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Abstract

This study attempts to examine whether ownership of government-controlled corporations and audit committee effectiveness are related.
The population of this study is 431 listed manufactured firms in the Saudi Stock Exchange (Tadawul) for the period 2012-2019 that
published their financial and annual reports for the period 2012-2019. This population criterion is based on considerations that manufacturing
companies listed on Tadawul have publicly accessible data and they have greater obligations to implement corporate governance code. Using
the complementary hypothesis, this study predicts that there is a positive relationship between the ownership of government-controlled
companies and audit committee effectiveness. The Pooled OLS regression shows that government-controlled companies’ ownership is
positively associated with audit committee effectiveness. Our study also indicates that ownership of government-controlled companies
as a governance monitoring mechanism becomes more effective as it is combined with audit committee effectiveness which is another
governance monitoring mechanism. The results of this study provide insightful evidence to policymakers at the company and country levels

on the relationship of government-corporate ownership and audit committee effectiveness.
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1. Background of the study

An ownership structure concerns the internal organization
of a business entity and the rights and duties of the
individual holding the equitable or legal interest in that
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business. Concentrated Ownership simply refers to the case
where the majority of shares are held by few owners. Ownership
concentration is a significant internal governance mechanism
in which owners can control and influence the management of
the firm to protect their interests. In particular, the major group
of blockholders in numerous emergent economies constitutes
government-controlled companies (Haniffa et al., 20006).
A blockholder refers to an individual or organization which
owns a substantial amount of a company's shares or debt. Due
to the large number of shares held, blockholders can influence
the direction of a company through exercising its voting rights
and threats to sell their shares, negatively impacting the price.
At present, numerous domestic stock markets are extensively
and gradually integrating government-owned companies as
major players. Study findings provide evidence in support
of the notion that firms benefit from corporate ownership in
the form of limited liability for their shareholders, a perpetual
existence, and ease of transferring ownership interests (Haniffa
et al., 2006). Accordingly, domestic investors represent the
largest source of financial, technical, and organizational
resources in contrast to the contributions of foreign investors
(Fama & Jensen, 1983). Moreover, business ties, networks,
and the local government represent the most influential
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factors with regard to the monitoring roles assigned to local
investors. Government-owned companies consistently uphold
best-quality corporate governance and improved corporate
governance enhances the quality of service delivery to the
public, better growth prospects while increasing foreign
investment (Carcello et al., 2002).

For government owners safeguarding their political
interests, represents a momentous objective, which makes
it a priority to hire ethically aligned auditors to generate
financial statements (Hassan et al., 2018). Politically affiliated
companies often capitalize on their links to access cheap loans
influencing their overall capability to raise substantial capital
(Mautz & Neumann, 1977). Politically affiliated companies
rarely incur a penalty for higher borrowing costs regardless
of their poor productivity (Laksmana, 2008). Furthermore, in
emergent economies, the government’s monitoring role lacks
proper attention resulting from increased emphasis on policies
to advance social welfare objectives (Ferreira et al., 2011).

This study uses the complementary hypothesis to
explain the relationship between the government-controlled
companies and audit committee effectiveness, expecting that
government-controlled companies are interrelated with audit
committee effectiveness. According to research findings,
corporate mechanisms must be viewed as a collective entity
rather than in singularity to protect shareholder interests since
these mechanisms complement and substitute each other
during execution (Dey, 2008). There exists a gap in ongoing
research regarding the underlying factors that influence
the operations of the audit committee effectiveness which
represents an imperative component of fundamental corporate
governance practices (Greco, 2011; Braswell et al., 2012;
Astutietal., 2020; Arel et al., 2006; Aljaaidi et al., 2021; Abbott
et al., 2004). These studies were subject to several limitations.
First, they had been conducted in developing and developed
markets. Second, they reported inconclusive and conflicting
results. Third, the impact of ownership of government-
controlled companies on audit committee effectiveness was
not examined in these studies. Finally, the setting of Saudi
Arabia was ignored by these studies.

In the context of Saudi Arabia, Aljaaidi et al. (2021)
reported a significant positive association between board
activity and audit committee effectiveness score. Besides,
they reported a positive relationship between company
experience and audit committee diligence. They documented
a positive relationship between board meetings and audit
committee meeting frequency. Therefore, there is still a
need to have more empirical investigations of the issues
surrounding the audit committee’s effectiveness.

To the best of the researchers’ knowledge, there exists
paucity in empirical studies to investigate how government-
controlled corporations relate to audit committee
effectiveness. Consequently, the present study seeks to
lengthen the scope of extant research findings to recognize
the incidence of the audit committee’s effectiveness.

The remainder of the paper is organized as follows.
The next section describes the research methods. The third
section presents the results and discussions. The final section
concludes the study.

2. Research Methods

2.1. Research Design

This research’s model is a relationship study that
examines the association of the ownership of government-
controlled companies (GOVOWN) with audit committee
effectiveness (ACEF). There is one hypothesized variable,
namely; ownership of government-controlled companies,
and four control variables, namely; family ownership
(FOWN), local corporate ownership (LCOWN), board
effectiveness (BDMEET), and firm size (FSIZE).

2.2. Variable Measurement

The measurements of the dependent, hypothesized and
controlled variables are shown in the following Table 1:

Table 1: Summary of the Operationalization of the Research
Variables

Variables Acronym | Operationalization Ty[:_ae of
variable
Dependent Variable
Audit ACEF Number of d.v
committee effectiveness
effectiveness held by the audit
committee during
the year
Hypothesized variable
Government- | GOVOWN | Percentage of iv
controlled common shares
companies’ held by the
ownership government and its
agencies
Control variables
Family FOWN Percentage of iv
ownership common shares
held by the
founding family and
their relatives
Local LCOWN Percentage of iv
corporate common shares
ownership held by local
companies
Board BDMEET | Number of iv
meeting effectiveness held
during the year
Firm size FSIZE Log,, of total assets

Note: d.v — dependent variable, i.v — independent variable.
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2.3. Statistical Model

The research statistical model can be described in the
following equation:

ACEF = §,+ B, GOVOWN + 8, FOWN + 5, LCOWN

+ B, BDMEET + B, FSIZE + e @)

Where:

ACEF = Number of effectiveness held by the
audit committee during the year

GOVOWN = Percentage of common shares held by
the government and its agencies

FOWN = Percentage of common shares held by
the founding family and their relatives

LCOWN = Percentage of common shares held by
local companies

BDMEET = Number of effectiveness held during
the year

FSIZE = Log,, of total assets

e = error term.

Due to the continuous nature of the dependent variable,
Pooled Ordinary Least Square (OLS) was utilized as the
method of analysis to test the model. The pooled regression
model is one type of model that has constant coefficients,
referring to both intercepts and slopes. For this model,
researchers can pool all of the data and run an ordinary least
squares regression model.

2.4. Sampling

The population of this study is manufacturing

2.5. Method of Collecting Data

This study uses secondary data sourced from audited
financial and annual reports of manufacturing companies
listed on the Saudi Stock Exchange (Tadawul) for the period
2012-2019. A cross-sectional review of audit reports of the
sampled companies listed on Tadawul was undertaken. The
samples selected are depicted in Table 2.

To minimize the effect of the variables and to increase
the predictive ability of the model, several control variables
were included. These are family ownership, local companies’
ownership, board meetings, and firm size

3. Results

3.1. Descriptive Statistics and Correlation Analysis

The descriptive statistics are presented in Table 3,
showing the mean, standard deviation, minimum, and
maximum of each variable in the sample data set.

The results of the descriptive analysis in Table 3 show
that the mean of GOVOWN is 0.14402 and ranges from 0.00
to 0.790 with a standard deviation of 0.201765. The mean
of FOWN is 0.05395 and ranges from 0.00 to 0.725 with
a standard deviation of 0.110391. The mean of LCOWN
is 0.18604 and ranges from 0.00 to 0.880 with a standard
deviation of 0.194051. The mean of ACEF is 5 and ranges
from 2 to 12 with a standard deviation of 1.55894. The mean
of BDMEET is 5 and ranges from 2 to 22 with a standard
deviation of 2.14453. The mean of FSIZE is 13519849111
and ranges from 35461604 to 340041000000 with a standard
deviation of 45180718146.

Table 2: Sample Selection

companies listed on the Saudi Stock Exchange (Tadawul) Total
that published their financial and annual reports for the Observations
period 2012-2019. This population criterion is based on Total observations 465
considerations that manufacturing companies listed on Observations discarded (outliers, (34)
Tadawul have publicly accessible data and they have greater missing and incomplete data)
obligations to implement corporate governance code. Final sample 431
Table 3: Descriptive Statistics
Minimum Maximum Mean Std. Deviation
GOVOWN 0.00 0.790 0.14402 0.201765
FOWN 0.00 0.725 0.05395 0.110391
LCOWN 0.00 0.880 0.18604 0.194051
ACEF 2 12 5 1.55894
BDMEET 2 22 5 2.14453
FSIZE 35461604 340041000000 13519849111 45180718146
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Table 4 confirms that there is no multicollinearity
problem in this study since the correlation matrixes among
the variables do not exceed 0.90. All the variables have a
correlation of equal to or less than 0.595.

3.2. Hypothesis Testing

Pooled OLS regression was used to test the association
of the experimental variable, namely; government-controlled
companies’ ownership, and the control variables, namely;
family ownership, local companies’ ownership, board meeting,
and firm size with audit committee effectiveness. Table 5 depicts
the estimated regression coefficients for the regression model.

Table 5 shows the estimated regression coefficients for the
regression model. As shown in Table 5, the model explains
35.5% of the variation in the audit committee effectiveness.
The model is significant (¥ = 14.195 and Sign ' = 0.000). As
for testing the hypothesis which states that there is a positive
association between government-controlled companies’
ownership and audit committee effectiveness, the direction
of this relationship is positive and significant in the predicted
direction at 1% (f = 256, t = 2.679, P = 0.008, one-tailed
significance). This result is consistent with the prediction of the
complementary hypothesis. This indicates that the ownership
of government-controlled companies as a governance
monitoring mechanism becomes more effective when it is
combined with audit committee effectiveness which is another
governance monitoring mechanism. Besides, the effectiveness

Table 4: Correlation Matrix of Independent Variables

GOVOWN| FOWN |LCOWN| BDMEET| FSIZE
GOVOWN 1
FOWN —0.242** 1
LCOWN 0.110 —0.001 1
BDMEET 0.108 |-0.158**| 0.108 1
FSIZE 0.595** | -0.117 | 0.297**| 0.019 1

Table 5: Audit Committee Effectiveness Regression Model

of domestic corporate ownership as a monitoring mechanism
depends on the effectiveness of the audit committee.

4. Conclusion

The overarching aim of this study was to assess whether
the ownership of government-controlled companies impacts
the audit committee effectiveness of Saudi companies. The
result of the study reveals that the ownership of government-
controlled companies is positively associated with audit
committee effectiveness. Our study also indicates that
the ownership of government-controlled companies as a
governance monitoring mechanism becomes more effective
when it is combined with audit committee effectiveness
which is another governance monitoring mechanism.

The present study makes several important contributions.
First, the researcher employs a predictive modeling approach
to evaluate the rights of government-controlled companies
on Saudi public-listed firms’ audit committee effectiveness
using a huge sample size of corporate data spanning 8 years.
Ultimately, the present study contributes additional knowledge
to the narrow pool of documented evidence of audit committee
effectiveness in public-listed companies (Al-Daoud et al.,
2016; Beasley, 1996; Collier & Gregory, 1999; Klein, 2002;
Linetal.,2014; Owens- Jackson et al., 2009; Pucheta-Martinez
& De Fuentes, 2007; Sharma et al., 2020; Qasim, 2020;
Vafaes, 1999). Second, the present study findings support
the corresponding hypothesis through theoretical deductions.
Evidence of audit committee effectiveness represents a major
point of emphasis for government-controlled companies,
which seek to emphatically uphold good corporate
governance practices. Last, the findings of this study bestow
practical implications for the stock markets, banks, regulators,
management, and auditors by presenting an understanding
of the complementary influence of governmental ownership
on the controlling role of the audit committee, which in turn,
represents a noble corporate governance practice.

Variables Expected Sign Coef. t P> |t| Tolerance VIF
Test Variable

GOVOWN + 0.256 2.679 0.008 0.589 1.699
Control variables

FOWN -0.179 -2.295 0.024 0.884 1.132
LCOWN 0.349 4121 0.000 0.748 1.337
BDMEET 0.340 4.165 0.000 0.807 1.239
FSIZE -0.414 —4.143 0.000 0.538 1.860
F 14.195

Adjusted R? 35.5

P-value 0.000

Bold = significance at 1%, 5% and 10% (one-tailed significance).
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Our study is subject to several limitations. Our study used
only audit committee effectiveness’ numbers from annual
reports ignoring the other audit committee activities such as
the time, duration, and attendance of the effectiveness. Future
research may use other data collection instruments such as
questionnaires to collect data about the audit committee’s
effectiveness. Besides, this study used audit committee
effectiveness as a corporate governance mechanism ignoring
the other audit committee characteristics such as size,
financial expertise, and experience. Future studies may
consider these characteristics examining them in individual
or composite measurements. Furthermore, the sample size
of this study consists of manufacturing companies listed on
the Saudi Stock Exchange for the period 2012-2019. Future
research may examine a longer period of time and different
sectors and in various Gulf Cooperation Council or other
Arab countries.
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