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Audit Committees’ Oversight Role in Developing Countries: Evidence from 

Jordan 

Abstract 

Purpose – This study aims to explore the opinions of audit committee (AC) members 

on the extent to which they fulfil the oversight role vested in them by the Jordanian 

Corporate Governance Code (JCGC).  

Design/Methodology – This study uses semi-structured interviews with eighteen AC 

members. 

Findings – The findings suggest that although ACs largely meet the JCGC’s 

recommendations, their substantive oversight role in practice is limited. In particular, 

the responses indicate that ACs suffer from a lack of real power, especially concerning 

the appointment (or removal) of external auditors and the evaluation of internal control. 

Moreover, ACs have no actual role in issues deemed important for financial reporting 

quality (e.g. reviewing management estimates and evaluating CFOs and internal audit 

executives). 

Originality/value – This study provides rich insights into ACs’ oversight processes in 

a setting outside the Anglo-Saxon corporate governance model where knowledge is 

scant on the ACs’ real function. Hence, the study injects the literature with new 

qualitative-based evidence from a peculiar civil law country. Also, Jordan has spent 

time and energy trying to strengthen corporate governance practices in order to boost 

investors’ confidence. However, the interviewees’ responses indicate that the oversight 

role of the AC is still far from what the regulators anticipate. Therefore, the findings 

offer useful feedback for regulators to think more deeply about the current governance 

regulations. The feedback from this study can be extended to other developing countries 

with similar institutional environments, especially countries in the Middle East and 

North Africa (MENA).   

 

Keywords: audit committee; corporate governance code; interviews; Jordan.
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1. Introduction 

Several attempts have been made by previous studies to establish whether 

complying with corporate governance regulations leaves a substantive impact on the 

audit committee’s (AC, hereinafter) monitoring role - and consequently affects different 

corporate outputs (e.g., Abbott et al., 2004; Alzeban, 2020; Beasley et al., 2000; Vadasi 

et al., 2019). However, these studies have primarily been based upon annual reports’ 

disclosures; they thereby suffer from a tight focus on the quantitatively measurable AC 

inputs like independence, financial expertise, and the frequency of meetings. Brennan 

and Kirwan (2015) concluded that it is difficult to know whether ACs are genuinely 

active in fulfilling their duties or whether their role is a mere corporate ritual by relying 

on archival studies alone. Going beyond the archival studies is important “to ensure that 

the governance research does not suffer from the dangers of studying the appearance of 

governance, but not its substance” (McNulty et al., 2013, p. 190). This, therefore, 

warrants the need for more in-depth qualitative studies in order to capture real 

governance practices.  

The Jordanian Corporate Governance Code (JCGC, hereinafter) (which was 

introduced in 2008 on a Comply or Explain basis) stresses the importance of the AC’s 

oversight role in ensuring the integrity of financial statements. Essentially, the AC role 

covers oversight of financial reporting and external auditing. The Jordanian corporate 

governance framework mirrors the models in developed countries without considering 

the socio-cultural peculiarities of the Jordanian environment. For example, the 

recommendations of the JCGC (2008) regarding AC’s composition and function are 

largely similar to the recommendations of the Cadbury Report (1992) and the UK 

Combined Code (2003). On the one hand, using a corporate governance code that was 

introduced in a developed country might hamper its effectiveness when applying it in a 

developing country due to different legal, social and ownership factors. On the other 

hand, a high-quality governance framework might be equally, if not more, important in 

countries that are attempting to gain credibility among investors, to develop their capital 

markets, and to sustain long-term economic growth (OECD, 2004).  

This study aims to explore the opinions of AC members in Jordan concerning 

their oversight role and responsibilities as assigned by the JCGC. The study focuses on 
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AC authority including AC’s areas of involvement and the relationship with the external 

auditors. This will shed light on the AC’s real practices and on the extent to which AC 

members think that the JCGC’s recommendations in this regard ensure a substantive 

monitoring role for ACs, as anticipated by the regulators. This means that, given that 

the JCGC (like most of the corporate governance codes in the MENA) mirrors the 

developed countries’ governance framework (Piesse et al., 2012), there is a motive to 

know the extent to which ACs actively work in such a developing country, which is 

attempting hard to gain credibility among investors and to develop its capital market, 

but at the same time, has different legal and social systems from those in the developed 

countries. 

The evidence concerning the AC processes, in practice, is still limited and 

mainly came from the developed countries (Beasley et al., 2009; Cohen et al., 2002; 

Cohen et al., 2013; Fiolleau et al., 2019; Gendron et al., 2004; Turley and Zaman, 2007; 

Compernelle, 2018). This study differentiates itself in the following ways: first, these 

studies are conducted in developed markets, thereby leaving uncertainties regarding the 

practices of ACs in the developing markets (i.e. the applicability of the conclusions of 

such studies in developing countries is questionable due to varying contextual factors 

pertaining to research settings). These uncertainties came from the difference in the 

institutional characteristics of the developing countries (Jordan, in particular) such as 

low litigation risk against auditors; the lack of disciplinary actions against ACs (i.e. the 

legal consequences of wrongdoing might not be a major concern); lower disclosure 

requirements; and ownership concentration. Second, those studies have different scope 

and aims compared to this study (as detailed in the literature review section).     

This study uses semi-structured interviews with eighteen AC members in 

Jordanian public companies. The responses suggest that the ACs in Jordan largely meet 

the JCGC’s requirements (especially with regard to reviewing the financial statements 

and accounting policies, the recommendation role to appoint and change external 

auditor, and the recommendation of audit fees). However, the responses indicate that 

ACs suffer from a lack of real power, especially with regard to their oversight on 

external auditors and internal control. Also, the main areas of ACs’ involvement are 

thin compared with the extensive responsibilities of ACs in developed countries. For 

example, ACs in Jordan do not have an actual role in issues deemed important for the 
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integrity of financial reporting such as monitoring compliance with the relevant 

regulations, reviewing financial risk, reviewing management estimates (e.g. concerning 

doubtful debt or allowances) and evaluating CFOs and internal audit officers. 

This study contributes to literature and regulators in the following ways: as the 

focus of the qualitative governance literature is on Anglo-Saxon public companies, 

exploring the on-the-ground AC practices in a peculiar context like Jordan can help 

scholars to gain a better understanding of this phenomenon in developing countries and 

to extend the outcomes of previous studies. Piesse et al. (2012) concluded that although 

there is growing interest in the study of international comparative corporate governance, 

the MENA region remains one of the few areas in which corporate governance research 

is still underdeveloped. Therefore, this study injects the literature with new qualitative-

based evidence from a civil law country characterized by a developing financial market, 

a family business concentration, weak investor protection and low litigation risk. In the 

same vein, this study contributes to improving the current imbalance (i.e. gap) between 

qualitative and quantitative studies on ACs, and between the number of studies in 

developed countries and those in their developing counterparts.  

The findings of this study offer evidence that the oversight role of the AC is still 

far from what the policy-makers anticipate, i.e. this evidence questions the effectiveness 

of the current JCGC’s recommendations in promoting the AC’s monitoring role. 

Therefore, this study provides useful feedback to policy-makers and could be a valuable 

input to assess current regulations and to be considered in future governance reform. 

Also, the study has implications for policy-makers, suggesting that they give due 

consideration to the peculiarities of the local environment before adopting off-the-shelf 

governance practices. Finally, the feedback from this study can also apply to other 

countries that have similar contextual factors to those in Jordan, especially countries in 

the MENA region that share a common culture, language, ownership structure, family 

traditions and, to a large extent, similar governance regulations. 

The paper is structured as follows. Section 2 discusses the Jordanian context. 

Section 3 presents the literature review. Section 4 describes the methodological 

framework. Findings and discussion are presented in section 5, and section 6 presents 

the conclusion. 
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2. Jordanian Background: An Overview  

Jordan is a recently founded state, which was established after the First World 

War in 1921 and remained as a British colony until 1946. Jordan has limited natural 

resources and the economy is not fully independent. Jordan's economic resources 

heavily depend on foreign aid, overseas remittances, tourism and exports. The 

Jordanian economy was significantly affected by the Arab–Israel conflict from 

independence in 1946 until the date of the Jordan–Israel Peace Treaty in 1994. The 

Amman Financial Market (AFM) was established in 1976 (currently named the Amman 

Stock Exchange). Two key factors led to establishing the financial market, namely (i) 

the significant movement of businesses from Lebanon due to the Lebanese civil war in 

the 1970s, and (ii) the enactment of the Investment Law in 1972 which facilitated 

foreign investment. 

In the early 1990s, Jordan, with the help of the International Monetary Fund, 

launched a privatization program aimed at improving the efficiency and 

competitiveness of business entities and attracting more investments by opening up the 

markets and abolishing the state monopoly (Alhababsah, 2019). Since then, Jordan has 

maintained a continuing interest in promoting corporate governance practices. McGee 

(2009) argued that a sound corporate governance system helps in increasing a 

company’s share price and makes it easier for a company to obtain capital. Therefore, 

investors are less inclined to invest in companies that do not apply good corporate 

governance practices (McGee, 2009). Hence, a number of regulations have been 

introduced in the 2000s to create a proper environment to further attract investors and 

strengthen the financial market through long-term investment, e.g. The Securities Law 

(2002), The Revised Company Law (2006), The Investment Law (2003), The Economic 

Development Project Law (2008) and The Jordanian Corporate Governance Code 

(2008).  

The JCGC (2008) has put many responsibilities on the shoulders of the AC, as 

a key corporate governance mechanism, to ensure the credibility of financial statements. 

In particular, the role of the AC covers monitoring of accounting system, risk 

management system, and internal control. It also includes the AC’s relationship with 

external auditors, e.g. it recommends the appointment, re-appointment and removal of 
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the auditor, recommends audit fees, and ensures auditor independence. However, 

corporate governance mechanisms still lack the necessary regulatory control; for 

example, there is no code of conduct for AC members, or strong provisions to control 

their behaviour (Alzoubi, 2019). 

Moreover, investors in Jordan do not normally issue complaints against auditors, 

so lawsuits against them are uncommon (Alhababsah and Yekini, 2021). In such a 

context where the litigation risk is low, external auditors have weak incentives to 

achieve high audit quality (Francis, 2006) and are more likely to behave 

opportunistically themselves in order to retain and attract clients. This situation 

increases the importance of effective ACs to ensure that the external auditors are 

discovering and reporting management misbehaviour, thereby delivering high audit 

quality.  

Unlike most other countries in the region, Jordan is characterized by political 

stability and a relatively developed financial market. This makes Jordan an attractive 

place for foreign investments. For example, recently many foreign investments have 

been shifted to Jordan from several neighbouring countries that have experienced 

political instability (like Lebanon and Iraq) and political revolutions during the so-

called “Arab Spring” (like Egypt, Syria, Libya and Tunisia). These events also further 

raised the importance of effective corporate governance practices as a means of 

boosting investors’ confidence in the Jordanian financial market.  

3. Literature Review 

The AC is essential in strengthening the corporate governance system (Alleyne 

et al., 2006; Myers and Ziegenfuss, 2006; Chaudhry et al., 2020) and increasing 

financial reporting integrity (Elsayed, 2011; Alhababsah and Alhaj-Ismail, 2021; 

Nelson and Devi, 2013). If the AC is effective, not only will the management be less 

aggressive, but also the auditor will deliver high audit quality to satisfy the AC’s 

demand. Moreover, the AC plays an important role in mediating management–auditor 

disputes (Tanyi and Smith 2015). An AC’s failure to intervene in such a dispute allows 

management to exert undue pressure on auditors. DeZoort and Salterio (2001) argue 

that in a management–auditor dispute situation, independent AC members are more 
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likely to understand the risks the auditor is taking in confronting management and, 

therefore, more likely to understand and sympathize with the auditor’s position. 

The literature in the area of AC suffers from a tight focus on secondary data (e.g. 

ahdal and Hashim, 2021; Abbott et al., 2004; Abdeljawad et al., 2020; Boo and Sharma, 

2008; Alzeban, 2020; Oussii and Klibi, 2020). These studies generally find that 

independence, financial expertise, size and frequency of meetings (AC inputs) have a 

positive impact on different outputs, e.g. financial reporting and auditing quality. 

However, a number of corporate failures and financial scandals have taken place despite 

full compliance with the governance requirements.   

The processes or real practices used by an AC when fulfilling their monitoring 

responsibilities have been largely unexamined, particularly in developing countries. 

There are a limited number of studies that examine AC processes in practice, and these 

studies are centred on developed countries (Beasley et al., 2009; Cohen et al., 2002; 

Cohen et al., 2013; Compernolle and Richard, 2017; Fiolleau et al., 2019; Gendron et 

al., 2004; Gendron and Bédard, 2006; Spira, 1999; Turley and Zaman, 2007). Beasley 

et al. (2009) provide extensive evidence about the AC process, obtained through 

interviews of forty-two members serving on U.S. public company ACs. Their main 

research question was: “Do audit committees appear to provide substantive oversight 

of financial reporting, or do they appear to be primarily ceremonial bodies designed to 

create legitimacy?”. Consistent with the agency theory proposition, the finding 

indicates that most of the AC members are committed to substantive monitoring of 

financial reporting, i.e. ACs, generally, provide effective monitoring of financial 

reporting and seek to avoid serving on a ceremonial AC.  

Also, although Cohen et al. (2002) concluded that auditors generally found ACs 

to be ineffective in monitoring the financial reporting process, Cohen et al. (2010) 

reported a different view about the effectiveness of ACs after SOX. In particular, Cohen 

et al. (2010, p. 752) investigated the experiences of auditors in their interactions with 

the AC, board, and internal auditors in the post-SOX environment. Based on interviews 

of thirty-eight auditors, the results indicate that the “corporate governance environment 

has improved considerably in the post-SOX era with ACs that are substantially more 

active, diligent, knowledgeable, and powerful”. However, auditors often found that 
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ACs are not active enough in resolving auditor–management disputes, and noted that it 

is management, not ACs, that has the significant influence in the decision to appoint or 

remove an auditor. 

As a response to a call from Cohen et al. (2010), Cohen et al. (2013) interviewed 

twenty-two US directors to obtain insights on the effectiveness of the SOX in promoting 

high-quality financial reporting. An overwhelming majority of the participants consider 

that SOX has enhanced the quality of financial reporting, i.e. their conclusion indicates 

that the AC has assumed the monitoring role vested in it by SOX. However, the study 

highlighted that management is still actively involved in managing the auditor 

appointment/termination process. 

In order to examine the interaction of the AC with board members and 

individuals from financial reporting and internal audit functions as well the external 

auditor, Turley and Zaman (2007) interviewed nine individuals including the AC chair, 

internal and external auditors, and management at one UK company (case study 

approach). They found informal meetings involving the AC chairperson are vital to AC 

effectiveness as such meetings encourage a proper climate for raising concerns 

informally and “bouncing off” matters of interest. Based on interviews conducted with 

AC members and auditors in the UK, Sulaiman (2017) concurred with this evidence 

and showed that the effectiveness of the oversight roles of the AC is mainly affected by 

the quality of the relationship between AC and auditor. In particular, she finds that 

informal communication between AC and auditor (e.g. informal meetings and 

telephone conversations) helps them in raising and discussing important matters such 

as those regarding the cooperation and integrity of the management, or in discussing 

sensitive issues that cannot be discussed during the formal meetings. 

Fiolleau et al. (2019) investigated the effect of the AC’s oversight approach on 

the content of auditors’ communications to the AC concerning significant accounting 

matters that are resolved with management. Using an experiment and interviews, the 

findings support the notion that auditors use the AC’s oversight approach as a cue for 

the level of detail in their communications that is necessary to provide the AC comfort 

and thereby secure its approval. Furthermore, the interview of nine audit partners 

indicated that they tailor their communications to the AC based on the AC’s accounting 
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and industry expertise, the AC chair’s preferred style of communication, and their prior 

interactions with the AC.  

Moreover, Sallah and Stewart (2012) brought evidence from Malaysia 

concerning the role of the AC in resolving auditor–client disagreements. The study 

indicated that the AC plays an effective mediating role to resolve auditor–client disputes. 

Mediation techniques used by the AC include controlling the agenda, gathering 

information, advising and solving problems. The authors explained that the active role 

of the AC in this regard is mainly due to the culture of Malaysia wherein third-party 

mediation is a common tactic used in society to solve disputes. In a more recent study 

from Malaysia, Sulaiman and Yasin (2021) looked at the source of the AC’s power, and 

how such power is leveraged through various behavioural tactics. They reported that 

the AC’s structural power is derived from its formal and network position in the 

organization. In particular, the AC uses its personal power base to develop trusting 

relationships and to promote the exchange of information with other key corporate 

governance actors in the network position.  

In addition to the different contexts in which the above studies were carried out, 

the aim and scope of these studies are different from this study, as follows: Compernelle 

and Richard (2018) focused on the power of the AC chairperson and how this power 

affects the dynamics of the AC process. Turley and Zaman (2007) used a case study 

approach from one UK company to examine the informal processes and interactions 

between AC, individuals from financial reporting and internal audit functions and the 

external auditors. Cohen et al. (2013) examined directors’ experiences in the US 

concerning the effectiveness of the SOX regulations. The central issue is how public 

corporations have responded to the SOX in the five years following its implementation. 

Gendron et al. (2004) studied the activities in AC meetings for three Canadian public 

companies in 2000 and 2001. Compernelle (2018) and Fiolleau et al. (2019) examined 

the communication between AC and external auditors but they analysed the AC process 

from the external auditors’ point of view. Although Sallah and Stewart (2012) 

considered a developing country (Malaysia), the focus of the study is on the role of the 

AC in resolving auditor–client disputes. 
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A number of archival studies from Jordan (e.g. Alhababsah and Yekini, 2021; 

Alzoubi, 2019) and other MENA countries (e.g. Bin-Ghanem and Ariff, 2016; Jizi and 

Nehme, 2018; Khlif and Samaha, 2016; Nasr and Ntim, 2018) showed that complying 

with a corporate governance code has a positive impact on the AC’s monitoring role. 

The findings of these studies are consistent with the agency theory proposition in terms 

of the ability of ACs to exert effective monitoring on financial reporting and executive 

management. However, such findings raise a key question on whether agency theory 

(which is originated in the western countries to deal with dispersed ownership) is really 

applicable in such developing countries that are characterized by ownership 

concentration, low litigation risk and weak investor protection. For example, how 

significant is the AC’s oversight role in dealing with financial reporting and auditing 

issues in a context where external corporate governance mechanisms are weak, and 

where most of the decisions are in the hands of the controlling owners? This argument 

further strengthens the motivation of this study to elicit the directors’ real experience 

concerning the extent to which they think that ACs genuinely have a substantive 

monitoring role. Hence, the study draws the following research question:  

RQ: To what extent does the AC in Jordan fulfil the oversight role vested in it 

by the Jordanian Corporate Governance Code (JCGC)? 

4. Methodology 

Consistent with previous studies (Beasley et al., 2009; Clune et al., 2019; Cohen 

et al., 2013; Dodgson et al., 2019), a semi-structured interview approach is employed 

to address the research question. The semi-structured interview is very helpful to find 

out what is happening in a particular setting and to seek detailed insights (Malsch and 

Salterio, 2015). Selecting a research approach involves a trade-off between 

generalizability and understandability (Gendron et al., 2004). Given that the AC’s 

process cannot be externally observed, this research approach allows for a greater 

understanding of the AC’s process within the social and institutional arrangements in 

which they operate (Sulaiman and Yasin (2021). So, although this method typically 

used a small sample size which, therefore, limits the generalizability, this study is 

interested in this method due to the lack of knowledge about concrete practices of ACs 
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especially in developing countries (i.e. the focus is on the in-depth understanding, rather 

than the scope, in order to gather data relevant to our research question).   

This study is based on semi-structured interviews with eighteen directors 

currently serving on public company ACs (Appendix 1 presents background 

information on the participants). The voluntary participation of those directors was 

sought through personal and professional contacts 1 . All participants are located in 

Amman (because the headquarters of all listed companies are based in Amman) and all 

interviews were conducted in person. The interviews were conducted over six weeks 

between 17th April and 28th May 2019, and lasted 55 minutes on average, with the 

shortest interview being 40 minutes and the longest 85 minutes. Interviews were 

recorded for subsequent transcription.  

An interview instrument containing main themes was developed. These themes 

were designed around the key AC oversight areas which are consistent with the JCGC’s 

recommendations. Assistance has also been obtained from the relevant literature (e.g., 

Cohen et al., 2013, Beasley et al., 2009) in order to design the interview questions. The 

interview protocol covers questions regarding the AC’s oversight role over financial 

reporting, monitoring internal control systems, reviewing and approving the 

appointment and removal of the external auditor, reviewing the independence of the 

external auditor, and reviewing audit fee and types and fees for non-audit services (NAS) 

provided by external auditors. Further questions followed concerning AC meetings 

(Appendix 2 shows the interview guide). In addition to the key/initial questions, probes 

were used to follow up initial responses and obtain greater detail from the participants 

(King, 2004).  

Each interview started by thanking the participant, describing the objective of 

the study and emphasizing the confidentiality of responses and the anonymity of 

respondents. The participants were asked to sign an informed consent form before 

starting the interview, and also asked for permission to record the interview. The 

participants were given the opportunity to have a look at their transcript to verify its 

 

1 As the research uses human subjects, it has received an appropriate ethical approval from author 

institution. 



12 

 

accuracy and to make changes should they feel necessary. Subsequently, the interview 

transcripts were analysed to identify and summarize the main themes discussed by the 

participants. Thematic analysis (Miles et al., 1994) was carried out in which significant 

words or phrases in the transcript were highlighted and then sorted into categories on 

the basis of similarity.  

5. Findings and Discussion 

As the focus of this study is on the AC’s oversight role, the participants were 

asked to identify the main responsibilities they actually undertake in the course of their 

duties (Table 1). Further relevant inquiries following the main question (based on the 

listed responsibilities) were also made. First of all, it can be noted that all directors 

stated that they review periodic financial statements and make recommendations to the 

board of directors accordingly, suggesting that their role in this regard is a confirmatory 

role:   

“The AC receives semi-annual or annual financial statements from management 

and review them before sending them to the board of directors. The AC mainly 

makes recommendations to the board of directors if there are serious issues, e.g. 

significant amendments occurred to the financial statements due to the auditing 

process.” (Participant 3). 

“We (the AC team) rely on the external auditor in terms of preparing accurate and 

fair accounts. The AC role is to confirm these accounts.” (Participant 9). 

[Table 1 near here] 

Similarly, with regards to accounting policies, the participants indicated that 

they do not have an actual role in setting or amending accounting policies, indicating 

the weak role of ACs in this regard. While some participants indicated no role in 

reviewing accounting policies, the majority of them (72%) indicated that their role in 

this regard is to review the existing policies and make recommendations to the board of 

directors:  

“Our role as an AC is reviewing accounting policies without authority to set 

policies or even make changes… if there is any irregular or irrelevant accounting 
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policy, we have to make recommendations to the board of directors.” (Participant 

8). 

Another similar view:  

“The AC does not have a role in setting accounting policies. The AC rather 

confirms the policies in place. If there is a problem, the AC usually seeks the 

opinion of the external auditor…. The board of directors discusses such an issue 

with management.” (Participant 17). 

Although several governance regulations assign the responsibility of the 

appointment and compensation of external auditors to ACs (e.g. SOX, Section 301), 

the Jordanian Company Act (2002) gives the authority to shareholders to do so. The 

role of the AC as stated in the JCCG is to provide recommendations to the shareholders 

(concerning auditor’s appointment, reappointment and dismissal, and audit fees) to vote 

on and approve. Despite this, only fourteen participants (78%) said that they make such 

recommendations. Five of those fourteen participants (36%) pointed out that their 

“recommendations for auditor’s appointment or audit fees are not always considered” 

(Participant 9), mostly because the chairman or the CEO wants to appoint a particular 

auditor, suggesting that their recommendations are a routine process. Similarly, other 

participants pointed out that they do not have a role in this area “because the CFO makes 

contact and negotiates with the external auditor and sends their recommendation to the 

board of directors” (Participant 17). This evidence is different from Beasley et al. (2009) 

and Cohen et al. (2013). While Beasley et al. (2009) concluded that ACs play an 

important role in auditors’ appointment, Cohen et al. (2013) showed that management 

is the key driver of this process.  

Consistent with agency theory, internal control is considered as one of the key 

governance mechanisms designed to protect shareholders’ interests especially in 

developing markets (Marx and Voogt, 2010). In this regard, ACs are expected to play 

an important role in evaluating and supervising internal control procedures to ensure 

their effectiveness (Agyei-Mensah, 2016; Krishnan, 2005; Koutoupis et al., 2018). 

Thus, effective monitoring and reviewing of the internal control system by ACs 

enhances their understanding of the firm’s operations (Zain and Subramaniam, 2007), 

and therefore increases the chance of discovering misstatements or earnings 
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management acts (Alzeban, 2019). Cohen et al. (2013) found that the internal audit 

function has been strengthened after SOX and has become more independent and 

powerful. However, although the JCGC highlights the importance of internal control 

and added it to the AC’s agendas, most of the participants mentioned that they have 

nothing to do with internal control as “internal control is completely monitored by 

management” (Participant 16).   

Also, some directors pointed out that the internal control report is not 

appropriately prepared and sometimes is not prepared at all. One of the directors 

mentioned:  

“The AC does not prepare or review internal control reports appropriately, and 

most of the time does not do this job at all.” (Participant 9). 

Similarly, other respondents said: 

“The internal audit report doesn’t come directly to the AC. Theoretically, the 

report should be sent directly to the AC, but it goes first to management.… 

Actually, the management has the dominant role in the appointments of the 

internal audit team.” (Participant 17). 

“Internal control is run entirely by management. Here in [X] company, we have a 

small internal control unit with no clear segregation of duties and a lack of 

qualified staff.” (Participant 16). 

These responses concerning the lack of monitoring of internal control is 

consistent with institutional theory which predicts that ACs formally focus on a 

“checklist” approach to internal controls, rather than getting at the substance of whether 

controls are effective and not being overridden by management (Cohen et al., 2008). 

This result is inconsistent with Turley and Zaman (2004), who appreciated the effective 

role played by the AC in the internal audit function and stated that ACs can set a “tone” 

to ensure that the internal audit has a certain influence in the organization.  

Although other areas of involvement (such as reviewing the audit plan, 

reviewing the correspondence between auditor and management, reviewing risk, 
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reviewing the external auditor’s evaluation of internal control and monitoring 

compliance with regulations) are deemed as essential parts of AC responsibilities, they 

were given minimal attention by the participants. The responses indicated that there is 

not enough delegation of authority from the board of directors concerning checking 

compliance with regulations, and concerning monitoring financial risk (as well as other 

types of risk). They also indicated they check the audit plan in the preliminary meeting 

at the beginning of the financial year without following this up. 

Moreover, the JCGC recommends that AC members should be in contact with 

external auditors regularly to be updated about all issues that are related to auditing 

work. So, the participants were asked questions about particular roles related to their 

relationship with external auditors, e.g. meetings, the role of the AC in ensuring auditor 

independence, approving non-audit services, informal communication with the external 

auditor. Regarding the meeting with the external auditor, most of the participants (89%) 

mentioned that they “meet with the external auditor during the usual AC meeting, and 

there are no particular meetings that happen outside the formal meetings” (Participant 

12). Another participant also said: 

“Meeting without the attendance of executive management is important but 

currently does not happen.” (Participant 1). 

Only two participants (11%) indicated that they arrange meetings with the 

external auditor without management presence, and even in those cases it happens 

irregularly:  

“The AC has to meet with the external auditor once a year as required by the 

regulations. In this meeting, we discuss usual audit issues, e.g. key audit findings 

and other matters, to enable the auditor to understand the business of the audit 

client, and to get answers to our questions where needed. I do not see more 

meetings with auditors to be useful because the auditor attends most of the AC 

meetings where we ask him questions or seek clarification.” (Participant 11). 

In the same regard, informal meetings between AC and external auditors assist 

in encouraging a productive climate that is conducive to raising concerns informally 

and “bouncing off” matters of interest (Turley and Zaman, 2007). In responding to the 
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question of whether members of the AC hold informal meetings with external auditors, 

the interviewees deny the existence of such meetings.  

While the level of communication between AC and external auditor is crucial 

for audit quality (Cohen et al., 2007), this evidence indicates that ACs in Jordan do not 

promote appropriate communication with the external auditor. This could be because 

the external auditors have a direct relationship with management (especially in cases 

where the management has a role in appointing the auditors) and/or because their 

meetings with the AC can be generally described as routine meetings.  

Ensuring auditor independence is one of the main responsibilities assigned to 

the AC. Concerning the procedure employed by the AC to ensure auditor independence, 

some participants (36%) pointed out they are interested in ensuring auditor 

independence and they do their best to ensure that there is no conflict of interest, ensure 

auditor rotation, and investigate any suspicious relationship. However, the responses 

from the majority of the participants indicate the lack of genuine steps taken in this 

regard.  

“…The management - particularly the finance department - has the dominant role 

in selecting the external auditor, which therefore puts a big question mark on 

auditor independence.” (Participant 17). 

“To be honest, it is difficult to control this issue in Jordan. The AC checks whether 

the external auditor is independent by making sure there is no personal, family or 

business relationship with the company. However, the auditor may appear as 

independent, but in practice might not be.” (Participant 10). 

Surprisingly, it is the audit firm that has a strict policy to ensure auditor 

independence, not the client: 

“There is no clear procedure to ensure auditor independence. If the auditor is one 

of the Big 4 affiliates, they make sure that the assigned auditor is fully independent 

and there is no conflict of interest. Also, they force the client to rotate the auditor 

every four years. Big 4 affiliates do this to maintain their reputation and avoid any 

problem that leads to their license being withdrawn (by the mother big-4 firm). 
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Other local auditors do not care about independence or rotation and could 

continue with the client for more than ten years.” (Participant 7). 

“External auditors are mandated by their office’s policy to disclose, on an annual 

basis, all information or relevant issues that could affect their independence. The 

AC does not do any further screening unless there is an obvious violation of 

auditor independence.” (Participant 8). 

Providing NAS is also an important issue linked to auditor independence owing 

to the potential economic bond between auditors and their clients. Although some 

previous studies argue that providing NAS contemporaneously with the statutory audit 

by the same provider has a positive effect (Beck and Wu, 2006) or no effect on audit 

quality (Asbaugh et al., 2003), the wide range of governance regulations and literature 

across the world indicate that this would impair auditor independence (Krishnamurthy 

et al., 2006). According to the instructions issued by the Jordanian Association of 

Certified Public Accountants (2006), it is not allowed for an external audit provider to 

offer contemporaneously any other services such as a bookkeeping service, liquidation 

consultation service or designing internal control systems. However, some companies 

still receive one or more of these NAS from the same external auditors. Most of the 

participants mentioned that they accept other services or consultations from the external 

audit provider: 

“It depends on the type of service or consultation we need. We select the most 

experienced provider regardless of being the same auditor or not.” (Participant 

6). 

“The AC reviews the NAS provided by the auditor on individual bases... we rely 

on our perception of the potential impact of such a service on auditor 

independence. So in principle, the AC accepts NAS from the same auditor, except 

internal audit consultation because this clearly compromises auditor 

independence.” (Participant 5). 

It seems from the responses that ACs focus on the quality of service provided 

and pays less attention to the impact of NAS on auditor independence. As highlighted 

in an earlier response, ACs rely more on the audit firm to ensure auditor independence. 
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This finding is consistent with Beasley et al. (2009) which reported that 90% of the 

participants indicated that their companies purchase NAS from the same statutory audit 

provider. 

Furthermore, the responses suggest that ACs generally do not get involved in 

resolving management–auditor disputes. They indicated that they are not aware of any 

dispute that happened which required them to intervene. The dispute might be resolved 

with the management team without a need to escalate it to the AC (Beattie et al., 2011). 

However, one participant mentioned that the AC was involved in such an issue when it 

was a material issue: 

“This is uncommon; I remember two years ago, the AC helped in solving a dispute 

which had taken place [between the external auditor and the management]. The 

management was not happy about the disclosure of reserves figures and they 

argued that this would badly affect the stock price when the annual report was 

released. The AC had listened to the argument from both sides and – as mediators 

– we reached a compromise.” (Participants 6). 

This evidence is consistent with Cohen et al. (2002) and Gendron and Bedard 

(2006) which concluded that ACs are not involved in resolving auditor–management 

disputes. However, their results are based on pre-SOX data. Gibbins et al. (2007) also 

found that the involvement of ACs in such disputes is limited. In later studies, Cohen 

et al. (2010) and Cohen et al. (2013) found that there is still a variation concerning the 

nature and the role of the AC in solving such disputes, which is justified by the 

ambiguity of the regulations. Sallah and Stewart (2012) found that the AC plays an 

effective role in resolving auditor–client disputes, which is largely owing to the culture 

of Malaysia wherein a third-party mediation is a common tactic used in that society to 

solve disputes. Consistent with the above quote, Sallah and Stewart (2012) found that 

the mediating role of the AC becomes more obvious when the issue is material and 

cannot be resolved between the auditor and management. 

Furthermore, the frequency of AC meetings has been considered by corporate 

governance regulations (Cadbury Report, 1992; SOX, 2002; JCGC, 2008) and by 

literature (Zaman et al., 2011; Lee and Fargher, 2017; Lee and Mande, 2005) as an 

indication of AC diligence. Consistent with the agency theory proposition, this 



19 

 

consideration given to AC meetings is based on the notion that more meetings help ACs 

to be up to date on current auditing issues and to be proactive and more diligent in the 

discharge of their oversight duties.  

The responses from all interviewees indicated that they meet four times a year, 

except two directors who indicated that they only met twice in the entire financial year, 

and all meetings are held face to face. The majority (67%) indicated that their meetings 

last, on average, two hours. Four participants (22%) mentioned that they finish their 

meeting, on average, in 75 minutes. Two participants (11%) indicated that the meeting 

duration is about 3 hours. Four meetings a year (with the maximum duration of the 

majority of the meetings being 2 hours) appears limited compared with developed 

countries, e.g. Beasley et al. (2009) show that ACs meet, on average, ten times a year 

and for up to 5 hours (3 hours each on average). This response (coupled with the lack 

of informal meetings as mentioned below) indicates that ACs in Jordan might run 

meetings to meet the minimum requirements of the code, and/or might run fewer 

meetings due to the absence of real demand to run more frequent meetings (given the 

limited items on their agenda, as mentioned earlier). This finding is inconsistent with 

previous studies (Beasley et al., 2009; Cohen et al., 2002; Cohen et al., 2013; Gendron 

et al., 2004; Gendron and Bédard, 2006), and it largely reflects the formality of the 

meeting more than its substantive monitoring role.  

Informal processes of communication are critical to understanding the roles 

played by the AC, and failure to recognize these processes may limit our understanding 

of how governance is achieved (Turley and Zaman, 2007). To obtain practical evidence 

from Jordan concerning this issue, the participants have been asked whether they meet 

informally between meetings. However, their answers focus only on formal meetings 

with no indication of the informal ones: 

“The AC meets in a pre-defined time throughout the year, typically every three 

months to discuss the quarterly-released accounts which is the dominant duty for 

us.” (Participant 11).  

This response is inconsistent with Beasley et al. (2009), Gendron and Bédard 

(2006), Spira (2002), and Turley and Zaman (2007), in which the interviewees 

highlighted the importance of AC activities taking place outside the formal meetings in 
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fostering AC effectiveness (ACs in the US as per Beasley et al. [2009] have daily 

informal communication, on average).  

In terms of attendance, it has been understood from the participants that 

directors generally committed to attendance. However, the problem mentioned is not 

about the attendance but rather is about the tangible impact of the attendees:  

“Some directors attend the meetings but with no valuable contribution to the 

discussion… Directors are motivated by the compensation they obtain, which is 

considered based on the number of meetings attended.” (Participant 4).  

Importantly, while few respondents (11%) prefer more than four meetings in a 

year as this “allows more time to discuss a wide range of auditing issues and to be aware 

of as many details as possible” (Participant 15), most of the interviewees do not agree 

on this and refused the link between the number of meetings and AC effectiveness. This 

view is consistent with previous studies that reported more meetings could be 

unnecessary and futile (Cohen et al., 2008). Similarly, Vafeas (1999) indicates that the 

frequency of meetings is not necessarily an indication of diligence, it might merely be 

a routine behaviour, i.e. “form over substance” as explained by institutional theory. One 

of the participants stated: 

“More meetings are not an indication of effectiveness; it is rather an indication of 

ineffectiveness. Sometimes meetings are run without important or relevant 

agenda.” (Participant 13). 

Another participant highlighted the importance of what is going on in the 

meeting (e.g. nature and depth of the discussions inside the meeting) rather than the 

frequency of meetings:  

“The nature and dynamics of the discussions in the meeting are extremely 

important. Attention should be given to what’s going on in the meeting rather than 

how many meetings. From my experience, the important issues are discussed and 

finished in almost half of the meeting’s time and the rest of the time is spent on 

marginal or even irrelevant issues.” (Participant 15). 
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Thus, although ACs in Jordan comply with the JCGC’s requirements regarding 

the frequency of meetings, it is clear that this does not necessarily indicate AC 

effectiveness. Other dimensions are of importance, rather than the focus on the number 

of meetings; namely: informal meetings, meeting duration, and the dynamic of the 

meeting.  

In summary, the actual role and responsibility of ACs, as stated by the 

participants, indicated that ACs suffer from a lack of true authority. ACs in Jordan do 

a routine check of the periodic financial statement and recommend it to the board of 

directors. Shareholders have the final decision on auditors’ appointment and removal 

and audit fees. The role of ACs is offering recommendations about these matters, and 

yet these recommendations have not always been considered. It is obvious that ACs do 

not have an effective role in ensuring auditor independence, promoting effective 

communication with the external auditor, or being effectively involved in resolving 

auditor–management disputes.  

Also, the main areas of ACs’ involvement are limited compared with the 

extensive responsibilities of ACs in developed countries. For example, the AC in Jordan 

does not have an actual role in reviewing financial, fraud or any type of risk that may 

affect the integrity of financial statements; monitoring compliance with the relevant 

regulations; reviewing management estimates (doubtful debt, allowances, reserves, 

etc.); evaluating CFOs and internal audit executives; involvement – with management 

– in setting goals and when preparing AC meeting’s agenda.  

While informal meetings are important for AC effectiveness (Beasley et al., 

2009; Turley and Zaman, 2007) it is obvious that such meetings are neglected. Also, 

the duration of AC meetings is relatively short compared to those in developed 

countries2. However, this can be justified by the limited items that are usually discussed 

in the AC meeting. 

The findings of this study are different from the results presented by prior 

relevant studies (e.g. Beasley et al., 2009; Cohen et al., 2013; Gendron et al., 2004). 

 

2 The duration of an AC meeting in the US, as presented in Beasley et al. (2009), ranges between 90 and 

420 minutes with average of 197.5 minutes. 
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For example, Cohen et al. (2013) found that compliance with SOX has led to true 

empowerment of the AC (i.e. not merely formal compliance). They concluded that the 

AC has assumed the monitoring role vested in it by SOX, and linked this result partially 

to the functional and structural provisions of SOX. Similarly, Beasley et al. (2009) 

found that most of the AC members interviewed are committed to substantive 

monitoring of financial reporting. Also, some of the interviewees in their study 

indicated they truly oversee the external or internal auditor, and run a proper meeting 

to fully review information (i.e. there is a more diligent AC). Such results from 

developed countries can be attributed to the institutional and legal environment, 

particularly the rule-based governance regulations that followed certain high-profile 

corporate scandals. Specifically, the scandals of Enron, Global Crossing and 

WorldCom have sharpened the need for vigilant oversight by the board of directors and 

the AC in the financial reporting and auditing process.   

6. Conclusion 

This study provides rich insights into the AC’s oversight processes in a setting 

outside the Anglo-Saxon corporate governance model, where knowledge is scant on the 

AC’s real function. Although the respondents’ views show that ACs largely meet the 

JCGC recommendations (especially with regards to reviewing the financial statements 

and accounting policies, the recommendation role to appoint and change external 

auditor, and the recommendation of audit fees), they indicate that the AC’s substantive 

oversight role is limited. Moreover, the ACs role in appointing auditors, ensuring 

auditor independence, and promoting effective communication with the external 

auditor appears to be rather symbolic. Also, the findings suggest that the AC has no 

actual role in issues deemed important for financial reporting quality such as reviewing 

management estimates, evaluating CFOs and internal audit executives, and reviewing 

financial and fraud risk. These findings reflect the formality of AC practices (which can 

be explained by institutional theory) more than the substantive monitoring role (agency 

theory).  

Jordan has spent time and energy trying to strengthen corporate governance 

practices in order to boost investors’ confidence and develop its financial market. 

However, the conclusion, that stems from the interviewees’ responses, is that the 
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oversight role of the AC is still far from what the stakeholders anticipate, i.e. the 

findings question the effectiveness of the current JCGC’s recommendations in 

promoting the AC’s monitoring role. This study has important implications for 

regulators, literature and practice. First, this study provides useful feedback to policy-

makers and could be a valuable input to assess the current regulations and to consider 

for future governance reform. In particular, regulators should consider the peculiarities 

of the local environment before adopting practices that originated in different settings 

(i.e. off-the-shelf governance practices). In addition, regulators might consider giving 

the AC greater institutional support and appropriate authority, introducing a code of 

conduct and legislating disciplinary actions against ACs. Such regulatory initiatives are 

crucial in a context like Jordan where minority investors do not have sufficient power 

to enforce effective monitoring by an AC. However, while these regulatory initiatives 

can help strengthen the AC’s oversight role, they should be accompanied by promoting 

governance culture which is vital to establish effective corporate governance 

mechanisms.  

Second, as corporate governance research in the MENA region is still 

underdeveloped (Piesse et al., 2012), exploring AC practices in a peculiar context like 

Jordan can help scholars to gain a better understanding of this phenomenon in 

developing countries and to extend the outcomes of previous studies. As such, this study 

injects the literature with new qualitative-based evidence from a civil law country 

characterized by a developing financial market, a high concentration of family 

businesses, weak investor protection and low litigation risk. Also, this study contributes 

to improving the current imbalance between qualitative and quantitative studies on ACs, 

and between the number of studies in developed countries and those in their developing 

counterparts. Third, the study also has implications for practitioners and other 

stakeholders by providing information relevant to the AC’s oversight role. Specifically, 

the responses obtained from the interviewees deepen our understanding concerning the 

extent to which the AC is involved in key oversight areas, as recommended by the 

JCGC.  

As ACs are conceptualised as being part of a triad with CFOs and auditors 

(internal and external) (Brennan and Kirwan, 2015), the views of those parties are 

crucial to add more colour to the picture and further enrich our understanding of AC 
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processes. So, future research might consider interviewing those people, who are 

supposed to be in contact with ACs, to understand more about the AC’s oversight role. 

This study is based on interviews carried out in one country, so considering other 

countries will add further insights to the role of the AC in practice and enhance the 

generalizability of the conclusions. Finally, like other studies that used interviews, the 

results of this study should be considered with caution due to the nature of the 

methodology employed (i.e. the result is based on the responses of a sample of eighteen 

directors). Although this study is open to memory recall bias, the interviewees appeared 

to be confident and clear in their answers, thereby making the researcher comfortable 

regarding the trustworthiness of the responses.  
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Table 1: Audit committee’s main areas of involvement 

Area/role Number (%) 

Review periodic financial statements  18 (100%) 

Review significant accounting policies 13 (72%) 

Provide recommendation to appoint, re-appoint 

and remove auditors 

14 (78%) 

Recommend audit fees 14 (78%) 

Monitor and review internal control  7 (39%)  

Review internal audit  7 (39%) 

Maintain auditor independence 6 (36%) 

Review and evaluate non-audit service (NAS)  5 (28%) 

Review the correspondences between external 

auditor and the company 

4 (22%) 

Review external audit plan 4 (22%) 

Monitor and review financial risk  4 (22%) 

Review external auditor’s evaluation of the 

internal control  

2 (11%) 

Monitor compliance with the relevant 

regulations 

2 (11%) 
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Appendix 1: Background information of the participants 

 

 

Participant Industry3 Major Independent 

director 

Y/N 

Financial 

expert 

Y/N 

Gender Tenure as 

AC 

member 

in years 

Hold 

professional 

accounting 

certificate 

1 Manufacturing Law Y N M 3 N 

2 Service Education Y N F 7 N 

3 Service Finance Y Y M 8 Y 

4 Manufacturing Engineering N N M 3 N 

5 Service Pharmacy Y N M 8 N 

6 Financial Finance Y Y M 5 N 

7 Manufacturing Science N N M 10 N 

8 Service Medicine N N M 3 N 

9 Service Marketing N N M 3 N 

10 Manufacturing Engineering N N M 5 N 

11 Financial Accounting N Y F 2 Y 

12 Manufacturing Business Y Y F 6 N 

13 Manufacturing Accounting N Y M 6 N 

14 Service Science Y N M 2 N 

15 Financial Accounting N Y F 4 Y 

16 Service IT N N M 9 N 

17 Service Engineering Y N M 5 N 

18 Manufacturing Accounting N Y M 5 N 

 

3 As per the categorization in Amman Stock Exchange   
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Appendix 2: Interview guide 

AC’s main areas of involvement (including the interaction with external 

auditor) 

What are the main areas/roles the AC involved in? 

Does the AC meet with external auditor? How frequent? With vs 

without management presence? Formal vs informal meeting? 

What is the role of the AC in ensuring external auditor independence? 

NAS? 

Does the AC actively involved in resolving management-auditor 

disputes? 
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