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Abstract  

This study attempts to investigat the relationship between audit committee characteristics (size, independence, 

meeting and financial expertise) and the profitability of industrial companies listed on the Amman Stock 

Exchange (ASE) for the years 2013 to 2017. The model of this study is theoretically founded on both the agency 

theory and the resource dependence theory. To examine the developed model, the data were gathered from the 

annual reports of 51 listed industrial firms. To analyse the data, this study utilized the panel data methodology on 

51companies with 255 observations. Moreover, this study used company size and leverage as control variables. 

Based on the panel data results, the fixed-effect model was used to examine the effect of the experimental 

variables on profitability, measured by return on investment (ROI) and return on equity (ROE). The results show 

that the audit committee characteristics have a significant effect on profitability of the industrial companies listed 

on the ASE. This study evinces that the RD theory is more significant compared to the agency theory when 

describing CG practices in Jordan. 
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1. Introduction 

Business companies around the world need to develop and grow continuously by acquiring new investments, but 

potential investors often need to ensure that the business environment is stable and safe and that they can 

generate long-term profits (Al-Manaseer, Hindawi, & Al-Dahiyat, 2012). With the collapse of many companies 

and the emergence of financial crises followed this led to a decline in confidence in institutions and companies 

added to the legislative bodies and through cuts and studies to explain the collapse of many major companies and 

the occurrence of financial crises show that the access of these companies On short-term debt as well as the 

interrelationships through friends and relatives and trying to hide these practices through different accounting 

methods and innovative and manipulating the financial statements of companies is also one of the main causes of 

these disasters and hence the great interest and increasing in the concept of corporate governance to provide it 

protects Investors by ensuring sound management practices (Bahren & Strom, 2010; Mokhtar et al., 2009). 

Audit committee is one of the main elements of the corporate governance helping to control management 

practices (Afify, 2009). In addition, audit committees help to improve the quality of financial reports and reduce 

audit risk (Contessotto & Moroney, 2014) The audit committees play an important role in supervising and 

monitoring the management of the company in order to protect the interests of the owners (Kallamu & Saat, 

2015). It is recognized that the effectiveness of an audit committee can be gauged from the the company's 

performance and its competitiveness, especially in the changing business environment, which is outside the 

control of the company (Herdjiono & Sari, 2017). 

In response to the financial crises, the Jordanian government established regulations for the establishment of an 

audit committee in 2008 as part of a series of accounting reforms to improve corporate governance practices and 

restore investor confidence in companies listed on the Amman Stock Exchange (ASE). The government's 

recommendation to establish an audit committee was on a voluntary basis for companies, but in 2013, it was 

made mandatory for all companies listed on the ASE (Oroud et al., 2017; Alqatamin, 2018). 

In recent years, the study of corporate governance, including the Audit Committee, has increased in the light of 

the collapse of several major financial institutions worldwide, such as, Arthur Andersen in 2001, Commercial 
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Bank in 1991, Enron in 2001 and Fannie Mae in 2008 (Jackling & Johl, 2009; Obiyo & Lenee, 2011; Ii, 

Kankpang, & Okonkwo, 2012; Makhlouf et al., 2017). 

Jordan was exposed to the financial crisis during the years of 2007-2009, during which time, many companies 

were and are still affected by this crisis (ASE Report, 2009). This led to the loss of credibility and confidence of 

many investors in these companies (Masoud & Aldas, 2014). 

In this regard, the present study, using a sample of industrial companies listed on the ASE, attempts to determine 

the most important characteristics of the audit committee and their effect on the profitability of these companies, 

which in turn, aims to answer the main question of this study as follows: 

- What is the relationship between the audit committee characteristics (the size of the committee, the 

independence of the committee, the meetings of the committee, the financial expertise of the members of the 

committee) and the profitability of Jordanian industrial companies listed on the Amman stock exchange (ASE)? 

2. Literature Review 

Over the past 15 years, there have been many attempts to understand the nature of corporate governance 

mechanisms and the ways in which these mechanisms affect the performance of companies (Pratheepkantha, 

Hettihewab, & Wrightc, 2016) Researchers have generally measured the effectiveness of corporate governance 

through ownership and the structure of the board of directors; or through corporate governance provisions; or the 

characteristics of the Internal Audit Committee (Bucktowar et al., 2017). According to the Organization for 

Economic Cooperation and Development (2015), institutional governance is an essential element for the success 

of the organization. Donovan (2003) identified corporate governance as an internal mechanism that includes 

processes, policies and people who work for the owners of the enterprise by harmonizing sound management 

practices in terms of integrity and business knowledge that will ultimately lead to a sound board structure, thus 

creating an appropriate structure within the company. 

The audit committee is a good corporate governance mechanism because it includes the quality, credibility, 

objectivity and integrity of the company's financial report. The audit committee has become an important 

mechanism in corporate governance, where the board has delegated many important functions, such as 

supervision of corporate governance and financial report to its standing committees (Zhang et al., 2007), 

specifically, the audit committee (Dhaliwal et al., 2010). As all members of the audit committee have oversight 

responsibility of the company's financial reporting process, their characteristics can enhance the effectiveness of 

the audit committee. Previous studies have concluded that an effective audit committee and its relevance to the 

quality of the company's financial reporting can reduce the management of earnings (Bedard et al., 2004); 

financial fraud (Sharma, 2004); and qualified audit reports (Carcello & Neal, 2000). 

As for the review of previous studies related to the audit committee, it is divided into two categories. The first 

part deals with the structure of the audit committee; while the second examines the relationship between the 

characteristics of the audit committee and their effects on company performance (Kamarudin, 2013). 

It is important to note that the characteristics of the audit committee are an essential part of governance, as a 

guarantee that the management is accountable to the shareholders and presents a true and fair image of the 

company. The role of the audit committee is central to discussions between policymakers, supporters, investors 

and academics, which include holding regular meetings with external and internal auditors to identify any 

irregularities in financial reports, assessing risks and evaluating the company's internal control system. This 

reduces the gap between managers and shareholders by preventing monopoly over information in the 

administration and ensuring all reports are presented in a timely manner (Heenehgala & Armtrong, 2011). 

 

Audit Committee Characteristic 

 Size 

 Independence 

 Meeting 

 Financial experience 

 

Profitability 

 ROI 

 ROE 

Company Size 

Leverage 
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H1: Audit committee characteristics have a significant effect on Profitability (ROI) of industrial companies listed 

on the ASE. 

H2: Audit committee characteristics have a significant effect on Profitability (ROE) of industrial companies listed 

on the ASE. 

The regression analysis result is an equation appearing the most accurate prediction of the dependent variable 

based on the independent variable. 

Model 1  

ROI it = α+β1sizeit+β2indpit+β3meetit+β4expit+β5leverageit+β6cosizeit +eit 

Model 2  

ROEit= α+β1sizeit+β2indpit+β3meetit+β4expit+β5leverageit+ β6cosizeit +eit 

where 

ROI: Return on investment of company i in year t. 

ROE: Return on equity of company i in year t. 

α: Intercept. 

β: Slope. 

sizeit: Audit committee size of company i in year t. 

indpit: Audit committee independence of company i in year t. 

meetit: Audit committee meeting of company i in year t. 

expit : Audit committee financial experience of company i in year t. 

leveragei: Leverage of company i in year t. 

cosizeit : Company size (total assets) of company i in year t. 

i: Company. 

t: Current financial year. 

ε: Model’s error of estimate. 

3. Research Methodology 

The study population consists of 63 industrial companies listed on the ASE as at the end of 2017. The focus is on 

the industrial companies listed on the ASE because they constitute the largest and most diversified sector. The 

industrial sector in Jordan is one of the main sectors in the Jordanian economy. It is also worth mentioning that 

the industrial sector plays an important and vital role in trading in the ASE. The study sample includes 51 

companies out of 63 companies that met the following conditions: The company should be listed in the market 

and issued financial reports without interruption during the period of 2013-2017 and, the company was not 

merged or liquidated during the study period. 

The parameters of the descriptive statistics (mean, standard deviation, minimum value and maximum value) 

were calculated for each of the variables of the combined main study according to companies and years. These 

variables are ROI, ROE, SIZE, INDP, MEET, EXP, COSIZE and LEVERAGE, as shown in Table 1. 

 

Table 1. Descriptive analysis 

Max Min St. Deviation Mean Variables 

.93.83 133.64- 83618 23.1. ROI  

414319. 6938.3- .2316. 43..4 ROE 

3 . 2391. .3892 SIZE 

2392 2 23.84 2312. INDP 

3 4 423.2. .3181 MEET 

4 2 2318. 23491 EXP 

4392 .81684 .398 8364 COSIZE 

48316. 23122 ..3944 .13814 LEV 

ROI = Return on investement ; ROE= Return on equity, SIZE = AC size; INDP = AC independence; MEET = AC meeting, EXP= AC 

financial experience, COsize= company size, LEV= leverage. 
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Correlation analysis is important to describe trends and strengths in the linear relationship between variables 

(Pallaant, 2011). In the current study, linear correlation was checked to determine the strengths of relationships 

between the variables of the study as shown in Table 2. 

 

Table 1. Correlation analysis 

 ROI  ROE Size Indp Meet Exp Cosi Lev 

ROI  43222        

ROE 234.8 43222       

Size 234.6 232.6- 43222      

Indp 232.8 2324. 2323. 43222     

Meet 23223 23241- 23234 232.3 43222    

Exp 234.. 23424 23442 23246 23264 43222   

Cosi 234.4 234.8 23424- 23..6 232.2- 23421 43222  

Lev 23...- 232.4 2324.- 23.44 23244- 232.4- 23438 43222 

ROI = Return on investement ; ROE= Return on equity, SIZE = AC size; INDP = AC independence; MEET = AC meeting, EXP= AC 

financial experience, COsize= company size, LEV= leverage. 

 

Hair et al. (2010) reported that the correlation coefficient 0 indicates that there is no relationship between the 

variables; while the correlation coefficient of ± 1 indicates an ideal relationship between the variables. On the 

other hand, Sohn (1988) interpreted correlation coefficient values between 0 and ± 1 as follows: from ± 10% to ± 

29%, the relationship is weak; ± 30% to ± 49% means a clear and explicit relationship; and the highest value of 

± 50% is strong relationship. Generally, the result of the study shows that all the links are less than 80%. This is 

consistent with Gujarti and Porter (2009), where the correlation matrix should not exceed 80% to ensure that 

there are no problems of self-association 

The problem of the extreme values (biased) is within the second category because it is considered one of the 

causes of the problems of heterogeneity of small samples (Heteroscedasticity) and can identify the extreme 

values or observations in the sample, which are too small or excessive in value (Gujarati, 2014). If found in the 

sample one of these methods is the Mahalanobis test. The current study followed the majority of suggestions that 

support the use of the Mahalanobis test. 

 

Table 2. Mahalanobis distances and the residuals statistics 

 Minimum Maximum Mean Std. Deviation N 

Predicted Value -14.27 12.54 0.320 3.971 .44 

Std. Predicted Value -3.673 3.079 0.000 1.000 .44 

Standard Error of Predicted .9222 3.562 1.443 .3872 .44 

Adjusted Predicted Value -13.69 12.14 0.330 3.961 .44 

Residual -48.819 32.197 0.000 8.909 .44 

Std. Residual -5.414 3.571 0.000 .9882 .44 

Stud. Residual -5.478 3.639 -0.001 1.004 255 

Deleted Residual -49.970 33.437 -0.010 9.192 .44 

Stud. Deleted Residual -5.831 3.733 -0.004 1.021 .44 

Mahal. Distance 1.661 38.640 5.976 4.688 522 

Cook's Distance 2.000 .1602 .0052 .0142 .44 

Centered Leverage Value .0072 .1522 .0242 .0182 .44 

 

In this study, the researchers identified 11 extreme values as being considered safe because they constitute a 

small percentage of the total 255 observations. These observations can be deleted or maintained if the number is 

significant and constitutes a large proportion of the study sample (Pallant, 2013). 

The use of fixed effect models or random effect as well as methods of treatment and improvement of these 

models may be affected in the event of removal or modification of extreme views. Therefore, in this study, 

biased views will be kept so as not to exclude the loss of views which may be important for conducting this 

study. 

When there is a linear relationship between consecutive variables and independent variables which is highly 
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correlated, the multiple linear problem emerges, the regression results become unclear and the results of the 

independent variables become unreliable (Gujarti, 2004). In previous studies, two statistical methods have been 

used to solve such problems. The main center methodology, the standard approach and each method determines 

the goal of the publication without affecting the regression results. In this study, the main center method was 

applied to reduce the correlation between independent variables. 

Since panel and time-series data regression models may suffer from correlation problems or heterogeneity 

(Gujarti, 2004; Bultagi, 2008), this study used the modified Wald test, where the results show a problem of 

heteroskedasticity as shown in Table 5. 

 

Table 3. The modified Wald test for groupwise heteroscedasticity 

Models Chi-sq value P value 

ROI  1.7e5 23222***  

ROE 2.3e5 23222***  

Note. Significant Level ***: **= P-Value<1%,5%. 

 

The current study used a new test known as the Wooldridge test to detect the autocorrelation in panel. This test is 

more efficient than other tests in this field and the most superior ones (such as Durbin-Watson). The Wooldridge 

test uses the first derivative residues of regression models and the results of the test in Table 6 reveal that the 

models developed by this study are devoid of autocorrelation problems of the first degree 

 

Table 4. Outcomes of the Wooldridge test for autocorrelation 

Model F value P value 

ROI  ..343. 23222***  

ROE .3819 2324.1*  

Note. Significant Level ***: **= P-Value<1%,5%. 

 

4. Results  

The results include the effect of audit committee characteristic and profitability (ROI ). Table 6 shows the results 

of the robust, fixed-effect (According to results of Breusch–Pagan L.M tests & Hausman) using the regression 

correction with the Driscoll-Kraay standard errors method. The results point that the model fits the data at the 

0.01 level of significance. moreover, in this model the predictors explain 115% of the variations in the ROI of 

the industries listed companies (R
2
 = 0.15). The constant term in this model is significant ( < 0.01) and positive. 

 

Table 5. Results of regression modelling- The first model 

ROI it = α+β1sizeit+β2indpit+β3meetit+β4expit+β5levit+β6cosizeit +eit 

Variables Coefficients (t-static) P 

Size -0.014 -0.04 0.970 

Indp 0.662 7.52 0.000*** 

Meet 0.134 9.12 0.000*** 

Exp -0.614 -0.34 0.734 

Lev -0.029 -0.11 0.914 

Cosize 0.023 6.82 0.000*** 

-cons 33.153 12.67 0.000*** 

R-sq overall 15%   

(F-value) 11.73***   

*, **, ***= p-value < .10, .05, .01; ROI = Return on investement ; SIZE = AC size; INDP = AC independence; MEET = AC meeting, 

EXP= AC financial experience, COsize= company size, lev= leverage, ε = error term. 

 

The results of the hypothesis test indicate that there is no significant relationship between the size of the audit 

committee and ROI and the value of T is -0.04, which is less than the T tabulated; hence the hypothesis that there 

is a relationship between the size of the audit committee and profitability measured by ROI (where the value of 

P >0.10) is rejected. 
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The results indicate that there is a significantly positive relationship between the independence of the audit 

committee and profitability (ROI); the value of T = 7.52 shows the possibility of a relationship between the 

independence of the audit committee and profitability (ROI) where the value of P <0.01. 

The results also show the test of hypothesis indicate that there is a significantly positive relationship between the 

number of meetings of the audit committee and profitability (ROI); the value of T = 9.12, showing the possibility 

of the existence of a relationship between the meetings of the Audit Committee and profitability (ROI) where the 

value of P <0.01. 

The results of the hypothesis test indicate that there is no significant relationship between the expertise of the 

audit committee and profitability as measured by ROI. The calculated T value of -0.11 so we reject the 

hypothesis about the relationship between financial expertise of the Audit Committee and profitability (ROI) 

where the value of P more than 10%. 

 

Table 6. The results of regression modeling-The second model 

ROEit = α+β1sizeit+β2indpit+β3meetit+β4expit+β5levit+β6cosizeit +eit 

Variables Coefficients (t-static) P>Z 

Size 1.71 2.79 0.007*** 

Indp 0.15 1.79 0.079* 

Meet 16.97 2.72 0.009*** 

Exp 2.14 1.15 0.257 

Cosize 0.232 1.86 0.069* 

Lev -0.01 -1.66 0.10* 

-cons -130.94 -3.00 0.004*** 

R-sq overall 16.80%   

(F-value) 10.19***   

*, **, ***= p-value < .10, .05, .01; ROI = Return on investement ; SIZE = AC size; INDP = AC independence; MEET = AC meeting, EXP= 

AC financial experience, COsize= company size, lev= leverage, ε = error term. 

 

The results include the effect of audit committee characteristic and profitability (ROE). Table 7 shows the results 

of the robust, fixed-effect (According to results of Breusch–Pagan L.M tests & Hausman) using the regression 

correction with the Driscoll-Kraay standard errors method. The results point that the model fits the data at the 

0.01 level of significance. moreover, in this model the predictors explain 16.79% of the variations in the ROE of 

the industries listed companies (R2 = 0.1679). The constant term in this model is significant ( < .01) and 

negative.  

There is no significant relationship between the size of the audit committee and ROI and the value of T is -0.04, 

which is less than the T tabulated; hence the hypothesis that there is a relationship between the size of the audit 

committee and profitability measured by ROE (where the value of P >0.10) is rejected. 

The results indicate that there is a significantly positive relationship between the independence of the audit 

committee and profitability (ROI); the value of T = 7.52 shows the possibility of a relationship between the 

independence of the audit committee and profitability (ROE) where the value of P <0.01. 

The results also show the test of hypothesis indicate that there is a significantly positive relationship between the 

number of meetings of the audit committee and profitability (ROE); the value of T = 9.12, showing the 

possibility of the existence of a relationship between the meetings of the audit committee and profitability (ROE) 

where the value of P <0.01. 

The results of the hypothesis test indicate that there is no significant relationship between the expertise of the 

audit committee and profitability as measured by ROI. The calculated T value of -0.11 so we reject the 

hypothesis about the relationship between financial expertise of the audit committee and profitability (ROE) 

where the value of P more than 10%. 

6. Discussion 

The study aims to discuss the emerging issues in the conflict of interest between shareholders and management 

within the corporate governance structure and the impact on the quality of performance of the Jordanian 

industrial companies. The characteristics of the audit committee are one of the tools of the corporate governance 

system. It is important to note that the size, independence and expertise of the members of the Committee may 

be beneficial for the companies in terms of management accountability and responsibilities towards the 
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shareholders by ensuring that managers provide a true and fair view of companies and that irregularities are 

avoided. It is expected that the characteristics of the audit committee will give a good perception of the 

performance of the company 

Based on the agency theory and the resource dependence theory, this study assumes that the size of the audit 

committee is expected to enhance profitability as the Audit Committee’s main function is to assist in the 

supervision of the Board of Directors in an attempt to increase financial disclosure. Moreover, the Internal Audit 

Committee is one of the main elements of the corporate governance system, which plays a key role in monitoring 

the effectiveness of the internal control framework and supervising the financial reporting process of companies. 

It also acts as an intermediary between internal auditors, external auditors and the board of directors to develop 

an appropriate flow of information. The audit committee helps to ensure transparency in reporting. 

Based on the statistical results of the current study, there is no correlation between the size of the audit 

committee and the profitability as shown in Tables 6 and 7. This finding is consistent with previous studies 

conducted in developing countries and China (Wei, 2007; Abdurrof, 2011). However, this result is not consistent 

with previous studies that have found a negative relationship between the size of the Audit Committee and 

Profitability of developed countries (Bozec, 2005). Moreover, this result is not consistent with some previous 

studies (Ghabayen, 2012) which have found a positive relation between the size of the Audit Committee and 

profitability in developed countries (Reddy et al., 2010; Bauer et al., 2009) and in developing countries 

(Al-Matari et al., 2012). One of the possible reasons for this result is that the audit committees in Jordan, 

especially the industrial companies are not important compared to other countries. Most companies have a 

minimum number of AC members. 

According to the agency theory and the resource dependence theory, the independence of the Audit Committee 

plays a key role in ensuring the control of financial reports that leads to improved performance of the company. 

This study assumes a positive relationship between independence of the audit committee and profitability. Based 

on the statistical results, the study finds a positive relationship. Tables 6 and 7 show H1b and H2b are accepted. 

This result is supported by the Sarbanes-Oxley Act (2002), the Cadbury Commission in the UK and the 

Jordanian Corporate Governance Guidelines. 

This study is in line with previous studies that have reported a positive relationship between the independence of 

the Audit Committee and profitability in developed and developing countries (Dey, 2008; Abdullah et al., 2008; 

Swamy, 2011). The reasoning behind this conclusion is that the independence of the Audit Committee is an 

important element of the committee in order to enhance the value of the company. The members of the 

committee have the ability to make the right decisions and achieve the established objectives of the committee 

independently of the management. 

From the perspective of the agency theory and the resource dependence theory, repeated meetings of the Audit 

Committee may improve accounting processes and thus improve profitability. The study concludes that there is a 

relationship between the meetings of the Audit Committee and profitability. The result, as shown in Tables 6 and 

7, is that there is an important relationship between them and thus the hypothesis is accepted. This result is 

supported by the reorganization and the guidance of the Cadbury Commission 1992 and the BRC1999 in the 

United States. The rules of corporate governance for companies listed on the ASE are issued by the Securities 

Commission, which stipulates that the number of meetings of the Committee shall not be less than four times per 

year. These meetings are considered as important to solve the problems that the company may face during the 

operational cycle, thus improving the profitability. This study is not consistent with previous studies (Almotere et 

al., 2002; Colemam, 2007; Noor, 2011), which have found no correlation between the number of meetings and 

profitability. 

According to the agency and the resource dependence theories, the financial expertise of the members of the 

Audit Committee plays a key role in ensuring the control of the financial reports, thus leading to enhanced 

company performance. This study assumed a positive relationship between the financial expertise of the 

members of the Audit Committee and profitability. Based on the statistical results, the relationship between 

financial expertise of the members of the Audit Committee in industrial companies and the profitability. This 

result is not consistent with the resource dependence theory that the expertise of managers, especially 

non-executives, has the ability to increase resources and thus positively affect profitability. The justification that 

can be inferred from this result is that the rules of corporate governance of Jordanian companies do not 

necessarily impose the necessity that the members of the committee possess only accounting or financial 

expertise. The text is to float the knowledge through a phrase or related that may involve many disciplines that 

may Do not touch the financial or accounting side 
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7. Recommendations and Conclusion 

In the light of the above, we recommend the following: first, the need to set a minimum for the number of Audit 

Committee members of industrial companies, so as to ensure the decisions of the Committee are efficient and 

effective in the decision-making processes; second, take into account the accounting and financial expertise 

among the members of the audit committees so that members can perform their duties professionally and 

effectively; third, update the Jordanian Corporate Governance Code to impose on companies, in general, and 

industrial companies, in particular, to fully disclose the number of members, meetings, independence, 

qualifications and practical experience in the annual report of the company; fourth, researchers should introduce 

variables that have not been studied together and their impact on financial and non-profitability; and finally, 

expand the application of the study to all listed companies on the ASE in order to reach a comprehensive model 

commensurate with the reality of Jordanian companies. 

This study aims to identify the characteristics of the audit committee and its impact on the profitability of 

industrial companies listed on the ASE during the period of 2013-2017. In view of the theoretical and practical 

analysis of the investigations, firstly, the independence of the Audit Committee is influenced by the 

characteristics of the Committee on the profitability of the rest of the return on investment and the return on 

owners' equity; secondly, the impact of the meetings of the Audit Committee during the year on the profitability 

measured by return on investment in addition to the return on the owners’ equity; thirdly, there is no statistical 

significance between the number of members of the Audit Committee or the financial expertise of members and 

profitability; fourthly, the size of the industrial company has an impact on the relationship between the 

characteristics of the Internal Audit Committee and profitability ; and finally, there is no statistical impact on the 

relationship between financial leverage of industrial companies and the characteristics of the Audit Committee 

and profitability.  

To sum up, in general, there is an impact on the characteristics of the audit committees of the industrial 

companies on the ASE on profitability measured by ROI and ROE. 
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