%), implying that the repetition of 
committee meetings strengthens audit quality in monitoring and follow-up 
through the recommendations that result from these meetings. Adj R2 as 
shown in Table 6 (Column 3), is 26.17, and F-statistic is 0.000. Therefore, 
these results indicate that all independent variables explain 27.17% of the vari-
ance in the dependent variable, which is statistically significant. The results 
reveal that the coefficients associated with audit committee independence are 
positive and significant (β=2.081, p<5%), implying that increasing the number 
of independent committee members increases audit quality. R2, as shown in 
Table 6 (Column 4), is 27.37, and F-statistic is 0.000. Therefore, these results 
indicate that all independent variables explain 27.37% of the variance in the 
dependent variable, which is statistically significant. The results reveal that the 
coefficients associated with gender diversity in the audit committee are posi-
tive and significant (β=3.028, p<5%), implying that increasing the presence of 
male and female members of the audit Committee enhances the diversity of 
decisions and enhances the audit quality in its supervision and monitoring. 
Adj R2 as shown in Table 6 (Column 5), is 28.69, and F-statistic is 0.000. 
Therefore, these results indicate that all independent variables explain 28.69% 
of the variance in the dependent variable, which is statistically significant. The 
results reveal that the coefficients associated with increasing members with 
financial and accounting experience in the audit committee are positive and 
significant (β=3.208, p<5%), implying that increasing the financial and ac-
counting expertise of a large number of committee members helps the Board 
of directors to enhance its independence. Adj R2 as shown in Table 6 (Col-
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umn 6), is 27.54, and F-statistic is 0.000. Therefore, these results indicate that 
all independent variables explain 28.69% of the variance in the dependent 
variable, which is statistically significant. The results reveal that the coeffi-
cients associated with an effective audit Committee are positive and significant 
(β=0.850, p<5%), implying that the more effective the audit committee, the 
more robust the audit quality.  

 
5-3-2 The direct effect of an effective audit committee on financial 

reporting quality 

The second model tests the direct effect of an effective audit committee on 
financial reporting quality. The results reported in Table 7 (Columns 1 to 6) 
show that AC size is positively related to accruals quality (β = 6.328, p < 5%). 
This suggests that the greater the audit committee size, the higher quality fi-
nancial reporting quality. This finding aligns with (Lin et al., 2006; Kamolsa-
kulchai, 2015; Haji & Anifowose, 2016). This result indicates that many audit 
committees affect financial reporting quality. This result provides reasonable 
assurance for the requirements of the corporate governance code and stock 
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market regulations in KSA which determined such a number to be at least 
three. 

Table 7 (Column 2 to 6) indicate that AC meetings is positively related to 
accruals quality (β = 7.456, p < 5%). This suggests that the more frequent the 
audit committee meetings, the higher the financial reporting quality. This 
finding aligns with (Lin et al., 2006; Hasan et al., 2020; Hamdan, 2020). The-
se results indicate that financial reporting quality is higher at firms having ac-
tive audit committee members, as such activity provides members with suffi-
cient time to perform their duties. 

Table 7 (Column 3 to 6) indicate that AC independence is positively relat-
ed to accruals quality (β = 10.341, p < 5%). This suggests that the higher the 
number of independent audit committee members, the higher the financial 
reporting quality. This finding aligns with (Soliman & Ragab, 2014; Hasan et 
al., 2020; Hamdan, 2020). This result indicates that financial reporting quality 
is higher at firms having more independent audit committees. Such inde-
pendence provides members with the power to express their opinion, which 
will appear in the financial reporting transparency and decreased information 
asymmetry.  

Table 7 (Column 4 to 6) indicate that AC gender is positively related to 
accruals quality (β = 5.313, p < 5%). This suggests that the greater the diversi-
ty of audit committee members between males and females, the higher the 
financial reporting quality. This finding aligns with (Abbasi et al., 2020; Fer-
nández-Méndez and Pathan, 2022). This result indicates that female directors 
on the audit committee improved transparency in the financial information. 
However, improved transparency is captured by disclosing audit reports with 
uncertainties and scope limitation qualifications (Fernández-Méndez & Pa-
than, 2022). 

Table 7 (Column 5 to 6) indicate that AC financial experience is positively 
related to accruals quality (β = 5.671, p < 5%). This suggests that the more 
audit committee members with financial and accounting experience, the 
higher the financial reporting quality. This finding aligns with (Kusnadi et al., 
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2016; Hasan et al., 2020). This result indicates that financial reporting quality 
is higher at firms with more members with financial and accounting expertise, 
as such expertise helps members enhance financial reporting quality. 

Table 7 (Column 6 to 6) indicate that AC index is positively related to ac-
cruals quality (β = 2.855, p < 5%). This suggests that the higher the level of 
effectiveness of the audit committee, the higher the financial reporting quali-
ty. This result indicates that the greater the audit committee's effectiveness, 
the greater the possibility of carrying out its duties. It increases accounting in-
formation transparency and reduces information asymmetry, which improves 
the quality of financial reports. 

Regarding control variables, the results indicate no significant association 
between board size, firm size, leverage, return on assets, industry, and finan-
cial reporting when testing the effectiveness of each Characteristic of the audit 
committee. At the same time, there is a positive and significant relationship 
between return on assets, the industry, and financial reporting quality when 
there is an effective audit committee (Column 6 in Table 7). 
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5-3-3 The mediating effect of audit quality on effective audit 

committee - financial reporting quality relationship. 

Table 8 (Columns 1 to 6) reports the results of estimating Model (3) devel-
oped to capture the mediating effect of audit quality in the relationship be-
tween the effective audit committee and financial reporting quality. As high-
lighted in Column (1), the inclusion of variable audit fees in Model (3) allows 
to keep the effect of AC size on accruals quality significant but at a lower level 
than is the case in Model (2) (β = 6.212, p < 5%).  This suggests that an effec-
tive audit committee size improves the quality of financial reporting through 
higher external audit quality. As the presence of a sufficient number of mem-
bers of the Audit Committee helps it review the external auditor’s plan and 
verify its independence, which improves the quality of the audit process and 
thus improves financial reporting quality, therefore, H1 is accepted.  

The findings (Column 2) also reveal that the coefficient associated with au-
dit committee meetings (β = 7.354, p < 5%) remains positive and significant, 
but with a lower level than in Model (2). This suggests that the frequency of 
audit committee meetings improves the quality of financial reporting through 
the audit quality process. Furthermore, the audit committee meetings' effec-
tiveness helps it effectively discuss everything related to the financial reports 
and communicate on an ongoing basis with the external auditor, which im-
proves financial reporting quality. Thus, H2 is accepted. 

The findings (Column 3) present that the coefficient associated with audit 
committee independence (β = 10.246, p < 5%) remains positive and signifi-
cant, but with a lower level than in Model (2). This suggests that increasing 
the number of independent members of the Audit Committee helps express a 
view of the point on the financial statements prepared by management hon-
estly and impartially. On the other hand, it helps to independently review the 
auditor's plan and work, ultimately improving financial reporting quality. 
Thus, H3 is accepted. 

The findings (Column 4) indicate that the coefficient associated with audit 
committee diversity (β = 5.102, p < 5%) remains positive and significant, but 



 Dr. Hossam Hassan Mahmoud Al Sharawi                                                                   Effective Audit Committee and.………… 
 

 

75 
 

with a lower level than in Model (2). This suggests that increasing gender di-
versity in the audit committee in light of external audit quality helps to en-
hance financial reporting quality. Thus, H4 is accepted. 

The findings (Column 5) show that the coefficient associated with audit 
committee diversity (β = 5.474, p < 5%) remains positive and significant, but 
with a lower level than in Model (2). This suggests that increasing the number 
of Audit Committee members with financial and accounting expertise helps 
them examine financial statements before presenting them to the Board of 
Directors and expressing their opinions. On the other hand, the auditor's re-
port and his comments on the financial statements are investigated, which 
helps improve the quality of the external audit and thus enhances financial 
reporting quality. Therefore, H5 is accepted. 

The findings (Column 6) show that the coefficient associated with audit 
committee diversity (β = 2.847, p < 5%) remains positive and significant, but 
with a lower level than in Model (2). This suggests that increasing the effec-
tiveness of the audit committee leads to its coordination between all parties, 
whether with the auditor or the Board of directors, which helps in improving 
audit quality, which leads to an increase in financial reporting quality thus, H6 
is accepted 

On the other hand, Table 8 shows that Audit Committee independence 
had the most impact on financial reporting quality through a high audit quali-
ty, which adj R2 is 27.39%, followed by the frequency of Audit Committee 
meetings and then Audit Committee size, which adj R2 is 18.82% and 15.17% 
respectively. 

The results reported in Table 8 indicate that the variable audit fees allow 
keeping the effects of effective audit committee significant, but at lower levels 
than in the previous regressions, suggesting partial mediation of audit quality. 
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6- Conclusion 

The proposed study sought to answer the empirical question about the 
mediating effect of audit quality on the relationship between the effective au-
dit committee and financial reporting quality. Consistent with prior research 
such as Sharawi (2018), effective audit committees achieve better monitoring, 
produce more audit coverage, and pay higher audit fees. Larger audit com-
mittees, frequently meeting each year, composed of at least one member with 
financial expertise, comprising independent directors and composed of male 
and female, demand more significant audit efforts by engaging Big 4 auditors 
and paying higher audit fees (Goodwin et al., 2006). Therefore, as the Audit 
committee chooses the external auditor; hence, these monitoring tools may 
operate jointly to improve accruals quality and enhance financial reporting 
quality.   

The fundamental prelude of this study is that an effective audit committee 
directly affects financial reporting quality and affects financial reporting quality 
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via its effect on audit quality. In particular, the study finds that effective audit 
committees are keener on coordinating with the external auditor, nominating 
the best auditor, and recommending higher fees, which ensures an increase in 
audit quality, which leads to improving financial reporting quality. Thus, the 
audit committee as an internal mechanism for governance affects the external 
audit as an external mechanism for governance, which is due to improving 
financial reporting quality. 

This study focuses on the effectiveness of internal and external mechanisms 
in enhancing corporate governance. This research has important implications 
for regulators and policymakers to address the conflict between insiders and 
outsiders by promoting a higher standard of financial reports. The study find-
ings may be helpful to investors, aiding them in financial decision-making and 
helping all stakeholders understand and trust the fairness and quality of finan-
cial reports. In addition, it helps to understand the role that an effective audit 
committee plays in external audit quality and financial reporting quality. The 
study also contributes by bringing a new perspective on how external audit 
quality engages in monitoring by requesting financial reporting quality. 

The study has limitations as well. First, the study has focused on Saudi 
listed firms. Therefore, the findings may not generalize to non-listed firms. 
Second, the research has focused on some characteristics of audit committees 
and some proxies of measurements of external audit quality. Therefore, the 
findings may not be generalized. Future research can address whether effec-
tive risk management with higher independent committees affects external 
audit quality to improve financial reporting quality. In particular, future stud-
ies can investigate the moderating effect of the risk management committee 
on financial reporting quality.       
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