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Abstract

This study examines and provides empirical evidence on the association between audit
committee characteristics and audit report lag, by using data from 255 companies listed in the
Muscat Securities market from 2013 to 2017. Multivariate analyses show that audit
committee size positively associated with audit report lag and audit committee financial
expertise reduces audit lag. However, this study does not find evidence that audit committee
independence and meetings are associated with audit report lag. This study concludes that
internal mechanisms of corporate governance in Oman are not effective compared to more
developed nations and that policymakers in this emerging market should enforce and
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motivate practices of corporate governance in substance rather than simply adhering to
practices in the form.

Keywords: Corporate governance, Audit committee, Audit report lag, Oman, Middle East
countries

1. Introduction

Timeliness of financial reporting disclosure is a main component for accounting information
quality. As stated by Financial Accounting Standards Board (FASB) in the Statement of
Financial Accounting Concepts No.8, timeliness is considered as one of the fundamental
qualitative characteristics of financial information quality and usefulness (FASB, 2010). Due
to the recent high-profile accounting collapses, such as Enron and WorldCom that have
shaken the investors’ confidence about the efficiency of equity markets, both investors and
legislators have become more concerned with the timeliness and the accounting information
quality (Sultana, Singh & Van der Zahn, 2015). Timeliness is deemed as a mirror that reflects
the quality and reliability of financial information and its transparency (Ram & Hassan, 2017),
and promotes equality between stockholders to access financial information without the need
to look for other sources (Owusu-Ansah, 2000).

The annual audit length has been specified as one of the most significant factors determining
the timeliness of financial reporting by companies (Knechel & Sharma, 2012; Abernathy,
Barnes, Stefaniak & Weisbarth, 2017). As required by regulations in several countries,
companies are only allowed to issue their financial reporting after certification of external
auditor and release the audit report (Abernathy et al., 2017). Audit lag is identified as the
number of days from the end of company's fiscal year to the date of audit report (Swanson &
Zhang, 2018). Some research has shown that audit report lag is critical because it is related to
public’s confidence in the audited financial reports (Sultana et al., 2015; Salleh, Baatwah
&Ahmad, 2017). Delay of audit report jeopardises the quality of accounting information by
not giving timely information to shareholders (Nor et al., 2010). Late disclosure of the
auditor’s opinion about the fairness of financial information results in increase asymmetric
information and uncertainty in investment decisions (Afify, 2009; Mande & Son, 2011).
Hence, this may negatively influence investor’s trust in the equity markets. Therefore, audit
lag directly impacts the timeliness of financial reporting that affect the decision-making
process (Ahmad, Mohamed & Nelson, 2016).

The issue of timely provision of audited financial reporting is considered more important in
emerging countries such as Gulf Corporation Countries (GCC) than in other countries
because such reports are the only reliable source of information available to investors and
other users who rely on these reports for investment decisions (Khasharmeh & Aljifri, 2010;
Basuony, Mohamed, , Hussain & Marie, 2016), where the news outlets and intermediaries of
financial in Gulf markets are not well developed compared with developed markets
(Khasharmeh & Aljifri, 2010; Baatwah, Salleh & Ahmad, 2015a), as well as the regulatory
bodies are non-effective (Amrah, Hashima & Ariff, 2015). Previous studies have stated that
audited financial reports disclosure in the Middle East Countries (MEC) including Oman is
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not in a timely manner and there is a significant lag in audit report timeliness behind those of
developed economies (e.g. US and UK) (Afify, 2009; Baatwah et al., 2015a; Alfraih, 2016).

Given the importance of audit lag to investors, identifying the determinants of audit lag has
been of interest of scholars as exhibited in recent research conducted by Abernathy et al.
(2017), Sharma, Tanyi and Litt (2017), Wan-Hussin, Bamahros and Shukeri (2018) and
Salehi, Bayaz and Naemi (2018). However, very few empirical studies investigated the
factors impacting the lag of audit report in the MEC particularly with factors of corporate
governance (see for example Afify, 2009; Baatwah et al., 2015a; Basuony et al., 2016). Thus,
this study fills the gap in the prior literature by providing evidence on the relationship
between audit committee and audit report lag in a unique setting such as the Middle East
markets featured by high levels of secrecy and a lack of transparency.

In line with that, one of the main responsibilities of an audit committee (AC) is overseeing
the process of financial reporting and external auditor’s work, as well as strengthening the
internal control (B&lard & Gendron, 2010). Therefore, an AC is more likely to directly affect
the activities and procedures of the external auditor, especially involving time taken to release
the audit report positively. Theoretically, the agency theorists claim that audit committee is
the most significant internal governance mechanisms to reduce agency conflict among
managers and owners (Komal & Bilal, 2016; lka & Ghazali, 2012) and ensures that better
information flows between them by its overseeing function over the fundamental activities of
business (Jensen, & Meckling, 1976; lka & Ghazali, 2012). The AC is also the most
important internal observing tool that can ensure the quality and timeliness submission of
financial reporting (Afify, 2009; Shukeri & Islam, 2012). In the same vein, AC can reduce
the delay of audit report, by enhancing the internal control of client, hence minimize audit
business risk and time of audit actions (Sultana et al., 2015). Previous literature had provided
emphasis that the AC is effective in carrying out its duties if it has independent directors,
expertise, sufficient size, and diligent (see for example Bé&lard & Gendron, 2010, Kent,
Routledge & Stewart, 2010, Zaman, Hudaib & Haniffa, 2011).

Past research had examined the relationship between AC characteristics (size, independence,
financial expertise and meetings) and audit report lag (see for example Mohamad-Nor, Shafie
& Wan-Hussin, 2010; Shukeri & Islam, 2012; Apadore & Noor, 2013; Abernathy, Beyer,
Masli & Stefaniak, 2014; Sultana et al., 2015; Baatwah et al., 2015a; Salleh et al., 2017),
however, the empirical findings from these studies were inconsistent. These researches
mainly focused on data from developed markets like US and emerging markets such as
Malaysia, where the legal framework is strict and the system of disclosure and transparency
is developed. Furthermore, except for one study (see Baatwah et al., 2015a) which was
conducted in Oman and had also failed to find any consistent significant correlation. This
study reported that the practices of governance mechanisms in Oman are weak, and suggested
that further research in this relationship is needed.

This study proceeds as follows: the next section is a review of corporate governance practices
in Oman. Section three provides the hypotheses development. Section four details the
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research methodology. This is followed by the section of empirical results and finally, the
conclusion.

2. Corporate Governance in Oman

The Omani government adopted many steps to guarantee the efficiency and effectiveness of
the Muscat Security Market (MSM) and financial sector for developing the economy of
country. Toward this improvement, it had issued the code of corporate governance for listed
firms on the MSM in 2002 (Dry, 2003; Al-Busaidi, 2008). The Omani Corporate Governance
Code (OCGC) is basically compliant with the principles of Organization for Economic
Cooperation and Development (OECD) for corporate governance which focuses on five main
points: (1) shareholders’ rights, (2) the equitable dealing of all shareholders, (3) disclosure
and transparency, (4) the duty of stakeholders in corporate governance, and (5)
responsibilities of the board (OCGC, 2002). The OCCG identifies the mechanisms of
composition and duties of the board of directors, audit committee, external auditors and
internal control, executive management and the related party transactions. The code requires
that board should include a majority of non-executive directors and one-third of whom
independent, as well as, separate the roles of Chairman and CEO. The code recommends that
the audit committee is responsible to assess the integrity of internal control and framework of
risk management for company. The audit committee also is charged on overseeing and
preparing financial reports on time. The code requests the audit committee to comprise of
non-executive directors and a majority of members whom are independent, the size is at least
three members with at least one of them has financial expertise, should held at least four
meetings in a year, and the chairperson of the committee is independent. The OCGC was
revised in 2015 and made mandatory in 2016 (became known as the 2016 code). It
recommends the board to be composed of non-executive directors and train them in
governance special programs, and to provide more safeguard for the minority shareholders.
The revised code emphasizes the importance of the audit committee in overseeing and
controlling the process of financial reporting and external auditor.

3. Hypothesis Development

Agency theory assumes that a strong system of internal control can strengthen the monitoring
processes of company and, in turn, increases the credibility and quality of the financial
information (Jensen & Meckling, 1976). From the view of the agency theory, effective audit
committee and external auditor are the main mechanisms to corporate monitoring and
minimize the agency conflict that arises from information asymmetry between the owners
and managers (Jensen & Meckling, 1976; Shukeri & Islam, 2012). By observing the
management’s behaviour and processes of financial reporting, provides greater assurance on
the credibility and quality of financial statements (Fama & Jensen, 1983). The agency theory
literature confirms that the audit committee will be effective if it has these characteristics
such as outside directors, expertise, resources (sufficient size) and activities (Ika & Gazali,
2012; Ghafran & Yasmin, 2018). These literatures revealed that the effectiveness of audit
committee by its characteristics reduces the time of audit work and enhances the timeliness of
financial information. Based on the perspective of agency theory, audit committee

155 http://ijafr.macrothink.org



ISSN 2162-3082

\ MacrOthlnk International Journal of Accounting and Financial Reporting
H ™
AR Institute 2019, Vol. 9, No. 1

effectiveness is grounded on its characteristics to support the internal controls and external
auditors (Zaman et al., 2011; Ika & Gazali, 2012).

In Oman, the poor legal system to protect the wealth of minority shareholders, and high level
of ownership concentration contribute to weak effectiveness of corporate governance (Young,
Peng, Ahlstrom, Bruton & Jiang, 2008; Hashim & Amrah, 2016). Hence, the high agency
conflicts found among substantial and minority shareholders (Hashim & Amrah, 2016),
results in the improvement of the system of corporate governance in Oman (see for example
OCGC, 2002 and revised OCGC, 2015). This improvement focuses on the internal and
external monitoring instruments and emphasis on the importance of audit committee in
overseeing and controlling the process of financial reporting and external auditor, and ensures
the protection of minority shareholders’ interest. Thus, this study uses the characteristics of
audit committee (e.g. size, independence, financial expertise and meetings) which explain the
effectiveness of audit committee, to examine their impact in reducing the asymmetry of
information and agency conflict between principle and agent, and among substantial and
minority shareholders, that is through the capability of audit committee characteristics in
shorting the lag of audit report.

3.1 Audit Committee Size

It is reported that, the sufficient size of audit committee could handle companies’ issues in a
more effective way (Sultana et al., 2015). The Blue Ribbon Committee (BRC) (1999)
stipulates that three directors form a minimum size of audit committee. The OCGC (2002,
revised 2015) states that the audit committee shall include at least three non-executive
directors, with the majority of whom are independent directors. According to agency theory,
the monitoring effectiveness and group cohesion can be enhanced by small audit committee
size (Jensen, 1993; Hillman & Dalziel, 2003). It is argued that an increase in audit committee
size can result in lack of active participation by some directors, which in turn impairs
cohesion in decision-making, and undermining the controlling and monitoring functions
(Lipton & Lorsch, 1992; Hillman & Dalziel, 2003). Bédard and Gendron (2010) asserted that
the audit committee with a small size has a diversity of expertise and can ensure the
appropriate monitoring.

Contrary, other scholars have suggested that large committee size increases the variety of
experience and sufficient resources, as well as improves the overseeing quality (Xie,
Davidson & DaDalt, 2003; Shukeri & Islam, 2012). Previous studies have found that the AC
size has a negative and significant association with audit report lag, indicating that more
members in AC improve the timeliness of audit report (Mohamad-Nor et al., 2010; Shukeri &
Islam, 2012; Li, Zhang & Wang, 2014). However, studies such as Wan-Hussin and Bamahros
(2013) and Baatwah et al. (2015a) found an insignificant relationship between AC size and
audit report lag, based on the above discussion, and incompatibility of views. Thus, the
following hypothesis is developed:

H1: Audit committee size has associated with audit report lag.
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3.2 Audit Committee Independence

From the perspective of agency theory, independence and expertise of audit committee
directors are much significant in maintaining the integrity of financial reporting and increase
the monitoring quality as they are representatives of the shareholders and minority in
particular (Watts & Zimmerman, 1978; Fama & Jensen, 1983).Independent directors have
more motivation and expertise to reduce opportunistic behaviour, fraud and misleads in the
accounting statements and in which to guarantee the interests of shareholders (Watts &
Zimmerman, 1978; Baatwah et al.,, 2015a), and the quality of financial information
(Al-Rassas & Kamardin, 2016). Moreover, directors with financial expertise in audit
committee are more efficient when they are independent (Sharma & Kuang, 2014).

Salleh et al. (2017) found that, audit committee financial expertise is not related to reducing
audit report lag, while they did further examination if the board of director has a majority of
independent directors, they revealed that audit committee financial expertise and
independence significantly strengthen the timeliness of audit report. Some previous studies
had found significant and negative association between audit committee independence and
audit report lag (see for example Wan-Hussin & Bamahros, 2013; Sultana et al., 2015). On
the other hand, other researchers, for example Mohamad-Nor et al. (2010), Apadore and Noor
(2013) and Baatwah et al. (2015a) found an insignificant relationship between audit
committee independent directors and audit report lag. Accordingly, the following hypothesis
is predicted:

H2: Audit committee independence is negatively associated with audit report lag.
3.3 Audit Committee Financial Expertise

As stated by Bélard, Chtourou and Courteau (2004), the process of financial reporting and
overseeing is the key responsibility of audit committee, and that such responsibility can only
be achieved through directors who have extensive knowledge and experience in finance.
McMullen and Raghunandan (1996) and Salleh et al. (2017) pointed out that, companies
which suffer from financial problems give an indicator to the absence of financial experts in
the audit committee. It is proven that audit committee financial expertise enhances
significantly the demand for high audit quality (Yatim, Kent & Clarkson, 2006). The agency
theory claims that the existence of financial experts enhances the monitoring function of audit
committee over the internal controls and ensures the efficiency of external auditor (Fama &
Jensen, 1983; Sultana et al., 2015).

Abernathy et al. (2014) had found that the audit committee with a high proportion of
accounting and financial expertise is related to timely audit reports. Sultana et al. (2015) and
Baatwah et al. (2015a) further found that the audit committees which have financial expertise
led to reduce audit report lag. However, empirical evidence from Malaysia conflicts with this
prediction and shows that audit report lag is not significantly associated with audit committee
financial expertise (see for example Mohamad-Nor et al., 2010; Wan-Hussin & Bamahros,
2013). Hence, this study hypothesis that:

H3: Audit committee financial expertise is negatively associated with audit report lag.
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3.4 Audit Committee Meeting

Audit committee diligence (proxied by frequent meetings) may take many protective and
corrective procedures on time regarding the weaknesses of internal control (Khlif & Samaha,
2016), hence, able to detect and hinder the opportunistic behaviour of management and
ensuring the integrity of earnings and quality of information reported (Bedard et al., 2004).
Goh (2009) revealed that audit committee with frequent meetings is positively related to
timely rectification of material weaknesses. As reported by BRC (1999), the audit committee
should hold at least four meetings per year. Omani CMA emphasizes that the audit committee
shall meet at least four times annually. Mohamad-Nor et al. (2010) suggested that, the audit
committee have to meet frequently and write down its conclusions in carrying out its
responsibilities and duties. The study also showed that, meeting frequency of audit committee
can reduce the audit report lag.

In line with that, it is reported that, the frequent audit committee meeting boost the timelier of
reporting (Ika & Ghazali, 2012). In Jordan, Aljaaidi, Bagulaidah, Ismail and Fadzil (2015)
found that, frequent audit committee meetings results to reduced delay in audit report. While
other researchers found no relationship between audit committee meetings and audit report
lag (see for example Baatwah et al., 2015a; Sultana et al., 2015; Salleh et al., 2017).
Therefore, the following hypothesis is postulated:

H4: Audit committee meeting is negatively associated with audit report lag.
4. Methodology
4.1. Sample Selection and Data Sources

Data is retrieved from 119 listed companies on the Muscat Security Market (MSM) in 2017.
Companies in MSM are classified into three sectors of industries namely financial, industrial,
and service. The sample period is from 2013 to 2017. This period was selected due to the
amendments which were done before 2013 to some items of the Omani corporate governance
code, especially concerning the definition of independent director and the transactions of
related parties by the MSM. Such amendments may consider some independent members
based on the prior definition as non-independent members. The initial sample is 595
company-year observations. Financial listed companies (195 observations) are excluded
because of their nature of business, governed by strict regulations and different rules as
compared to non-financial companies (Mohamad-Nor et al., 2010; Baatwah et al., 2015a).
Furthermore, 145 observations of uncompleted data among the period of the study are also
eliminated. The final sample represents 255 observations for non-financial companies listed.
Table 1 presents a summary for the distribution of the sample. Data is collected from annual
reports of the listed companies in the MSM website.
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Table 1. Summary of the sample selection

Distribution of industry

Items

Financial  Industrial  Service Total
Listed firms in 2013 39 42 38 119
Total observations 2013-2017 195 210 190 595
Minus financial firms (195) - - (195)
Non-financial firms - 210 190 400
Minus incomplete firms - (70) (75) (145)
Total firms used in the analysis - 140 155 255

Note: Distribution of Industry is based on the classification of MSM
4.2 Variables Measurements

The variables of this study include Audit Report Lag (ARL) as the dependent variable which
is measured as the number of days between the end of company’s year and audit report date
(Salleh et al., 2017; Ghafran & Yasmin, 2018). Whereas, audit committee characteristics as
the independent variables include; Audit Committee Size (ACSZ) as the number of audit
committee directors; Audit Committee Independence (ACI) as the proportion of independent
audit committee directors; Audit Committee Financial Expertise (ACFEX) measured as the
proportion of directors who qualify as accounting or financial experts in the audit committee;
Audit Committee Meeting (ACM) measured as the number of audit committee meetings held
annually (Mohamad-Nor et al., 2010; Salleh et al., 2017).

In addition, this study includes control variables which have been shown to have a significant
effect on audit report timeliness (see for example Afify, 2009; Abidin & Ahmad-Zaluki, 2012;
Sultana et al., 2015; Basuony et al., 2016). Board Size (BOS) is measured as the number of
directors in the board (Sultana et al., 2015). It is claimed that large board size has directors
with diverse expertise may strengthen internal controls and capability of directors to monitor
the actions of firm’s management. Hence, reduce the late issuance of audit report (Basuony et
al., 2016); Big4 audit firm (BIG4) is a dummy variable equal "1" if the firm was audited by
one of the Big4 auditors and "0" otherwise (Al-Rassas & Kamardin, 2016; Ghafran &Yasmin,
2018). The recognized BIG4 audit firms have advanced resources, better technology and high
expertise to provide the audit task by high quality and in faster time compared to non-Big4
firms (Alkhatib & Marji, 2012) and hence, they will provide audit report in a shorter time
(Basuony et al., 2016). Company Size (LOGSZ) is the natural log of total assets (Habib &
Bhuiyan, 2011; Abernathy et al., 2014). This control is important due to the claims that
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bigger company has a high tendency of making a strong internal control system and employs
experienced accountants and is expected to assist auditors in reducing the timing of audit
process (Habib & Bhuiyan, 2011; Sultana et al., 2015). Leverage (LEV) measured as the ratio
of the total debt to total assets (Khlif & Samaha, 2016). Companies which are greater
financed by debts have a higher business risk, hence, they are subjected to rigorous audits and
take a long time (Abbott, Parker & Peters, 2012; Dao & Pham, 2014). Finally, Profitability
(PROF), measured as the net income to total asset (Baatwa et al., 2015a; Alfraih, 2016). It is
reported that companies’ profitability can be considered as a sign of good management, hence,
companies’ management may request from auditors to issue the audit report in a short time to
inform investors about the profits made as good news (Basuony et al., 2016).

5. Empirical Model

This study uses a panel data approach to determine the effect of audit committee
effectiveness on audit report lag of the listed non-financial firms in Oman during the period
of 2013-2017, the regression model is as follows:

ARL; = B0+ BlACSZit + BZACIit + B3ACFEXit + B4ACMit + B5BOSit
+ BeBIG4i; + B;LOGSZji+ BsLEViit+ BoPROF;i+ &it. ..

Whereas: (i) represents every firm, and (t) represents every year, ARL is audit report lag,
ACSZ is audit committee size, ACI is audit committee independence, ACFEX is audit
committee financial expertise, ACM is audit committee meeting, BOS is board size, BIG4 is
auditor type, LOGSZ is company size, LEV is leverage, PROF is profitability and ¢ is the
error term.

6. Empirical Results and Discussion
6.1 Descriptive Statistics

Table 2 illustrates the findings of descriptive statistics for all the variables of this study. It can
be seen that the average of ARL is 51 days, with a variability of almost 11-days among
companies under study, as well as a minimum of 25 and a maximum of 77 days, indicating
that the full sample issues the audit report within 51 days. This result is similar to Baatwah et
al’s (2015a, b) evidence that records, on average Omani external auditors take 51 or 52 days
to finalize the audit task. Compared with the developed economies, the result shows that ARL
in Oman is somewhat close to ARL in the US and UK, on average, 55 and 64 days
respectively (Abernathy et al., 2014; Ghafran &Yasmin, 2018). And compared with the
developing markets, such as Egypt and Malaysia, the average of ARL is 72 and 103
respectively (Khlif & Samaha, 2014; Wan-Hussin et al., 2018), indicating that ARL in Oman
is shorter. It is believed that this variance in ARL is basically due to the difference in deadline
of reporting among countries. As for AC characteristics statistics, ACSZ has an average of
about 3 members with a variation of almost 1 member among the sample, as well as a
minimum of 0 and a maximum of 5 directors. While the mean of ACI is 81% of audit
committee directors are independent with a variation of about 24.5%, it has also a minimum
value of 0% and a maximum of 100%. The average of ACFEX is almost 43% of directors
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have financial expertise for the companies' sample, and a variation of 21.5%, with a
minimum of 0% and the maximum of 100%. Finally, the ACM mean is 5 meetings held
annually for the firms' sample with a minimum of 0 and a maximum of 11 meetings. Regards
to the control variables, the mean of BOS is 7 directors. Furthermore, 61.6% of the
companies are audited by the Big4 firms. The mean LOGSZ of the sample is about 17.1%,
suggesting that the companies size in the MSM is relatively small. The average for LEV and
PROF are 47.3% and 5.5 % respectively.

Table 2. Descriptive statistics results for variables (Company Observations = 255)

Variables Mean Std. Dev. Min Max
ARL 51.059 10.988 25.000 77.000
ACSZ 3.424 0.738 0.000 5.000
ACI 0.813 0.245 0.000 1.000
ACFEX 0.428 0.215 0.000 1.000
ACM 4.725 1.491 0.000 11.000
BOS 7.271 1.514 3.000 12.000
BIG4 0.616 0.487 0.000 1.000
LOGSZ 17.104 1.744 11.356 21.236
LEV 0.473 0.348 0.053 2.629
PROF 0.055 0.091 -0.422 0.279

6.2 Univariate Analysis

Table 3 presents the correlation matrix analysis (univariate analysis). This analysis shows the
ARL is significantly correlated with ACFEX, BOS, LEV and PROF. The ACFEX has a
negative and significant correlation with ARL for a value of 0.145 (p < 0.05). This result
provides initial support for H3, implying that companies with financial expertise in audit
committee release their audit report in a timely manner. In contrast, ACSZ, ACI and ACM
are insignificantly correlated with ARL. For control variables, BOS and PROF are negatively
correlated with ARL at p < 0.10 and p< 0.01 respectively, indicating that BOS and PROF
reduce ARL. While LEV has a positive correlated with ARL, which causes to increase ARL.
Finally, BIG4 is not significantly correlated with ARL. Furthermore, the univariate analysis
demonstrates the absence of multicollinearity issue in the study’s model, where the highest
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correlation within explanatory variables is among LOGSZ and BIG4 at 0.50, which is less
than the 0.80. Likewise, from the Table 3, the variance inflation factor (VIF) ranges from
1.12 to 2.36 that indicate the lack of multicollinearity issue. The VIF presents
multicollinearity when its degree above 10 (Hair, Tatham, Anderson & Black, 2006).

Table 3. Correlation matrix

ARL ACSZ ACI ACFEX ACM BOS BIG4 LEV LOGSZ PROF VIF
ARL 1

ACSZ 0071 1 1.46
ACI 0.043 0.245%*% ] 1.24
ACFEX -0.145** 0038 -0.002 1 112
ACM 0.046 0.317*=¢  0223*** (091 1 1.39
BOS -0.111* 0327%%x  (Q187*=*  (.212%** (. 192%** | 1.54
BIG4 0.018 0.181%**  0242%**  ( 161*** (217*** (227*** | 1.58
LEV 0.191***  _0239%** _0131** 0027 -0.139** 0032 0.018 1 1.34
LOGSZ -0.042 -0.028 -0.031 0.218%**  (322%*x  (431**= (.508*** (.084 1 2.36
PROF -0.365***  0.031 0.049 0.141** 0088 0.196*** 0.132**  _(369*** (351*** | 1.43

Note: ****”***n. yalue < 0.10, 0.05 and 0.01, respectively
6.3 Regression Results

Table 4 shows the regression results of the study model. Based on the panel corrected
standard error that was used as a reliable model and provides reliable results. The results
show that the audit report lag (ARL) model is significantly explained by the chosen variables
(with F value = 6.05 and R? = 0.1818). For audit committee characteristics, the results present
that ACSZ is significantly and positively related to ARL at p < 0.10, representing that the
prediction of H1 is accepted. This result is also consistent with the agency theory (Jensen,
1993), and Bé&lard and Gendron (2010) which suggest that the small-sized audit committee is
better for coordination and communication between the directors, as well as enhancing the
effectiveness of audit committee monitoring. Hence, small ACSZ contributes to shorten ARL.
However, this result is in contrast with the evidence from others (see for example
Mohamad-Nor et al., 2010; Shukeri & Islam, 2012; Li et al., 2014).

Furthermore, it is also found that ACFEX has a significant negative association with ARL at
p < 0.01. Thus, H3 is accepted. Such result is also supported by the agency theory that the
presence of financial literacy supports audit committee to enhance internal controls and
ensure the efficiency of external auditor to reduce the audit work time. This result is aligned
with Abernathy et al. (2014) and Sultana et al. (2015). While inconsistent the findings of
Mohamad-Nor et al. (2010) and Wan-Hussin and Bamahros (2013). Nevertheless, the
findings show an insignificant association between ACI and ARL at p > 0.10. This finding
contradicts H2. This result is also contradicted to the agency theory and prior investigations
that proved that audit committee independence leads to reduce the delay in audit report and
improve the timeliness of annual financial reporting (Wan-Hussin & Bamahros, 2013;
Sultana et al. 2015), but it is consistent with those of Apadore and Noor (2013), Baatwah et al.
(2015a) and Salleh et al. (2017). For ACM, the result found ACM is negative but
insignificant related to ARL at p > 0.10, hence H4 is not supported. This is in line with the
results of Sultana et al. (2015), Baatwah et al. (2015a) and Salleh et al. (2017). However, this
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result is contrary with the findings of previous studies that revealed frequent meetings of
audit committee has a significant role in minimizing audit report lag (see for example
Mohamad-Nor et al., 2010; Aljaaidi et al., 2015).

This study provides some explanations for the findings of ACI and ACM. In Oman and the
MEC in general, the independence of directors can be in form but not substantive. It is noted
that a large ratio of independent members in listed companies are the main shareholders or
executive directors of large shareholders. Additionally, existence of relatives is from second
level and above as independent members in the top management of many companies. These
cases may impede the role of independent directors in AC in monitoring and overseeing the
processes of financial reporting and internal controls. Another reasonable explanation, the
AC members are busy in solving the conflicts of directors like the related party transactions
and provide a short time to discuss the issues of financial reporting, reports of external
auditor and other related issues in meetings. Since the audit committee members are not
independent in substance, hence they have less motivation in monitoring and discussing such
as these issues (Baatwah et al., 2015a)

Regarding the control variables, Table 4 shows that the BOS and PROF are negatively and
significantly associated with ARL, indicating that larger board and more profitable contribute
to shorten ARL. These findings aligned with Alfraih (2016). While the coefficient of
company size (LOGSZ) and LEV are positive and significant at p < 0.05, the result consistent
with that revealed by Al-Ajmi (2008) and Leventis and Caramanis (2005). They reported that
big companies’ size, and companies that highly financed by debt need more audit effort and
time due to their business risk. The results further showed the auditor type (BIG4) has no
significant effect on ARL. This result is in line with the prior Arab countries research such as
(Afify, 2009; Khasharmeh & Aljifri, 2010; Aljaaidi et al., 2015; Baatwah et al., 2015a) that
found Big-4 audit firms did not affect ARL. This may be attributed to that, in Oman the
auditors lack adequate knowledge and expertise about their clients due to the short-term of
auditors’ tenure with their clients, which is two years for the majority of audit firms,
hindering them from providing high audit quality (Baatwah, 2016).

Table 4. Regression results

Variables Prediction Coef. Z-stat P>z

ACSZ -[+ 2.066 1.920 0.055
ACI - 3.492 1.430 0.153
ACFEX - -4.702 -3.050 0.002
ACM - -0.050 -0.110 0.912
BOS - -1.095 -2.750 0.006
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BIG4 - -0.512 -0.400 0.693

LOGSZ + 1.159 2.130 0.033

LEV + 2431 2.540 0.011

PROF - -43.693 -5.000 0.000

_cons 33.115 3.580 0.000

F value 6.05

Prob > F 0.000

R-squared 0.1818

7. Conclusion and Future Research

This study examines whether audit report lag is affected by audit committee characteristics
namely size, independence, financial expertise and meetings in Oman setting. Investigation
on the determinants of audit report lag is essential, especially in societies where the audited
annual reports are the only source for providing the financial information to investors, such as
the MEC. Based on 255 listed companies in MSM from 2013 to 2017, this study finds
evidence of a significant positive relationship between audit committee size with audit report
lag, suggesting that small audit committee size is associated in reducing audit report lag. The
study further finds that audit committee with financial expertise enhances the timeliness of
reporting by shortening audit report lag. Contrary, the findings also indicate that audit
committee independence and meetings may not contribute to reducing audit report lag. The
results are aligned with Baatwah (2016), who had also found that the characteristics of audit
committee do not enhance the quality of financial reporting and concluded that the
mechanism of audit committee is not effective in Oman. Hence, this study contributes to the
body of knowledge by extending the literature of audit committee characteristics and audit
report lag, particularly in the Middle East.

The findings can help regulators, firms and investors in Oman and other MECs in assessing
the internal corporate governance mechanisms, for instance, the audit committee. As for
regulators, such results could suggest for further attention to promote the independence and
activity of the audit committee and also to review its existing policy. More focus should be
placed on the composition of the board by policymakers in Oman and other GCC, and review
is needed to the current definition of the director independence, as well as additional efforts
to stimulate firms to employ independent directors substantively. Additionally, these results
could help investors in making investment decisions more effectively. The study
acknowledges that the findings should be held carefully due to that these results are set up on
data from Oman market, where some scholars have noted some variances in the structures of
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corporate governance systems among the MEC (Baydoun, Maguire, Ryan, & Willett., 2013;
Baatwah et al., 2015a). Furthermore, the sample of the study is comparatively small and takes
only non-financial sector, and the companies’ size is relatively small in terms of their
capitalization. Therefore, the generalizability of the results may be restrained through such
two limitations. Thus, this study suggests that future research is needed to beat these
limitations. Added to this, future research can consider the quality of companies’ internal
controls and whether audit reporting lag is related to earnings management or the cost of
debt.
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