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AUDIT QUALITY AND AUDIT COMMITTEE EFFECTIVENESS:
EMPIRICAL EVIDENCE FROM EMERGING MARKET

CALIDAD DE AUDITORIA Y EFECTIVIDAD DEL COMITE DE AUDITORIA: EVIDENCIA EMPIRICA DE MERCADOS EMERGENTES

WADDAH KAMAL HASSAN OMER!

ABSTRACT

This study aims to uncover how the effectiveness of the audit committee (AC) impacts
audit quality (AQ). Logistic regression is employed to examine the investigation's
hypothesis. The present study collects data from 773 company-year observations
obtained from the annual reports of businesses listed on the Muscat Stock Exchange
(MSE). The data covers the time frame from 2010 to 2019. In accordance with the
complementary perspective, the findings of this study indicate a statistically significant
positive relationship between the effectiveness of AC and the quality of audits.
Furthermore, this study revealed that the accounting expertise of the Chief-Executive-
Officer (CEO) did not serve as a moderator in influencing the connection between the
audit committee's effectiveness and the audit's quality. This study contributes both
practical and theoretical implications to the literature on AC effectiveness and AQ. The
results hold substantial implications for companies, regulators, academics, and
shareholders, specifically in an Omani setting, as part of the Asian emerging market
landscape.

KEYWORDS
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RESUMEN

Este estudio tiene como objetivo descubrir cdmo la eficacia del comité de auditoria (AC)
afecta la calidad de la auditoria (AQ). Se emplea la regresion logistica para examinar la
hipdtesis de la investigacidn. El presente estudio recopila datos de 773 observaciones del
afio de la empresa obtenidas de los informes anuales de las empresas que cotizan en la
Bolsa de Valores de Mascate (MSE). Los datos cubren el periodo de 2010 a 2019. De
acuerdo con la perspectiva complementaria, los hallazgos de este estudio indican una
relacién positiva estadisticamente significativa entre la efectividad de la CA y la calidad
de las auditorias. Ademas, este estudio revelé que la experiencia contable del director
ejecutivo (CEO) no sirvi6 como moderador para influir en la conexion entre la eficacia del
comité de auditoria y la calidad de la auditoria. Este estudio aporta implicaciones tanto
practicas como tedricas a la literatura sobre la efectividad de AC y AQ. Los resultados
tienen implicaciones sustanciales para las empresas, los reguladores, los académicos y
los accionistas, especificamente en el entorno omani, como parte del panorama de los
mercados emergentes asiaticos.

! Department of Administration science, Applied College, Northern Border University, Turaif, Saudi Arabia, and Department of
Accounting, Faculty of Administrative Science, University of Aden, Aden, Yemen, Email: waddah.omer@nbu.edu.sa waddahkam@yahoo.com
ORCID: https://orcid.org/0000-0001-9777-7497

*The proofreading and style correction of this document were carried out by the authors.

JEL: L26, M12, 015

RECEIVED: 06/10/2023
MODIFIED: 02/02/2024
ACCEPTED: 14/03/2024

DOI: https://doi.org/10.17230/ Ad-minister.44.4



mailto:waddah.omer@nbu.edu.sa
mailto:waddahkam@yahoo.com
https://orcid.org/0000-0001-9777-7497

I - IS

AD-MINISTER

PALABRAS CLAVE
Calidad de la auditoria; eficacia del comité de auditoria; Oman

1. INTRODUCTION

Stakeholders rely on financial reports as their primary source of information (Baatwabh,
2022; Boubaker et al., 2019). It is considered the most important determinant of a
financial report’s reliability (Ruiz Acosta et al., 2019; Gray et al,, 2011). Audit demand
arises to ensure confidence in the financial reports and reduce agency conflicts to
safeguard the interests of the stakeholders (Hope et al., 2008). The audit, as an external
monitoring mechanism of corporate governance (CG), aims to verify whether financial
reporting accurately reflects a company's true financial status and operating results
(Alareeni, 2019). Hence, it is logical to know that the significance of an external audit in
improving financial statement credibility is contingent upon the quality of the audit
services offered (Naser & Hassan, 2016). Conversely, when AQ is at a low level, it may
lead to adverse consequences that affect stakeholders (e.g., investors, employees,
customers, and suppliers), potentially resulting in massive losses for both companies and
countries (Alareeni, 2019). Some of these negative consequences and financial losses can
be decreased or avoided by enhancing audit quality.

To relieve the agency problem between management and owners, the stakeholders
demand more AQ (Husnin & Nawawi, 2016; Fan & Wong, 2005), since it improves the
financial report's credibility (DeFond & Zhang, 2014). AQ is vital for enhancing the
confidence of stakeholders in financial reporting (Beisland et al, 2015). From a
conceptual standpoint, a commonly adopted definition of AQ pertains to the circumstance
when an auditor possesses the potential to identify and disclose errors inside the
accounting system of their client, hence signifying a high-quality audit (DeAngelo, 1981).

Numerous aspects influencing AQ have been addressed in the literature, including
internal corporate governance processes (Beisland et al.,, 2015; DeFond & Zhang, 2014).
According to these researches, AQ is closely related to CG (Beisland et al., 2015; Lin & Liu,
2009). Furthermore, they advocate for additional research in auditing and corporate
governance (DeFond & Zhang, 2014). The scholarly literature has shown a lack of
emphasis on examining the association between corporate governance and AQ, as Hay et
al. (2006) noted. This study examines the association between AQ and the AC, which is
widely acknowledged as a pivotal internal monitoring mechanism of CG (Pozzoli et al,,
2022). This research is prompted by the findings of DeFond and Zhang (2014) and Hay
et al. (2006), who suggest additional investigation into CG and auditing.

As a crucial internal monitoring mechanism within CG, the AC is vital in strengthening
the company's monitoring function and mitigating agency conflicts to safeguard
stakeholders' interests (Hope et al., 2008; Fama & Jensen, 1983; Fama, 1980). This
objective is accomplished by implementing a comprehensive system of monitoring the
business financial reporting process and organizing the companies’ relationships with
external auditors. Therefore, it is anticipated that an AC will significantly influence the
improvement of financial reporting (Alareeni, 2019; Naser & Hassan, 2016), ultimately
leading to the enhancement of audit quality. Hence, the presence of specific attributes,
including independence, size, meeting frequency, and experience, can significantly
augment the effectiveness of the AC in ensuring AQ (Asiriuwa et al., 2018; Li et al., 2012).

It can be argued that the audit committee's effectiveness is influenced by various
criteria (Dezoort & Salterio, 2001). The present study posits that the effectiveness of an
AC is contingent upon the attributes of its members, specifically their independence,
expertise, frequency of meetings, and the overall number of members (Janjarasjit et al.
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2023; Al-taee &Flayyih, 2022; Ika & Ghazali, 2012; Lin et al., 2006; DeZoort et al., 2002).
Despite the growing academic and practical interest in AQ and AC, a noticeable dearth of
research has specifically investigated these matters in Oman. This is particularly
significant given that Oman is considered one of the emerging economies in the Gulf
Cooperation Council (GCC) area. The dearth of previous research conducted in the Omani
environment substantiates the importance and relevance of this study.

An audit committee's effectiveness is greatly influenced by its characteristics, which
subsequently impacts the quality of audit services provided by external auditors.
Nevertheless, it is important to acknowledge that previous research examining the
association between the features of AC and the quality of audits has produced
inconsistent findings. Previous research has provided evidence supporting the
proposition that specific attributes of an AC are associated with enhanced levels of AQ
(Aljaaidi et al., 2021; See et al., 2020; Vafeas & Waegelein, 2007; Carcello et al., 2002;
Abbott & Parker, 2000). Nevertheless, there have been opposing viewpoints positing that
the attributes of the AC do not have a substantial impact on its effectiveness and could
potentially be linked to diminished AQ (Idris et al., 2018; Zgarni et al., 2016).

The observed inconsistency may be ascribed to variations in the effectiveness of AC
across different companies. Furthermore, contradictions can emerge due to the
configuration of the relationship between the AC and the external audit, which serve as
two distinct monitoring processes within CG. The potential relationship between the AC
and AQ may exhibit complementary or substitutive characteristics, as suggested by
previous studies (Beisland et al., 2015; Hay, 2013; Hay et al., 2008; Hay et al., 2006). The
literature suggests a debate over the relationship between internal CG monitoring tools
and AQ. Some scholars claim that these mechanisms and AQ might act as substitutes for
each other (Mohamed et al, 2012; Hay et al., 2008), while others say that they are
complementary (Beisland et al., 2015; Hay, 2013; Hay et al., 2006). According to Idris et
al. (2018), it can be contended that the presence of more efficient AC may reduce the need
for high-quality auditing if they serve as a replacement for external auditors in their
supervisory capacity. From an alternative perspective, it may be argued that the presence
of efficient AC may be linked to enhanced AQ, particularly when they effectively
collaborate with external auditors (Vafeas & Waegelein, 2007; Carcello et al., 2002;
Abbott & Parker, 2000).

This study examines the combined impact of AC characteristics on AQ in response to
the aforementioned factors and per current research (e.g., See et al,, 2022), emphasizing
the need for such assessment. This study aims to provide empirical evidence on the
impact of AC on AQ by analyzing the collective influence of various AC characteristics.
This study is a valuable contribution to the existing literature on AQ and AC, explicitly
focusing on addressing a research gap in Oman.

Building upon existing research, the present study aims to expand the current
understanding of the determinants that impact the quality of audits. This study examines
the relationship between AC effectiveness and AQ in Oman, a growing economy in Asia.
Oman, one of the contexts representing developing economies in Asia, presents a
compelling backdrop for investigating the impact of AC effectiveness on AQ. Three key
factors support this assertion. Initially, it is worth noting that stakeholders exhibit a
significant level of interest in attaining financial reporting characterized by a high degree
of quality. This is primarily due to the recognition of financial reporting as a valuable and
indispensable resource for making informed decisions (Al-Ajmi, 2009; Alattar & Al-
Khater, 2007). According to Baatwah et al. (2014), the presence of external auditors plays
a crucial role in bolstering the credibility of financial reporting in Oman. Furthermore,
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the regulators and policymakers in Oman have successfully adopted a range of CG
reforms. These programs comprise specific principles and recommendations to
strengthen audit committees' effectiveness. The Oman Code of Corporate Governance
2016 objectives include assessing auditor independence and enhancing the external
audit process to achieve optimal quality in external audits. Additionally, it should be
noted that Oman stands out due to its requirement for publicly listed businesses to
provide information regarding external audits and AC, which serve as crucial components
of corporate governance (Baatwah et al,, 2022; Baatwah et al., 2019).

Although extensive study has been conducted on the subject of AQ and its significance
in the Middle East, as highlighted by Al-Ajmi (2009), there exists a discernible void in the
existing body of literature concerning AQ within the specific context of Oman, as
emphasized by Baatwah et al. (2014). Currently, there is a scarcity of empirical published
studies on this particular subject within the context of Oman (e.g., Baatwah et al.,, 2018).
Therefore, there remains a need for more investigation of the quality of audits within
emerging economies, with a specific focus on the case of Oman. The present study aims
to enhance the existing body of knowledge on AQ within the framework of emerging
economies, with a particular focus on the unique situation of Oman. This study employs
an aggregate test to assess the impact of AC characteristics on AQ in Omani-listed
companies. The findings indicate a positive and statistically significant relationship
between AC effectiveness and AQ. These results suggest that companies with highly
effective AC prioritize and demand higher AQ levels. This study makes a valuable
contribution by offering empirical evidence that can inform regulators, academics,
shareholders, companies’ management, board members, and practitioners about the
effectiveness of AC and their impact on AQ. Where the efforts of regulators may be
strengthened concerning the AC and external auditors? Moreover, it supports both the
shareholders and the board of directors in enhancing the efficacy and efficiency of their
audit selection decisions.

Following previous research, the present study employed the audit firm's size as a
metric for assessing AQ (e.g., Al-Qadasi et al., 2023; Baatwah et al., 2018; Khasharmeh &
Aljifri, 2010; Al-Ajmi, 2008). The expectation is that huge audit-firms will deliver high-
quality audit services due to their emphasis on reputation, ample resources, and access
to a substantial pool of competent specialists (Husaini et al., 2019; Kane & Velury, 2004;
DeAngelo, 1981).

The subsequent sections of this study are structured as follows: Section two provides
an overview of prior research and the hypothesis formulation. The third section of the
paper elucidates the design employed in the investigation. The empirical findings are
presented and analyzed in Section 4. The conclusion of the investigation is stated in the
concluding section.

2. TESTABLE HYPOTHESIS
Within the agency theory framework, the AC is essential as a monitoring mechanism to
mitigate agency problems (Hope et al., 2008; Fama & Jensen, 1983). This committee plays
a crucial role in enhancing the quality of financial reporting (Alareeni, 2019; Husaini et
al., 2019; Naser & Hassan, 2016) and bolstering the overall audit quality. This is due to
the anticipation that companies with robust internal CG systems, such as AC, are more
inclined to demand higher levels of AQ (Abbott et al., 2003; Carcello et al., 2002).
Previous research has examined the association between the AC and the external audit
from two contrasting perspectives: the substitution and complementing perspectives.
The substitution argument posits a negative relationship between the AC and the external
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audit, as evidenced by studies conducted by Mohamed et al. (2012) and Hay et al. (2008).
Conversely, the complementary argument suggests a positive link, as supported by
research conducted by Beisland et al. (2015), Hay (2013), and Hay et al. (2006).
Therefore, it might be posited that the need for high-quality auditing services may decline
when AC demonstrate greater effectiveness and assume the role of external auditors in
their oversight capacity (Idris et al., 2018; Zgarni et al., 2016). Conversely, the presence
of efficient AC may be linked to enhanced AQ when they effectively supplement the efforts
of external auditors (Vafeas & Waegelein, 2007; Carcello et al., 2002).

As mentioned in the introduction, the effectiveness of the AC is impacted by its inherent
qualities. According to Dezoort and Salterio (2001), the effectiveness of an AC
encompasses multiple dimensions and is influenced by various factors inherent to the
committee. Pucheta-Martinez and Cristina de Fuentes (2007) noted that previous
research on the effectiveness of AC has predominantly concentrated on specific criteria
that are anticipated to influence their effectiveness. Previous empirical research has
consistently demonstrated that various AC characteristics, including independence, size,
diligence, and expertise, play a significant role in determining the effectiveness of AC
(Asiriuwa et al., 2018; Naser & Hassan, 2016; Owolabi & Dada, 2011; Habbash, 2010;
Vafeas & Waegelein, 2007; Krishnan, 2005; Abbott et al., 2003). DeZoort et al. (2002)
contend that a thorough comprehension of the framework for the success of AC may be
attained by examining the collective influence of these specific characteristics of AC. In a
recent study conducted by See et al. (2022), it has been posited that the quality of audits
is subject to the influence of a confluence of AC features. Therefore, it is could be posited
to assess that the attributes of the AC seem to be significant factors in determining its
effectiveness. Hence, it is reasonable to evaluate the effectiveness of the AC by
comprehensively examining its diverse attributes through an aggregate assessment.

In the context of AQ, there exists contradicting empirical evidence about the influence
of the effectiveness of the AC on AQ. Several studies have found a positive association
between the effectiveness of AC and the quality of audits (Asiriuwa et al., 2018; Mustafa
et al., 2018; DeFond & Zhang, 2014). This suggests that an audit committee's attributes
impact its effectiveness, which subsequently leads to the assurance of high-quality audits.
On the other hand, research indicates a negative relationship between AC effectiveness
and AQ (Idris et al., 2018; Zgarni et al., 2016; Cottell & Rankin, 1988). Previous research
findings suggest no significant association between AC and AQ, as indicated by studies
conducted by Ho et al. (2017) and Chen & Zhou (2007). Based on the principles of agency
theory and the research question of the impact of AC effectiveness (as a combined
measure) on AQ, this study puts forth the subsequent hypothesis:

H: There is a significant relationship between audit committee effectiveness and
audit quality, all else remaining constant.

3. RESEARCH METHODS

3.1 Empirical Model for Testing Hypothesis

The primary objective of this research is to examine the impact of AC effectiveness on the
quality of audits. Thus, according to previous research (e.g., Omer, 2020), the study's
hypothesis is examined using logistic regression with robust standard errors (Gow et al.,
2010). To mitigate the potential impacts stemming from the issues of heteroskedasticity
and autocorrelation, the present study employed logistic regression with robust standard
error estimation, as Petersen (2009) recommended. Moreover, to mitigate the presence
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of outliers, the continuous variables are classified into percentiles ranging from the 1st
to the 99th percentile. The subsequent equation illustrates the model of the study:

SELECT it= fo+ 1 ACEit +f2-6CONTROLS + INDUSTRY + YEAR + &it (1)

Table 1: Variables Definitions and Measured

Variable Definitions

AQ

In the event that the external auditor is a big4 audit-firm, the dummy variable will be set to
1, otherwise to 0.

ACE The combined variable of the four AC measurements (ACIND, ACAEXPRT, ACSIZE & ACMT).

CEOAEXPT The CEO's accounting expertise is indicated by a 1 if they possess this skill, and 0 otherwise.

owcco Major shareholders' percentage (>=10%) ownership of the shares.

ROA The ratio of a company's net-income to its total-assets.

GROTH The formula scales the current revenues (sales) compared with the previous year's revenues
(sales) to determine the changes in current revenues (sales).

BSEGM Business segments are numerous.

COMSIZE Total assets' natural log.

LCOMAGE Log company-age.

INVRECR Combined amount of company's inventory and receivables totals divided by company's total
assets.

LEV Divided company's total-liabilities to company's total-assets.

The study's model incorporates AQ as the dependent variable. Following previous
research (e.g.,, Al-Qadasi et al,, 2023; Baatwah et al.,, 2018; Baatwah et al,, 2015), the
variable AQ is operationalized as a binary indicator, taking a value of one when a firm
undergoes an audit conducted by one of the four major audit-firms, and zero otherwise.
The primary model of this study incorporates AC effectiveness (ACE) as an independent
variable. The measurement of ACE is determined by the composite variable
encompassing the four AC measures. The variables ACIND, ACAEXPRT, ACSIZE, and
ACMT are being referred to.

Various control variables have been incorporated into the study's framework to
mitigate the impact of the eliminated factors and enhance the model's predictive
capability. These variables have been selected based on previous research that has
identified their influence on audit quality, as evidenced by studies conducted by Al-
Qadasi et al. (2023), Omer (2022), and Baatwah et al. (2018). Table 1 provides a
comprehensive presentation of the descriptions of all control variables included in the
model employed in the study.

3.2 Data and Sample Characteristics

Except for financial institutions, which are subject to specific regulatory frameworks,
accounting systems, and procedures, the sample for this study was obtained from all
companies listed on the Muscat Stock Exchange (MSE) between 2010 and 2019. The
pertinent data was gathered from the annual reports of the companies listed on the MSE.
The final sample of this study consists of 773 company-year observations obtained after
excluding financial companies and corporations with incomplete or delisted data. The
process of sample selection is illustrated in Table 2.
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Table 2: Sample Choice

Total year-observations for publicly traded companies-companies 2010 to 2019 1156
Minus financial companies-year observations (344)
Minus missing and delisted data companies-years observations (39)
Final sample 773

4. UNIVARIATE ANALYSIS

4.1 Analysis of Descriptive Statistics

Table 3 summarises the descriptive statistics for the variables included in the AQ model
employed in this investigation. The study sample's descriptive statistics reveal that the
audit quality's mean and median values (AQ) are 0.633 and 1, respectively. The study
revealed that around 63% of the sampled organizations underwent audits by the big four
audit-firms. The similarity to previous studies in the Omani setting has been noted by
Omer (2022), as well as Baatwah et al. (2020) and Baatwah & Al-Qadasi (2020).
Regarding the effectiveness of the AC (ACE), the findings also indicate that the average
(middle value) is 1.890 (2), correspondingly. Although the study does not provide a
detailed analysis of control factors to maintain brevity, the findings indicate that the
analysis conducted is considered satisfactory. The findings mentioned above are
presented in Table 3.

Table 3: Statistically Descriptive Summaries

Variables Min p25 Mean Std. Dev. Median p75 Max

AQ 0.000 0.000 0.633 0.482 1.000 1.000 1.000
ACE 0.000 1.000 1.890 0.949 2.000 3.000 4.000
CEOAEXPT 0.000 0.000 0.118 0.322 0.000 0.000 1.000
owcco 0.000 45.000 59.157 22.590 60.100 76.500 99.130
ROA -0.360 0.004 0.034 0.095 0.038 0.082 0.252
GROTH -0.816 -0.070 0.063 0.349 0.029 0.128 2.165
BSEGM 1.000 1.000 1.618 1.126 1.000 2.000 6.000
COMSIZE 12.677 15.809 17.009 1.605 17.013 18.090 20.473
LCOMAGE 1.386 2.708 3.008 0.472 2.996 3.401 3.738
INVRECR 0.005 0.097 0.295 0.224 0.262 0.466 0.823
LEV 0.063 0.244 0.497 0.329 0.448 0.689 2.036

See Table 1 for definitions

4.2 Correlation Analysis

The correlation analysis among the variables utilized in the study model is presented in
Table 4. The findings indicate a favorable and statistically significant association
(coefficient = 0.13) between AQ and the audit committee's effectiveness. This implies that
corporations tend to select an external auditor from one of the four major accounting
firms when the AC of these corporations demonstrate higher levels of effectiveness. The
findings indicate a significant correlation of 0.48, the highest seen, between the
dependent variable AQ and the independent variable COMSIZE. Furthermore, the study's
findings reveal that the strongest link among the independent variables is a negative and
statistically significant correlation of -0.47 between LEV and ROA. The absence of
correlation coefficients over the 0.80 threshold, as stated by Gujarati (2003), indicates
the absence of any multicollinearity issue.
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Table 4: Pairwise Correlations

Variables (1) (2) (3) (4) (5) (6) (7) (8) (9 (10) (11)
(1) AQ 1.00

(2) ACE 0.13*** 1.00

(3) CEOAEXPT -0.02 -0.02 1.00

(4) OWCCO -0.10%** 0.03 0.00 1.00

(5) ROA 0.16%** 0.07* -0.05 -0.09%* 1.00

(6) GROTH 0.10%** 0.07* -0.02 0.06* 0.22%%* 1.00

(7) BSEGM 0.01 0.17*%  -0.18% -0.02 0.00 0.01 1.00

(8) COMSIZE 0.48%** -0.01 0.01 -0.13%*  0.29% 0.11%** 0.11%** 1.00

(9) LCOMAGE 047 010 -0.04 -0.15%** -0.04 -0.06* 0.15%*  -0.16%* 1.00

(10) INVRECR -0.07* 0.10%*  -0.10%* 012 -0.02 0.03 0.16%*  -0.21%*  033%* 1.00

(11) LEV -0.02 -0.11%%* 0.04 0.03 -0.475%* -0.01 -0.09** 0.06* 02057 0.10*** 1.00

¥ p<0.01, ** p<0.05, * p<0.1
See Table 1 for definitions

5. MULTIVARIATE REGRESSION RESULTS

The findings of the multivariate analysis, aimed at testing the study's hypotheses, are
presented in Table 5. The statistical analysis presented in Table 5 demonstrates that the
estimated model exhibits a high level of overall statistical power, as evidenced by its very
significant p-value (p < 0.000). This suggests that the model is well-fitted to the data. The
calculated pseudo-R2 value of 0.351 indicates that the independent variables included in
the model of the study account for about 35.1% of the variability seen in the dependent
variable. When examining the hypothesis of the proposed study, it is observed that the
effectiveness of the AC has an impact on the quality of the audit. The study's findings
demonstrate a positive and statistically significant relationship between the ACE
coefficients and AQ, with a significance level of p < 0.01. This finding is consistent with
the complementing perspective, as it provides empirical support for the notion that firms
listed on the Muscat Stock Exchange (MSE) exhibit a greater inclination towards
emphasizing high AQ levels when their AC demonstrates a high degree of effectiveness.
This finding aligns with previous research conducted by See et al. (2020) and Agyei-
Mensah (2019), which posited that the effectiveness of the AC is linked to the quality of
audits and serves to safeguard the interests of stakeholders (See et al.,, 2020; Jizi &
Nehme, 2018).

Regarding the control variables, this study found that the SIZE and INCREASE have
positive and significant associations with AQ. Alongside this, that the relationship
between OWCCO, ROA, BSEGM and LCOMAGE, and AQ are a significantly negatively.
Meanwhile, this study finds insignificant associations between GROTH and LEV with AQ.

Table 5: Results for Logistic Regression

Variables (1) (2) (3)
ACE 0.284*** 0.312%** 0.364***
(3.502) (3.579) (3.480)
owcco -0.011**
(-2.517)
ROA -2.249*
(-1.857)
GROTH 0.241
(0.706)
BSEGM -0.366***
(-3.797)

COMSIZE 1.346%**
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(11.320)
LCOMAGE -1.495%**
(-4.742)
INVRECR 2.177***
(3.974)
LEV -0.234
(-0.529)
INDUSTRY NO YES YES
YEAR NO YES YES
_cons 0.015 -0.059 -19.703***
(0.093) (-0.121) (-9.335)
Wald chi2 12.26 72.17 180.83
Prob > chi2 0.005 0.000 0.000
Observations 773 773 773
Pseudo R2 0.013 0.097 0.351

t-values are in parentheses
*#* p<.01, ** p<.05, * p<.1
See Table 1 for definitions

6. ADDITIONAL ANALYSIS

6.1 The Impact of the CEO's Accounting Expertise as a Moderating Factor on Audit
Quality

CEOs play a crucial role in CG by improving the integrity of financial reporting and audits,
mitigating agency conflicts and safeguarding stakeholders' interests (Altarawneh et al,,
2020; Fama & Jensen, 1983; Fama, 1980). The involvement of CEOs in the negotiation and
selection process of external auditors has been found to substantially impact AQ
(Bhattacharya & Banerjee, 2019). Previous research has established that the
characteristics of a Chief Executive Officer (CEO) have a significant impact on the quality
of financial reporting and also play a crucial role in determining the level of AQ (Ahmad
et al,, 2022; Al-Awagqleh et al,, 2021; Corten et al., 2021; Karaibrahimoglu et al., 2021;
Altarawneh et al.,, 2020; Alzeban 2020; Jaeyoon Yu et al. 2020; Jizi & Nehme 2018;
Kalelkar & Khan 2016; Baatwah et al.,, 2015; Huang et al.,, 2012).

The accounting expertise possessed by CEOs is regarded as a highly significant
characteristic, as it equips them with a heightened comprehension of financial and
accounting matters (Ashafoke et al., 2021). This expertise can strengthen their standing
in negotiations about year-end accounting concerns with the external auditor (Gibbins et
al., 2007). The accounting expertise of the CEO will enable them to assess audit risk,
engage in negotiations, and efficiently fulfil their responsibilities in monitoring.
According to Baatwah and Adel AlQadasi (2020), the accounting expertise of the CEO can
enhance the calibre of audits conducted by auditing companies. In light of the study
mentioned above conducted by Baatwah et al. (2015), which advocates for more
exploration into the impact of CEO characteristics on audit matters, this research
examines the role of the CEQ's accounting expertise as a moderator.

To validate the primary findings of this study, an additional examination is conducted,
focusing on the moderating impact of the CEQ's accounting expertise on AQ. Consistent
with prior research (e.g., Al-Qadasi et al., 2023; Jizi & Nehme, 2018; Kalelkar & Khan,
2016; Baatwah et al., 2015; Aguinis & Stone-Romero, 1997), the subsample approach is
employed for the identification of moderating effects. Consequently, the researcher
divided the entire study sample into two distinct sub-samples, namely the group
consisting of CEOs with accounting expertise (referred to as CEOAEXPT) and the group
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consisting of CEOs without accounting expertise (referred to as CEONAEXPT). Thus, if a
company's CEO possesses accounting expertise, it falls under the CEOAEXPT group;
otherwise, it falls under the CEONAEXPT group.

Table 6 reveals that accounting expertise in the CEO (CEOAEXPT group) does not
exhibit a significant association with audit quality. Conversely, non-accounting expertise
in the CEO (CEONAEXPT group) demonstrates a positive and substantial association with
AQ, with statistical significance at p< 0.01. This implies that companies led by CEOs
without an accounting expertise are more inclined to engage Big four auditors to
strengthen their monitoring systems and consequently prioritize audit quality, in
contrast to companies whose CEOs possess accounting expertise. This finding aligns with
prior research (e.g., Kalelkar & Khan, 2016), which indicated that firms led by CEOs with
accounting expertise demonstrate a decreased tendency to use the services of Big 4
accounting firms.

Table 6: Results for Logistic Regression for the CEO Expertise Effect

AQ
(1) (2)
CEOAEXPT =1 CEONAEXPT =0
ACE -0.307 0.392%**
(-0.498) (3.437)
owcco 0.004 -0.018%***
(0.171) (-3.585)
ROA 65.922%** -2.424%*
(3.024) (-1.832)
GROTH 0.452 0.537
(0.291) (1.278)
BSEGM 16.745%** -0.355%**
(2.907) (-3.646)
COMSIZE 7.232%** 1.237***
(3.858) (11.177)
LCOMAGE -1.295 -1.815%**
(-0.551) (-5.009)
INVRECR 7.377 1.766***
(1.614) (3.001)
LEV -23.914%** -0.181
(-3.494) (-0.355)
INDUSTRY YES YES
YEAR YES YES
_cons -138.351*** -16.614%**
(-3.509) (-8.910)
Observations 91 682
Pseudo R2 0.720 0.348

t-values are in parentheses
*#*p<.01, ** p<.05, *p<.1
See Table 1 for definitions

7. THE CONCLUSION AND IMPLICATIONS FOR MANAGEMENT AND STAKEHOLDERS
The inconclusive findings from previous studies on audit quality and the scarcity of
studies conducted in the Omani setting (e.g., Baatwah et al., 2018; Baatwah et al., 2014),
provided a rationale for the researcher to undertake a renewed examination of this
matter in the emerging market, specifically Oman. Therefore, the primary objective of this
research is to address a deficiency in the existing literature by examining the direct
impact of AC effectiveness, as a comprehensive measure of the audit committee's
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attributes, on audit quality. Hence, this research expands upon previous investigations
about the factors that determine AQ by investigating whether the collective impact of AC
attributes (namely, independence, size, frequency of meetings, and experience) affects
the choice of high-quality external audit services.

Consistent with the hypothesis posited in the study, the findings revealed a statistically
significant and positive association between the effectiveness of AC and the quality of
audits conducted in listed Omani companies. Following the complementary perspective,
the findings of this study suggest that Omani companies exhibiting a high level of
effectiveness in their AC are inclined to prioritize attaining superior AQ. This inclination
stems from their objective of enhancing the overall quality and dependability of financial
reporting. Consequently, the enhancement of the monitoring function within CG
processes leads to a reduction in stakeholder conflict of interest. Contrary to the
complementing perspective, this study has revealed that the influence of the CEOQ's
accounting competence on the association between AC effectiveness and AQ is not
statistically significant. Therefore, it may be inferred by the researcher that there exists
an association between the effectiveness of the AC and the need for high-quality audit
services, whereas the accounting skill of the CEO does not appear to have a significant
impact on this demand.

The present study's findings provide empirical information that adds to the
advancement of knowledge for companies’ management, regulators, academics, and
shareholders concerning the correlation and significance of AC effectiveness in the
broader context of AQ. Furthermore, this research contributes to advancing our
comprehension of agency theory in the emerging market such as Oman.

Notwithstanding the significance of the findings presented in this research, it is
susceptible to some constraints. The primary focus of this study was directed towards
emerging markets, potentially constraining the applicability of the findings to
industrialized nations. In addition, it is worth noting that other corporate monitoring
mechanisms could potentially influence the quality of audits, which were not explicitly
examined in the scope of this study. These mechanisms include the internal audit function
and the ownership structure. Given the constraints mentioned above, forthcoming
research endeavors should focus on addressing these facets to expand upon the
invaluable insights furnished by this study.
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