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Abstract: We investigate the determinants of key audit matters (KAMs) in the auditor’s report. In
particular, we examine the impact of overlapped audit committee (AC) directors on the quantity
of KAMs disclosure. We also examine the consequences of KAMs disclosure. We test to see if the
quantity of KAMs disclosure affects audit quality. Oman was among the early adopters of KAMs
disclosure requirement. We, therefore, use the content analysis approach to count the number of
KAMs disclosed in auditor reports of financial firms listed on the Muscat Stock Market for the period
of 2014 to 2019. We use regression models to test our hypotheses. Overlapped audit committee
directors are measured as the ratio of AC members who also serve on other committees within the
same firm. We use audit fees as a proxy for audit quality. We find that overlapped AC membership
positively affects KAMs disclosure due to the knowledge spillover that results from serving on
multiple committees. We also find that KAMs disclosure positively affects the quality of external
auditing. We make an important and novel contribution to the literature on financial reporting,
auditing and corporate governance. We add to the literature by providing the first empirical evidence
of the impact of overlapped AC members on KAMs disclosure and the impact of KAMs on the quality
of external auditing. The findings provide important policy implications to exceedingly appoint
overlapped members on AC to enhance the level of KAMs disclosure, which leads to an improvement
in audit quality.

Keywords: key audit matters; Oman; overlapped AC membership; audit quality

1. Introduction

Audit reports were limited in their value regarding audit opinions and the existence of
an expectation gap, and they were viewed as providing little informative value (Gutierrez
et al. 2018). To overcome this issue, many regulators around the world implemented several
reforms to increase the value and relevance of these reports. For instance, in 2013, the UK
required companies listed on the London Stock Exchange to disclose the risks of material
misstatements (RMMs). Another example is the provision of the International Auditing
and Assurance Standards Board (IAASB) regarding disclosing key audit matters (KAMs)
in 2016, and the obligation of the Public Company Accounting Oversight Board (PCAOB)
to disclose critical audit matters (CAMs) in the USA in 2019.

We investigate the determinants and consequences of KAMs within the recent auditing
reporting changes in the context of Oman. In particular, we investigate the effect of
overlapping AC (OvAC) membership on KAMs. We also test whether KAMs affect audit
quality (proxied by audit fees). The literature states that extended audit reports are prone to
enhancing an auditor’s accountability and professional skepticism and reduce information
asymmetry, which will result in improving audit quality (International Auditing and
Assurance Standards Board (IAASB) 2013a; Peecher et al. 2013; Li et al. 2019). Others state
that the new requirement for extended audit reports may place higher pressure on auditors,
which will ultimately have a negative impact on audit quality (increasing audit fees) (KPMG
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2015; Li et al. 2019). This could be due to more resources and time needed. However, since
the expanded audit reports with RMMs or KAMs were launched, researchers such as Wei
et al. (2017), Gutierrez et al. (2018), Almulla and Bradbury (2019), Bédard et al. (2019), and
Reid et al. (2019) have provided mixed evidence on whether the extended audit reports
enhance audit quality.

We offer several contributions in our paper. First, we respond to a recent call by
Kitiwong and Sarapaivanich (2020) to explore the determinants of auditors’ disclosure of
KAMs. To the best of our knowledge, we provide new evidence on the potential impact of
overlapping AC membership on KAMs disclosure. Several researchers have investigated
the relationship between overlapping AC and FRQ and voluntary disclosure (such as
Chandar et al. 2012; Kalelkar 2017; Al Lawati and Hussainey 2020). However, no researcher
has examined whether OvAC affects KAMs. We believe that OvAC can contribute to
AC effectiveness and that this will lead to closer collaboration with the external auditor
due to the thorough understanding and knowledge spillover resulting from serving on
multiple committees with the company. An effective AC should incentivise external
auditors to disclose more informative KAMs in their reports (Velte 2018). We also explore
the consequence of the new auditor reporting requirements (e.g., their impact on audit
quality). We respond to a call by Almulla and Bradbury (2019), who highlighted that
using discretionary accruals may not be adequate as a proxy for audit quality. Hence, we
use audit fees as a measure of audit quality following Sultana et al. (2019). Second, we
offer a theoretical contribution by integrating agency, busyness and stakeholder theories in
explaining the determinants and consequences of KAMs.

Third, we offer a methodological contribution by examining the period of 2014 to 2019
in Omani financial institution context, encompassing before and after the revised version
of the CG Code was introduced in 2016 that mandated the listed financial companies to
disclose KAMs in the extended auditor reports (Capital Market Authority (CMA) 2015).
Oman was characterised by “the immaturity of the legal system in terms of protecting the
wealth of minority shareholders, and a high level of ownership concentration contribute
to weak CG effectiveness” (Al Lawati et al. 2021, p. 4). This led to further concentration
on internal/external monitoring mechanisms and the emphasising of the role of AC in
overseeing and controlling FRQ and external auditing processes, and also on protecting
minority shareholders’ interests (Al Lawati et al. 2021). The new revised CG Code empha-
sizes the overlapping matter by introducing clauses to prohibit the AC chair from sitting
on multiple committees. However, the same does not apply to the other AC members
(Al Lawati and Hussainey 2020). This gives the code a uniqueness that does not exist
in other countries around the world. Oman provides an interesting context in which to
examine the determinants and consequences of KAMs, as it possesses unique institutional
characteristics that are different from other countries.

In our analysis, we consider 216 firm-year observations. We find that OvAC has
a positive impact on KAMs disclosure. This is due to the detailed and comprehensive
understanding of these members through serving on different committees that coordinate
with external auditors in disclosing the KAMs to the stakeholders to reduce information
asymmetry and increase the transparency and accountability of their role. We also find
that KAMs disclosure is positively increasing the audit quality. This indicates that the
new regime of auditing reporting gives more liability to the auditors in requiring them to
disclose more information. They will be responsible for any breach of duty and care in
KAMs disclosure. Therefore, due to the increase in the litigation risk, our analysis shows
an increase in the audit fees since the new audit reporting adoption.

The remainder of the paper is structured as follows. Section 2 discusses the institution
setting. We review the literature and develop the research hypotheses in Section 3. We
discuss our method in Section 4. Our analysis is presented in Section 5. Section 6 discusses
some additional analyses. Section 7 concludes the paper.
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2. Institutional Background: The Omani Context

Oman provides a unique country context within which capital market regulators
have adopted the leading CG practices that meet international standards (Gebrayel et al.
2018). It was the first country in the Middle East and North Africa (MENA) to issue a CG
code for listed companies in 2002 (Baatwah et al. 2015). It introduced CG standards and
guidelines for improving the legal provisions contained in Omani corporate laws. The code
emphasised establishing AC and highlighted its responsibility in overseeing management
behaviour and reviewing FRQ (Gebrayel et al. 2018).

The Omani capital market has experienced several scandals which include: Oman
National Investment Company Holding SAOG (ONIC), and after the implementation of the
new version of CG Code in 2015, Moore Stephens (International Audit Firm), and KPMG
(Big 4 Audit Firms). The literature shows that such scandals could be due to the ineffective
governance system and low FRQ (Al-Matari 2019). Al-Matari (2019) suggests that firms
are not being transparent in publishing relevant information, specifically when it relates
to their ineffective internal controls and the quality of AC. This emphasises the need for
better and more effective governance standards and more provisions for transparency and
disclosure quality (Al-Matari 2019). Al-Matari (2019) also calls for the need to evaluate the
effectiveness of CG code.

The Omani government has taking significant steps in response to the issue of the weak
CG system and low levels of disclosure. First, the government reviewed and updated the
CG code several times (in 2003, 2010, 2012 and finally 2015) with more detailed requirements
to cope with international development and attract international investors (Capital Market
Authority (CMA) 2015). A new version of the Omani CG code was introduced in 2015
that emphasises the role of AC in overseeing the financial reporting process, including the
responsibility for voluntary disclosure practices, contributing to higher FRQ and reducing
information asymmetry. The new code states that AC members are responsible for assessing
the integrity of internal control and the framework of risk management for a company;
therefore, it sets some standards for their characteristics (Capital Market Authority (CMA)
2015). For instance, the code states that the majority of AC members are required to
be independent (including the AC chair). At least one member of the AC should have
accounting or financial expertise.

Additionally, the code introduces a distinctive rule that prohibits the AC chair’s mem-
bership in other committees in the same company (Capital Market Authority (CMA)
2015). It also sets out a requirement for the existence of nomination and remunera-
tion/compensation committees, which would greatly increase the chances of overlapping
AC members across these committees (Annuar and Abdul Rashid 2015).

The majority of studies examining the impact of overlapping AC members on FRQ
have been conducted in developed countries, such as the US and Germany (e.g., Kalelkar
2017; Velte 2017). In order to overcome the challenges associated with CG and FRQ, align
with changes regionally and globally, and attract foreign investors, Oman Vision 2040 was
introduced in 2019 through a royal decree that gave significant importance to disclosure
and transparency (Oman Vision 2040 2019). Aligning with that strategy, CMA also recom-
mends all companies to be transparent and exercise their diligence in disclosing the needed
information by regulators, shareholders and investors in a timely manner, to enable them to
make the right investment decisions (Capital Market Authority (CMA) 2015).

We focus on examining the financial sector in our study. Financial institutions play a
major role in financial inclusion for the economic development of Oman (Muscat Securities
Market (MSM) 2019). The financial sector is the biggest sector in Omani industry, indicated
by market capitalisation, and it has its own unique characteristics (Muscat Securities
Market (MSM) 2019). It is extensively regulated by two key governance bodies, CMA and
the Central Bank of Oman (CBO) (Muscat Securities Market (MSM) 2019), resulting in
stakeholder satisfaction through the greater disclosure of voluntary information (Al-Hadi
et al. 2019). The financial sector contributes to the economic growth by providing large
amounts of net profit and cashflow to the country (Muscat Securities Market (MSM) 2019).
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Moreover, the non-financial sector is highly dependent on it in order to satisfy its financial
needs. As the Omani government is diversifying the economy and deviating from solely
depending on the oil and gas industry, Oman Vision 2040 2019 (2019) has been inaugurated
with a strong emphasis on the financial sector. The emphasis of the Oman Vision 2040 on
the financial sector is due to its major role in generating the required funds for the other
emerging sectors, such as tourism, agriculture, and education.

Finally, it is worthwhile to mention that Omani firms are more guided by Islamic
economic guidelines. However, CAM and CBO require that all Omani financial institutions
use International Financial Reporting Standards (IFRS) rather than the Islamic accounting
standards: the Accounting and Auditing Organization for Islamic Financial Institutions
(AAOIFI).

3. Relevant Literature and Research Hypotheses
3.1. Prior Research on Overlapped AC Membership

Overlapping AC membership in the boardroom can be explained by two theories,
agency and busyness (Habib and Bhuiyan 2016; Kalelkar 2017; Al Lawati and Hussainey
2020). Based on agency theory, the literature reports various positive results of OvAC on
boards: more effective communication capabilities, increased motivations to ask critical
questions, and better collective group thinking due to knowledge spillover resulting from
serving on multiple committees (Habib and Bhuiyan 2016; Al Lawati and Hussainey 2020).
This could lead to increased FRQ (proxied by discretionary accruals and audit fees) and
voluntary disclosure (Chandar et al. 2012; Velte 2017; Al Lawati and Hussainey 2020),
which in turn will reduce information asymmetry between management and shareholders.
However, busyness theory argues that when corporate directors are overloaded, they will
be unable to effectively monitor their companies, having limited time to scrutinize a firm’s
operation and strategic decisions (Elnahass et al. 2020). This could negatively affect corporate
performance, increase risk-taking behaviour (Ferris et al. 2003), increase agency problems
(Core et al. 1999), and negatively affect FRQ (Chang et al. 2011; Liao and Hsu 2013).

Decision-making could be more effective with overlapped AC directors as they possess
comprehensive and detailed knowledge about different activities undertaken by multiple
committees within a company, which leads them to exercise their power in encouraging the
board to disclose the relevant information necessary for stakeholders in helping them in
their decision-making process. Moreover, the main role of AC is to give recommendations
to the board about external auditors, which will put them in the right position to give the
external auditors all the necessary information to disclose the KAMs required by the users
to be transparent and accountable.

The literature also examines the impact of AC on audit quality. A key role of AC is to
help external auditors as part of their oversight process over financial reporting by involving
them in the audit scope and audit planning process (Sultana et al. 2019). If the regulations
and standards of auditing are held to high standards, external auditors will convey high-
quality financial disclosures to stakeholders (Elamer et al. 2021). Stakeholder and agency
theories suggest that stakeholders demand a firm’s audit process for financial reporting and
also demand a modified opinion in the event of material failures by the external auditor
(Velte 2018). “However, if the external auditor is dependent on management, he may
publish a ‘clean’ (unmodified) opinion, thus contradicting the interests of the stakeholders”
(Velte 2018, p. 749). Furthermore, due to the vital support external auditors provide
in assisting AC in their monitoring responsibilities, ACs demand strict external audits
(Aldamen et al. 2018). “Effective ACs can impact audit fees resulting from such interactions
by (1) broadening the scope of the audit engagement in an overall effort to increase audit
quality and therefore, the FRQ or (2) reducing the audit risk to the auditor” (Sultana et al.
2019, p. 951).

High-quality ACs have greater inducements to safeguard additional audit efforts from
the external auditor to protect their reputational capital and to reduce the litigation risks.
As such, the characteristics of AC directors should have vital impacts on the degree of
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collaboration between the two parties, the external auditor and the AC. One stream of liter-
ature reports a positive relationship between AC and audit fees, arguing that high-quality
ACs seek greater audit efforts, resulting in higher audit fees (e.g., Lee and Mande 2005;
Boo and Sharma 2008). This is because a high-quality auditor provides strong assurance of
the quality of accounting information (Miah et al. Forthcoming). However, another stream
of studies documents a negative relationship (e.g., Krishnan and Visvanathan 2009). This
could be because highly effective ACs have less demand for increased audit effort since
they can effectively monitor some of the FRQ processes themselves.

Recent studies have not concentrated on the determinants of KAMs disclosures, such
as the impact of overlapping AC on KAMs. Our paper is the first to use AC as a determinant
of KAMs in the literature. Instead, recent studies have focused on the consequences of
KAMs disclosures, which we highlight later in the paper (e.g., Gimbar et al. 2016; Gutierrez
et al. 2018; Reid et al. 2019).

3.2. Extended Audit Report with KAMs

During the past two decades, continuous provisions and reforms have been applied
to audit reports (PwC 2015). For instance, in 2003, French auditing standards imposed
a provision on all listed companies within the French stock market to disclose JOAs.
This information is critical for the annual report users to clearly understand the financial
statements (Bédard et al. 2019). Similarly, in 2013, the disclosure of RMMs was mandated
for UK companies listed on the London Stock Exchange (Gutierrez et al. 2018). The IAASB
also introduced the new International Standard on Auditing (ISA) 701, which relates to
disclosing KAMs in extended audit reports (KAMs are equivalent to JOAs and RMMs)
(Kitiwong and Sarapaivanich 2020). Per the new standard, auditors are required to disclose
vital audit matters, in their professional opinion, regarding financial statements for years
ending on or after 15 December 2016 (International Auditing and Assurance Standards
Board (IAASB) 2015). Since Oman is trying to implement the best practice of CG Code in its
financial institutions listed on the Muscat Securities Market (MSM), it requires companies
to adopt ISA 701 standard for the audit of financial statements for years ending in 2016 and
thereafter.

These KAMs disclosures are considered the most significant risk matters of material
misstatements conveyed to users (Velte 2018). This type of disclosure leads to the improved
quality of audit reports by increasing their communicative and informative value, which
will help users to better understand the roles and responsibilities of auditors (Christensen
et al. 2014; Sirois et al. 2018; Gutierrez et al. 2018; Sirois et al. 2018; Bédard et al. 2019).
Additionally, these disclosures will make the judgements that are made by auditors and
management more transparent and reasonable to users (Gutierrez et al. 2018) by reducing
the information asymmetry between insider and outsider parties (Bédard et al. 2019).

3.3. Hypotheses Development
3.3.1. Impact of OvAC on KAMs Disclosures

In our paper, we will integrate the two recent accounting topics, OvAC and KAMs
disclosure, in our empirical study. As mentioned earlier, the literature states that OvAC
membership should have a positive impact on the decision-making process on the board
due to their extended network channels and the thorough knowledge they possess. These
members will lower the information asymmetry and better align the interests of both
stakeholders and managers by disclosing all relevant information required by the users (Al
Lawati and Hussainey 2020). The potential positive impact of OvAC on disclosure could
be explained by the knowledge spillover effect.

The concept of knowledge spillover refers to “the process of knowledge and technology
transfer when there are differences in the knowledge capacities between different regions
and industries” (Xu et al. 2019, p. 83). This concept has been widely used in accounting
and finance literature (see, for example, Chen et al. 2022; Chin et al. 2006). Based on
agency theory, overlapping AC membership results in knowledge spillover and information
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exchange channels between board committees that could lead firms to reduce uncertainties
and act as effective monitoring mechanisms on behalf of shareholders (Chandar et al.
2012). It is also argued that AC members sitting on other committees may influence how
effectively they perform their roles in a positive way and enable them to enhance financial
reporting quality (Chandar et al. 2012; Al-Dhamari et al. 2020) by gaining expertise due to
knowledge spillovers (Brandes et al. 2016; Velte 2017).

Empirical research finds that a large number of multiple directorships on boards may
enhance the knowledge of directors and strengthen their experience (Li and Ang 2000;
Cook and Wang 2011; Field et al. 2013). Knowledge spillover resulted from overlapped
directors who aligned the objectives and enhanced the coordination between remuneration
committee and AC (Hermanson et al. 2012). The literature also finds that overlapping AC
membership has a positive impact on financial reporting quality due to the greater level of
experience and knowledge spillover that resulted from overlapping, which enhances AC
monitoring quality (Chandar et al. 2012; Velte 2017; Kalelkar 2017). Habib and Bhuiyan
(2016) argue and find that the presence of overlapped AC members on many commit-
tees leads to increased expertise and knowledge spillovers that can be utilised in better
monitoring the management and increasing firms’ FRQ.

According to Laux and Laux’s (2009) theoretical model, overlapping AC membership is
linked with knowledge spillovers, extensive multiple experience, and wider network channels,
which are useful for the AC’s vital responsibility in monitoring FRQ. However, the results
contradict Chang et al. (2011), Liao and Hsu (2013), Faleye et al. (2011), and Tanyi and Smith
(2015), who find that overlapping AC members negatively affect a director’s monitoring
quality, which reduces a firm’s FRQ. This is due to the overload these members commit to
and the limited time they are ending up with, which hinders their monitoring role.

Moreover, Al-Dhamari et al. (2020) and Jiang (2020) find a positive association between
overlapped AC members and high accounting information quality and lower operating risk.
“As KAMs are closely discussed between the AC and the external auditor during the audit”
(Velte 2018, p. 750), the level of collaboration between these two parties should be enhanced
by overlapped members. OvAC positively contributes to stakeholders’ informational
interests by the strict monitoring of financial reporting, which leads to the release of
relevant disclosures to stakeholders. Therefore, it is expected that firms’ disclosure level
will be enhanced when the average number of overlapped AC members is higher. Based
on agency and stakeholder theories, our first hypothesis is formulated as follows:

H1. OvAC memberships increase the KAMs disclosures in the audit report.

3.3.2. KAMs Disclosures and Audit Quality

The new requirement of audit report disclosures is likely to improve the transparency
and accountability of the auditor role, which will lead to improving the audit quality of the
firm (Li et al. 2019). Following the changes, auditors will demonstrate greater focus on key
audit risks, which could play a great role in enhancing audit quality and audit fees due to
the greater amount of resources and time spent on analysing the key audit risks exposed
by the firm (Vanstraelen et al. 2011; Reid et al. 2019). One of the most important changes
to the auditor’s reports is disclosing KAMs. It is argued that KAMs could encourage
communications between the external auditor and those charged with board of directors
(e.g., AC members) (EY 2015; Deloitte 2015), which will eventually improve audit quality. In
a recent study, Elmarzouky et al. (2022) provide evidence that KAMs disclosure positively
impact total audit fees.

Some studies, however, find that the new audit reporting disclosures are not incre-
mentally important to the market and have no direct impact on audit quality (Lennox et al.
2018; Gutierrez et al. 2018). Moreover, the literature states that some auditors could end
up having limited time to perform their regular duties due to the allocation of more time
needed to abide by with the new reporting standards (Li et al. 2019). Hence, auditors may
impair audit quality due to increased time pressure (KPMG 2015). Bédard et al. (2019)
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find that JOA disclosures had no impact on improving audit quality in the first year of
implementation and negatively impacted audit quality in the years after. Based on the
agency and stakeholder theories, and according to the earlier arguments and mixed results
of the previous literature, we formulate our second hypothesis as follows:

H2. There is an impact of KAMs disclosures on the audit quality.

4. Research Method
4.1. Data, Sample and Regression Models

Our sample covers financial institutions listed on the MSM in Oman from 2014 to 2019.
We chose this period because of the revised CG Code that was introduced in 2016 in Oman.
Additionally, the significant changes to auditor reports were effectively started from the
year ending 2016, which allows us to analyse the results pre and post the implementation
of the new standards. We focus on financial institutions as they have the highest standards
for transparent disclosures regarding auditing and CG requirements within the MSM in
Oman (Capital Market Authority (CMA) 2015). The data were collected from two sources:
CG and KAMs variables are manually collected from the companies’ annual reports and
audit reports, which are published on the MSM website, and the Bloomberg database
was used for the financial variables. Our sample involves financial sub-sectors: 8 banks;
10 insurance companies, 5 financial services companies, 12 investment companies and 1
real estate company, which totalled 36 companies over 6 years summed to 216 firm-year
observations.

We chose the financial sector “as it is heavily regulated by two bodies, namely the
CMA and the Central Bank of Oman (CBO), resulting in more disclosure to please different
stakeholders and attract new investments and also considered to be the backbone of whole
economy in general and non-financial sector in particular” (Al Lawati et al. 2021, p. 12).

OLS regression analyses are carried out to examine the determinants and consequences
of KAMs disclosure.

We use Model (1) to investigate the influence of overlapping AC membership on
KAMs disclosure:

KAMs = α + β1 OvAC + β2 ACMeet + β3 ACSize + β4 Total Asset + β5 LEV
+ β6 ROE + β7 Big4 + Industry fixed effect + Year fixed effect + e

(1)

where KAMs refer to the number of KAMs disclosed in the company’s audit report; OvAC
refers to the ratio of AC members serving on other committees within the same organisation;
ACMeet refers to the number of AC meetings; ACSize refers to the number of AC members;
Total Asset refers to the firm size; LEV refers to the leverage of the firm; ROE refers to firm
profitability; Big4 refers to the external auditor quality.

We use Model (2) to test the impact of KAMs disclosure on audit quality:

Audit Quality = α + β1 KAMs + β2 ACMeet + β3 ACSize + β4 Total Asset +
β5 LEV + β6 ROE + β7 Big4 + Industry fixed effect + Year fixed effect + e

(2)

where Audit quality refers to the natural logarithm of audit fees paid to the external
auditors; KAMs is the number of KAMs disclosed in the company’s audit report; ACMeet
refers to the number of AC meetings; ACSize refers to the number of AC members; Total
Asset is the firm size; LEV is the firm leverage; ROE is the firm profitability; Big4 refers to
the external auditor quality.

4.2. Variables: Measurement and Descriptions
4.2.1. The Dependent Variable for Model 1: KAMs Disclosures

KAMs is the number of KAMs disclosed in the company’s audit reports (Bédard et al.
2019). In 2009, the IAASB revised the section on the structure and quality of the audit in
the International Standards for Auditing (ISA). Subsequently, IAASB introduced the new
standard, “ISA 701: Communicating Key Audit Matters in the Independent Auditor’s Report.”
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This standard mandates that auditors report KAMs as one of the main components to be
disclosed in the auditor report. The IAASB defines KAMs in the ISA 701 as: “Those matters
that, in the auditor’s professional judgment, were of most significance in the audit of the financial
statements of the current period. Key audit matters are selected from matters communicated with
those charged with governance” (ISA 701: Para 8). The introduction of ISA 701 provides
relevant and useful information to the capital market, minimises uncertainty regarding
company performance, and encourages understanding of financial statements (ACCA
2018). The disclosure of KAMs makes auditors’ reports more transparent and informative,
thus reducing information asymmetry and improving the FRQ (Velte and Issa 2019).

Since the introduction of KAMs, an important question has been raised: what types
of KAMs are reported in auditors’ reports? The UK Financial Reporting Council (FRC)
found that on average, UK companies had three to four KAMs in the first year of the
implementation of ISA 701. Oil and gas companies announced an excessive number of
KAMs, with an average of seven KAMs during the first year due to economic uncertainty
in the sector. The most common issues reported in KAMs across industries are revenue
accounting, provision, impairment of goodwill, forecasting, taxes, and special transactions
such as acquisition and disposal (ACCA 2018).

In Oman, companies reported an average of two or three KAMs, and the most common
topics are related to the impairment of receivables, revenue recognition, the valuation of
inventories, intangible assets, and the impairment of goodwill.

4.2.2. Independent Variable: OvAC Membership

The independent variable of model 1 is the overlapping members between the AC and
other board committees, such as risk, remuneration, nomination, and executive committees.
Overlapping AC membership is measured as the number of AC members who also sit on
other committees within the same company at the same time, divided by the size of the AC
(OvAC) (Al Lawati and Hussainey 2020).

4.2.3. The Dependent Variable for Model 2: Audit Quality

Audit quality is measured as the natural logarithm of audit fees paid by a company
to its external auditor (Gutierrez et al. 2018; Bédard et al. 2019; Sultana et al. 2019; Saeed
et al. Forthcoming). Audit fees reflect the external auditor effort, which in turn affects the
quality of the audit work performed (Saeed et al. Forthcoming).

The use of audit fees as a proxy for audit quality in the empirical audit literature
is justified by a number of arguments. In line with signalling theory, price could signal
a differentiation in levels of quality (Wolinsky 1983). DeAngelo (1981) argues that big
auditors that earn higher fees are more likely to have more resources to invest compared
with non-big 4 auditors. Hence, they contribute more to improving the quality of their
work. Audit fee-based measures literature argues that high audit fees are associated
with increased audit effort and cost. Companies pay higher audit fees to compensate for
auditors’ reputations as well as auditors’ industry specialization and the overall service
quality (Simunic 1980; Ferguson and Stokes 2002; Craswell 1999; Hoitash et al. 2007).

4.2.4. Independent Variable: KAMs Disclosures

As was mentioned earlier, KAMs disclosures refer to the number of KAMs disclosed
in the audit report.

4.2.5. Control Variables for Both Models

Following the KAMs literature (Bédard et al. 2019; Li et al. 2019; Reid et al. 2019),
we control for firm characteristics that affect corporate disclosure practices such as firm
profitability (Return on Equity [ROE]), firm leverage [LEV] (total debt/total assets), firm
size [LogAsset] measured by the natural logarithm of total assets, and [Big 4] measured as
a dichotomous variable that is one if audited by a Big4 firm and otherwise zero. Following
Al Lawati and Hussainey (2020), we also control for some CG variables such as AC size
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[ACSize], which refers to the number of members in the AC, and AC meeting [ACMeet],
which refers to the number of meetings held by the AC.

5. Results
5.1. Descriptive Statistics

Our descriptive analysis is shown in Table 1. The analysis shows variability in the
KAMs disclosure. On average, the sampled companies disclose about 1 significant KAMs
issue in their extended audit report annually. The maximum number of KAMs found in
one of the financial firms is 5, with a minimum of zero. This is very similar to what has
been disclosed by Malaysian companies, with a maximum of 7 KAMs and a minimum
of 1 (Abu and Jaffar 2020). The analysis shows how the sampled companies implement
the new requirement and disclosing a good number of KAMs in their audit report. Dif-
ferent types of KAMs are reported in the auditor’s reports in Omani financial institutions.
These include: revenue recognitions, impact assessment of IFRS 9 and related disclosure,
impairment of goodwill and related carrying value of the investment, impairment of loans,
advances and financing activities for customers, valuation and impairment of available
for sale investment, derivative liabilities, investment of financial instruments, valuation of
inventories, estimated used in calculation of insurance funds and deferred taxes.

Table 1. Descriptive Statistics.

Variables Mean Std. Dev. Min Max

KAMs 0.97 1.18 0.00 5.00
OvAC 0.36 0.32 0.00 1.00

ACMeet 4.82 1.60 0.00 12.00
ACSize 3.38 0.58 2.00 6.00

LEVTDTA 16.38 21.88 0.00 69.58
ROE 2.21 31.93 −251.20 37.41
Big4 0.89 0.31 0.00 1.00

LogAsset 2.05 0.92 −0.40 4.10
LogFee 4.27 0.46 3.43 5.48

See Section 4 for variable definitions.

Moreover, the results show that overlapping AC membership in Omani financial
companies is on average 37% of the total board composition, with a maximum of 100%
and a minimum of 0. This means that out of every ten members, approximately four AC
members serve on different committees in the same company.

Regarding the control variables, the average AC size is four directors, with a maximum
of six directors and a minimum of two directors. The Omani CG Code states that at least
3 directors must be appointed to an AC, which means that not all the sampled companies
follow this rule. Furthermore, concerning AC meetings frequency, on average five annual
meetings are held, with a maximum of twelve and a minimum of zero. We also noted that
almost 90% of the sampled companies are audited by one of the big 4 audit firm (Deloitte,
Ernst and Young, KPMG, or PricewaterhouseCoopers). This indicates that Omani financial
institutions are keen to increase their reputation in the stock market by improving financial
reporting quality through the appointment of big 4 auditors (Al Lawati et al. 2021).

5.2. Correlation Analysis

Our correlation analysis is shown in Table 2. The table shows a positive correlation
between audit quality (logFee) and KAMs disclosure (significant at 0.05), overlapped AC
membership (significant at 0.01), AC meetings frequency (significant at 0.01), total assets
(significant at 0.01), profitability (significant at 0.01), and Big 4 (significant at 0.01).
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Table 2. Pearson’s Correlation Analysis.

Variables 1 2 3 4 5 6 7 8 9

1 KAMs 1
2 OvAC (%) 0.007 1
3 ACMeet 0.238 ** 0.256 ** 1
4 ACSize 0.016 −0.052 0.008 1
5 LogAsset 0.139 * 0.227 ** 0.367 ** 0.065 1
6 LogFee 0.138 * 0.289 ** 0.429 ** 0.125 0.865 ** 1
7 ROE% 0.079 0.016 0.104 0.113 0.355 ** 0.242 ** 1
8 LEV (TD/TA) 0.014 −0.189 ** −0.011 0.021 0.171 * −0.002 0.090 1
9 Big 4 −0.085 0.132 0.196 ** 0.047 0.444 ** 0.441 ** 0.381 ** 0.200 ** 1

* indicates that the correlation is significant at the 0.05 level (2-tailed). ** indicates that the correlation is significant
at the 0.01 level (2-tailed).

The correlations between all variables are less than 0.8, which indicates that we do
not have a multicollinearity problem (Gujarati and Porter 2009). The variance inflation
factors (VIFs) are also checked and are all less than the critical value of 10, as suggested
by Tabachnick and Fidell (2013). This suggests that multicollinearity is not a problem for
our analysis.

5.3. Empirical Analysis

Table 3 reports our empirical findings. Model (1) tests hypothesis 1, which investigates
the impact of the overlapped AC membership on KAMs disclosures. Model (2) tests
hypothesis 2, which studies the influence of KAMs disclosure on audit quality of the
firms. Both models are significant, and their Prob > F values are below 0.01, reflecting
their validity.

Table 3. Regression Analysis.

Model 1 Model 2
KAMs Audit Quality

Variables Coefficients Significance Variables Coefficients Significance

OvAC 0.37 * 0.08 KAMs 0.02 * 0.10
ACMeet 0.08 ** 0.05 ACMeet 0.02 ** 0.02
ACSize 0.06 0.54 ACSize 0.07 *** 0.00

LogAsset 0.64 *** 0.00 LogAsset 0.24 *** 0.00
LEVTDTA 0.01 0.27 LEVTDTA 0.002 * 0.06

ROE 0.004 * 0.08 ROE −0.001 ** 0.04
Big4 −1.04 *** 0.00 Big4 0.19 *** 0.00

_cons −2.15 0.00 _cons 3.56 0.00

Industry Effect Yes Industry Effect Yes
Years Effect Yes Years Effect Yes
No. of Obs 216 No. of Obs 216

Prob > F 0 Prob > F 0
R-squared 0.50 R-squared 0.86

* coefficient is significant at 10%; ** coefficient is significant at 5%; *** coefficient is significant at 1%; See Section 4
for variable definitions.

In model (1), the estimated coefficient of OvAC is positive and statistically significant
with KAMs disclosure at the confidence level of 90%, consistent with agency theory. Hence,
the first hypothesis (H1) is accepted. Based on agency theory, having AC members serving
on multiple committees would enable them to acquire thorough and comprehensive knowl-
edge across the firm, which would significantly assist in the collaboration process with
the external auditors, leading to an improvement in the KAMs disclosures in the extended
audit reports. The finding is in line with the results of previous studies (e.g., Chandar et al.
2012; Habib and Bhuiyan 2016; Kalelkar 2017; Velte 2017; Al Lawati and Hussainey 2020)
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that overlapped AC membership improves FRQ and corporate disclosure. The findings
offer implications for Omani regulators to exceedingly appoint these members on AC due
to the unique information they could provide to the external auditors, assisting them in
increasing the level of KAMs disclosure that could help stakeholders in making appropriate
investment decisions.

Concerning the control variables, we find that AC meeting frequency (ACMeet) posi-
tively affects the KAMs disclosure in Omani financial institutions at the confidence level of
95%. ACs need to meet on a regular basis to ensure that the FRQ process is appropriately
monitored and to increase the likelihood of communicating and following up on any fi-
nancial problems with external auditors. This will lead to disclosing more KAMs in the
extended audit reports. The result is consistent with Buallay and Al-Ajmi (2019) and Raimo
et al. (2021), who find a positive relationship with voluntary disclosure.

We also find that company size (LogAsset) and profitability (ROE) have a significant
and positive impact, at the confidence levels of 99% and 90%, respectively, on KAMs
disclosure, indicating that large and profitable companies disclose more KAMs due to
the complexity of the business operations. The results are in line with Elgammal et al.
(2018) and Al Lawati et al. (2021), who find the same results with voluntary disclosures. A
negative and significant relationship is found between Big 4 and KAMs disclosure at the
confidence level of 99%. This could be due to the recent scandals with some of the Big 4
firms in Oman (e.g., KMPG, Moore Stephen), which could influence companies to withhold
the disclosure of KAMs to protect their legitimacy and political image in the stock market.

In model 2, our analysis shows a positive and significant relationship between KAMs
disclosure and audit quality at the confidence level of 90%, consistent with stakeholder
theory. Therefore, the second hypothesis (H2) is accepted. This suggests that the new
requirement of the audit report will increase the transparency and accountability of the
audit function, which in turn will reduce the ambiguity faced by the stakeholders and
enhance the audit quality of the firms’ reporting. The result is consistent with Vanstraelen
et al. (2011) and Reid et al. (2019), but it contradicts Bédard et al. (2019). The results
offer practical implications for financial firms to increase the level of KAMs disclosure,
which will reduce the information asymmetry between stakeholders and managers and
simultaneously could help stakeholders in making appropriate investment decisions.

The analysis of the control variables shows that AC meeting frequency is positively
affecting the audit quality of the firms at the confidence level of 95%. This could be because
AC members have many meetings, which allows them to discuss more analytical queries
with management to ensure that financial statements are free from material misstatements.
This will enhance their communication between the AC and both internal and external
auditors, which in turn will improve the audit quality of the firms. Moreover, a positive
impact is found between AC size and audit quality at the confidence level of 99%. This
suggests that AC size is expected to enhance AC effectiveness in performing its monitoring
and oversight roles. Therefore, a large number of AC members could be beneficial in
exposing and solving issues in corporate reporting processes (Feng and Huang 2021),
which in turn could enhance audit quality in Oman.

Similar to model 1, we find that company size (LogAsset) and Big 4 have a positive
and significant impact at the confidence level of 99% on audit quality, suggesting that large
companies and firms audited by Big 4 are paying higher audit fees to increase the quality
of their audit reports due to the complexity and magnitude of the business operations.

6. Additional Analyses
6.1. Impact of Overlapped AC Chair (OvACChr) on KAMs Disclosure

One of the unique aspects of the Omani revised CG Code is the prevention of the
AC chair membership in other committees within a firm. In this additional analysis, we
examine whether an overlapped AC chair could enhance the disclosure of KAMs or impair
it. We believe that the AC chair, by overlapping on different monitoring committees, would
be informed about all the material risks that the company could be exposed to, which
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would help in conveying this information to the external auditors and disclosing it in the
audit reports to help users in the decision-making process.

The results of this additional analysis are shown in Table 4. The table shows that the
estimated coefficient (OvACChr) is positive and significant. This suggests that AC chairs,
by serving on multiple committees, will acquire thorough and comprehensive knowledge
through the network channels built with different figurative directors on the board. This
could assist them in sharing important information about the material risks to the external
auditors, so they can disclose them in their audit reports.

Table 4. Impact of OvACChr on KAMs.

KAMs

Variables Coefficients Significance

OvACChr 0.18 ** 0.04
ACMeet 0.10 ** 0.02
ACSize 0.06 0.55

LogAsset 0.62 *** 0.00
LEVTDTA 0.01 0.34

ROE 0.004 * 0.08
Big4 −0.99 *** 0.00

_cons −2.05 0.00

Industry Effect Yes
Years Effect Yes
No. of Obs 216

Prob > F 0
R-squared 0.50

* coefficient is significant at 10%; ** coefficient is significant at 5%; *** coefficient is significant at 1%; See Section 4
for variable definitions.

Our analysis provides practical implications for Omani regulators to encourage the
board to appoint AC members on multiple committees in the company and to investigate
further the consequences of preventing the AC chair from serving on different committees,
as the results are contradictory.

6.2. Impact of the Interaction of Overlapped AC and KAMs Disclosure on Audit Quality

As both overlapped AC members and KAMs disclosure affect audit quality, we
examine the joint impacts of both variables on audit quality. We identify four possible
scenarios following pioneer disclosure studies such as those by Hussainey and Walker
(2009), Enache and Hussainey (2020), and Elberry and Hussainey (2021).

6.2.1. First Scenario

Overlapped AC members and KAMs disclosures convey the same information in
different ways. Thus, the coefficient of OvAC will be equal to the coefficient of KAMs. In
other words, the coefficient of OvAC*KAM should be negative and equal in absolute value
to the coefficient of OvAC or KAM. Hence, the total impact should be as follows:

KAM + OvAC + KAM*OvAC = KAM or OvAC (3)

6.2.2. Second Scenario

Overlapped AC membership and KAMs disclosure provide “additive unrelated in-
formation”. In this scenario, the coefficient of the joint effect OvAC*KAMs should be
insignificant. Therefore, the total impact should be as follows:

OvAC + KAMs − OvAC*KAMs = OvAC + KAMs (4)
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6.2.3. Third Scenario

Overlapped AC and KAMs convey “related information, which is multiplicative or
reinforcing”. They consider being strictly complementary. In this case, the total of the
coefficients of OvAC, KAMs, and OvAC*KAM should be significantly greater than the total
of the coefficients of KAM and OvAC. Thus, the total impact should be as follows:

OvAC + KAMs + OvAC*KAMs ≥ OvAC + KAMs (5)

6.2.4. Fourth Scenario

Overlapped AC and KAMs provide “related information, but some of the information
is common to both, i.e., partially additive”. Thus, the total of the coefficients of OvAC,
KAMs, and OvAC*KAMs should be significantly less than the total of the coefficients
of OvAC and KAMs. Therefore, the coefficient of OvAC*KAMs should be significantly
negative. Hence, the total impact should be as follows:

OvAC + KAMs + OvAC*KAMs < OvAC + KAMs (6)

Based on the above arguments, we examine which of these four scenarios is present.
Table 5 shows that the coefficients for OvAC, KAMs, and OvAC*KAMs are 0.0878, 0.0621,
and −0.0831 respectively, which is consistent with the fourth scenario. The total of the
coefficients of OvAC, KAMs, and OvAC*KAMs is significantly less than the total of the
coefficients of OvAC and KAMs, described in the following equation:

OvAC + KAMs + OvAC*KAMs < OvAC + KAMs
0.075 + 0.050 + −0.081 < 0.075 + 0.050

0.044 < 0.125

Table 5. Impact of the Interaction of OvAC and KAMs on Audit Quality.

Audit Quality

Variables Coefficients Significance

KAMs 0.05 ** 0.02
OvAC 0.075 * 0.10

KAMs*OvAC −0.081 ** 0.04
ACMeet 0.02 ** 0.02
ACSize 0.07 *** 0.00

LogAsset 0.23 *** 0.00
LEVTDTA 0.003 ** 0.03

ROE −0.001 * 0.08
Big4 0.18 *** 0.00

_cons 3.59 0.00

Industry Effect Yes
Years Effect Yes
No. of Obs 216

Prob > F 0
R-squared 0.86

* coefficient is significant at 10%; ** coefficient is significant at 5%; *** coefficient is significant at 1%; See Section 4
for variable definitions.

Therefore, the fourth scenario is applied, which states that overlapped AC membership
and KAMs disclosures are partially substitutes for each other as they provide “related
information, however, some of the information is common to both”. This substitution effect
shows that overlapped AC and KAMs disclosure provide related information and can
substitutefor each other in their impacts on audit quality.
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7. Conclusions

The paper investigated the determinants and consequences of KAMs in Omani fi-
nancial listed companies over a six-year period (2014–2019). We examined the impact
of overlapping AC membership on KAMs disclosure. We also investigated the impact
of KAMs disclosure on the audit quality. The new extended audit report must contain
company-specific information about the most important types of risks that it could be
exposed to, such as the application of materiality, and the audit’s scope.

We chose Oman because a revised CG Code was introduced in 2016 with significant
updates to the CG provisions in which the AC role is executed (Al Lawati et al. 2021).
Additionally in 2016, Oman implemented the new ISA 701 requirement to disclose KAMs
more transparently in audit reports regarding material risks that could threaten the process
of the company. ACCA (2018) also mandated that companies communicate KAMs in their
reports to stimulate better governance, support better auditor quality, encourage better
corporate reporting and help investors differentiate better between corporations that have
received “clean” audit reports. In addition, enhancing the auditor’s reporting output had
led to the improvement of AC production eventually. This will lead directly to a positive
impact on audit quality.

We find a positive relationship between overlapping AC and KAMs disclosure due to
the knowledge spillover resulted from serving on multiple committees within a company.
We argue that these members contribute to strict monitoring roles and increase the coopera-
tion with external auditors. Consequently, we find a positive impact of KAMs disclosure on
audit quality (proxied by audit fees), as this type of disclosure tends to enhance the quality
of audit reports by increasing their communicative and informative value, which will help
users to better understand the roles and responsibilities of auditors. Our study provides
new empirical evidence of the determinants and consequences of KAMs in Oman.

We contribute to the CG and audit literature in many ways. First, we respond to a
research call to explore the determinants of KAMs disclosure by introducing overlapping
AC membership as one of the AC composition variables and its impact on the disclosed
items of KAMs in the audit reports. Second, we offer a methodological contribution by
examining the period of 2014 to 2019 in the Omani financial context wherein the revised
CG Code was introduced in 2016 that required financial companies to disclose KAMs in
their extended audit reports. The revised CG Code also gives attention to the overlapping
matter by prohibiting the AC chair from serving on multiple committees, although the
other AC members are permitted. Therefore, Oman provides an interesting context for
examining the determinants and consequences of the implementation of KAMs disclosure.

Our findings provide an important policy implication that Omani regulators should
be aware of the effectiveness of overlapped AC directors in improving the disclosure of
KAMs. Disclosing KAMs in the auditor reports has significantly enhanced the auditors’
work as they are putting more of their professional scepticism on display. Additionally, as
the results provide empirical evidence that KAMs disclosure increases the audit quality of a
firm’s reporting, regulators should encourage boards to release this important information,
which would assist stakeholders in better evaluating companies’ positions. In addition,
disclosing KAMs would provide stakeholders and investors with a good impression of
where auditors have spent most of their time and effort as they have to focus more closely
on the bigger issues than the less flamboyant ones. This study has several implications
for the academics and professionals in the field. On one hand, academics will benefit
from our paper’s empirical evidence and should teach some sophisticated case studies to
concerned students involving analysing companies’ audit situations and providing better
recommendations. On the other hand, from a professional perspective, KAMs disclosure
would encourage better communication between AC directors and regulators, which would
lead to better corporate governance and reductions in information asymmetry. Moreover,
KAMs release would assist auditors in focussing more on the audit areas that require
further and careful judgement, and this would eventually lead to higher audit quality
(ACCA 2018).
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Our paper has some limitations and offers interesting ideas for future research. First,
the paper focuses only on the Omani context, which limits the generalizability. Future
research could examine the same hypotheses in different institutional contexts and compare
for differences and similarities in disclosing KAMs. Second, we focus only on overlapping
AC membership as a determinant of KAMs disclosure. Future research also could use
other characteristics of AC members such as AC with financial expertise, AC with multiple
directorships and AC female members as determinants of KAMs disclosure. Third, future
research could also not solely depend on archival data but instead integrate stakeholders’
interview responses regarding what additional information they require in audit reports to
help them make better-quality decisions.

Author Contributions: Formal analysis, H.A.L.; Methodology, H.A.L.; Supervision, K.H.; Validation,
K.H.; Writing—original draft, H.A.L.; Writing—review & editing, K.H. All authors have read and
agreed to the published version of the manuscript.

Funding: This research received no external funding.

Informed Consent Statement: Not applicable.

Data Availability Statement: Data available on request due to restrictions.

Conflicts of Interest: The authors declare no conflict of interest.

References
Abu, Nor’Asyiqin A., and Romlah Jaffar. 2020. Audit committee effectiveness and key audit matters. Asian Journal of Accounting and

Governance 14: 1–12.
ACCA. 2018. Key Audit Matters: Unlocking the Secrets of the Audit. Available online: https://www.accaglobal.com/content/dam/

ACCA_Global/professional-insights/Key-audit-matters/pi-key-audit-matters.pdf (accessed on 1 February 2021).
Aldamen, Husam, Janice Hollindale, and Jennifer L. Ziegelmayer. 2018. Female audit committee members and their influence on audit

fees. Accounting & Finance 58: 57–89.
Al-Dhamari, Redhwan, Abdulsalam Saad Alquhaif, and Bakr Ali Al-Gamrh. 2020. Modelling the impact of audit/remuneration

committee overlap on debtholders’ perceptions of accounting information quality: The role of CEO power. International Journal of
Finance and Economics 27: 2898–920. [CrossRef]

Al-Hadi, Ahmed, Khamis Hamed Al-Yahyaee, Syed Mujahid Hussain, and Grantley Taylor. 2019. Market risk disclosures and corporate
governance structure: Evidence from GCC financial firms. The Quarterly Review of Economics and Finance 73: 136–50. [CrossRef]

Al Lawati, Hidaya, and Khaled Hussainey. 2020. Disclosure of forward-looking information: Does audit committee overlapping
matter? International Journal of Accounting, Auditing and Performance Evaluation. in press.

Al Lawati, Hidaya, Khaled Hussainey, and Roza Sagitova. 2021. Disclosure quality vis-à-vis disclosure quantity: Does audit committee
matter in Omani financial institutions? Review of Quantitative Finance and Accounting 57: 557–94. [CrossRef]

Al-Matari, Ebrahim Mohammed. 2019. Do characteristics of the board of directors and top executives have an effect on corporate
performance among the financial sector? Evidence using stock. Corporate Governance: The International Journal of Business in Society
20: 16–43. [CrossRef]

Almulla, Mazen, and Michael E. Bradbury. 2019. Auditor, Client, and Investor Consequences of the Enhanced Auditor’s Report.
Working Paper. Available online: https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3165267 (accessed on 1 March 2022).

Annuar, Hairul Azlan, and Hafiz Majdi Abdul Rashid. 2015. An investigation of the control role and effectiveness of independent
non-executive directors in Malaysian public listed companies. Managerial Auditing Journal 30: 582–609. [CrossRef]

Baatwah, Saeed Rabea, Zalailah Salleh, and Norsiah Ahmad. 2015. Corporate governance mechanisms and audit report timeliness:
Empirical evidence from Oman. International Journal of Accounting, Auditing and Performance Evaluation 11: 312–37. [CrossRef]

Bédard, Jean, Nathalie Gonthier-Besacier, and Alain Schatt. 2019. Consequences of expanded audit reports: Evidence from the
justifications of assessments in France. Auditing: A Journal of Practice & Theory 38: 23–45.

Boo, El’fred, and Divesh Sharma. 2008. Effect of regulatory oversight on the association between internal governance characteristics
and audit fees. Accounting & Finance 48: 51–71.

Brandes, Pamela, Ravi Dharwadkar, and Sanghyun Suh. 2016. I know something you don’t know! The role of linking pin directors in
monitoring and incentive alignment. Strategic Management Journal 37: 964–81. [CrossRef]

Buallay, Amina, and Jasim Al-Ajmi. 2019. The role of audit committee attributes in corporate sustainability reporting: Evidence from
banks in the Gulf Cooperation Council. Journal of Applied Accounting Research 21: 249–64. [CrossRef]

Chandar, Nandini, Hsihui Chang, and Xiaochuan Zheng. 2012. Does overlapping membership on audit and compensation committees
improve a firm’s financial reporting quality? Review of Accounting and Finance 11: 141–65. [CrossRef]

Chang, Jui-Chin, Mi Luo, and Huey-Lian Sun. 2011. The impact of independent and overlapping board structures on CEO compensa-
tion, Pay-Performance sensitivity and earnings management. Quarterly Journal of Finance and Accounting 50: 54–84. [CrossRef]

https://www.accaglobal.com/content/dam/ACCA_Global/professional-insights/Key-audit-matters/pi-key-audit-matters.pdf
https://www.accaglobal.com/content/dam/ACCA_Global/professional-insights/Key-audit-matters/pi-key-audit-matters.pdf
http://doi.org/10.1002/ijfe.2304
http://doi.org/10.1016/j.qref.2017.11.008
http://doi.org/10.1007/s11156-020-00955-0
http://doi.org/10.1108/CG-11-2018-0358
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3165267
http://doi.org/10.1108/MAJ-09-2013-0936
http://doi.org/10.1504/IJAAPE.2015.071580
http://doi.org/10.1002/smj.2353
http://doi.org/10.1108/JAAR-06-2018-0085
http://doi.org/10.1108/14757701211228192
http://doi.org/10.2139/ssrn.2018622


Int. J. Financial Stud. 2022, 10, 107 16 of 18

Chen, Sheng-Syan, Chia-Wei Huang, Chuan-Yang Hwang, and Yanzhi Wang. 2022. Voluntary disclosure and corporate innovation.
Review of Quantitative Finance and Accounting 58: 1081–115. [CrossRef]

Chin, Chen-Lung, Picheng Lee, Hsin-Yi Chi, and Asokan Anandarajan. 2006. Patent citation, R&D spillover, and Tobin’s Q: Evidence
from Taiwan semiconductor industry. Review of Quantitative Finance and Accounting 26: 67–84.

Christensen, Brant E., Steven M. Glover, and Christopher J. Wolfe. 2014. Do critical audit matter paragraphs in the audit report change
nonprofessional investors’ decision to invest? Auditing: A Journal of Practice & Theory 33: 71–93.

Capital Market Authority (CMA). 2015. Code of Corporate Governance for Public Listed Companies December 2015. Available online:
https://www.cma.gov.om/Home/CircularFileDownlad/5308 (accessed on 15 September 2020).

Cook, Douglas O., and Huabing Barbara Wang. 2011. The informativeness and ability of independent multi-firm directors. Journal of
Corporate Finance 17: 108–21. [CrossRef]

Core, John E., Robert W. Holthausen, and David F. Larcker. 1999. Corporate governance, chief executive officer compensation, and firm
performance. Journal of Financial Economics 51: 371–406. [CrossRef]

Craswell, Allen T. 1999. Does the provision of non-audit services impair auditor independence? Journal of International Auditing 3:
29–40.

DeAngelo, Linda Elizabeth. 1981. Auditor size and audit quality. Journal of Accounting and Economics 3: 183–99. [CrossRef]
Deloitte. 2015. Clear, Transparent Reporting: The New Auditor’s Report. Available online: https://www2.deloitte.com/content/dam/

Deloitte/za/Documents/governance-risk-compliance/ZA_ClearTransparentReporting_TheNewAuditorReport_072015.pdf (ac-
cessed on 27 August 2020).

Elamer, Ahmed A., Collins G. Ntim, Hussein A. Abdou, Andrews Owusu, Mohamed Elmagrhi, and Awad Elsayed Awad Ibrahim.
2021. Are bank risk disclosures informative? Evidence from debt markets. International Journal of Finance & Economics 26: 1270–98.

Elberry, Noha, and Khaled Hussainey. 2021. Governance vis-à-vis investment efficiency: Substitutes or complementary in their effects
on disclosure practice. Journal of Risk and Financial Management 14: 33. [CrossRef]

Elgammal, Mohammed M., Khaled Hussainey, and Fatma Ahmed. 2018. Corporate governance and voluntary risk and forward-looking
disclosures. Journal of Applied Accounting Research 19: 592–607. [CrossRef]

Elmarzouky, Mahmoud, Khaled Hussainey, and Tarek Abdel Fattah. 2022. The key audit matters and the audit cost: Does governance
matter? International Journal of Accounting & Information Management. Available online: https://researchportal.port.ac.uk/en/
publications/the-key-audit-matters-and-the-audit-cost-does-governance-matter (accessed on 21 October 2022).

Elnahass, Marwa, Kamil Omoteso, Aly Salama, and Vu Quang Trinh. 2020. Differential market valuations of board busyness across
alternative banking models. Review of Quantitative Finance and Accounting 55: 201–38. [CrossRef]

Enache, Luminita, and Khaled Hussainey. 2020. The substitutive relation between voluntary disclosure and corporate governance in
their effects on firm performance. Review of Quantitative Finance and Accounting 54: 413–45. [CrossRef]

EY. 2015. Key Audit Matters: What They Are and Why They Are Important. EY-Global. Available online: https://www.ey.com/en_br/
assurance/key-audit-matters--what-they-are-and-why-they-are-important (accessed on 11 October 2020).

Faleye, Olubunmi, Rani Hoitash, and Udi Hoitash. 2011. The costs of intense board monitoring. Journal of Financial Economics 101:
160–81. [CrossRef]

Feng, Zhi-Yuan, and Hua-Wei Huang. 2021. Corporate governance and earnings management: A quantile regression approach.
International Journal of Finance & Economics 26: 5056–72.

Ferguson, Andrew, and Donald Stokes. 2002. Brand name audit pricing, industry specialisation and leadership premiums post Big 8
and Big 6 mergers. Contemporary Accounting Research 19: 77–100. [CrossRef]

Ferris, Stephen P., Murali Jagannathan, and Adam C. Pritchard. 2003. Too busy to mind the business? Monitoring by directors with
multiple board appointments. The Journal of Finance 58: 1087–111. [CrossRef]

Field, Laura, Michelle Lowry, and Anahit Mkrtchyan. 2013. Are busy boards detrimental? Journal of Financial Economics 109: 63–82.
[CrossRef]

Gebrayel, Elias, Hajer Jarrar, Charbel Salloum, and Quentin Lefebvre. 2018. Effective association between audit committees and the
internal audit function and its impact on financial reporting quality: Empirical evidence from Omani listed firms. International
Journal of Auditing 22: 197–213. [CrossRef]

Gimbar, Christine, Bowe Hansen, and Michael E. Ozlanski. 2016. Early evidence on the effects of critical audit matters on auditor
liability. Current Issues in Auditing 10: A24–A33. [CrossRef]

Gujarati, Damodar N., and D. Porter. 2009. Basic Econometrics, 5th ed. New York: McGraw-Hill.
Gutierrez, Elizabeth, Miguel Minutti-Meza, Kay W. Tatum, and Maria Vulcheva. 2018. Consequences of adopting an expanded

auditor’s report in the United Kingdom. Review of Accounting Studies 23: 1543–87. [CrossRef]
Habib, Ahsan, and Md Borhan Uddin Bhuiyan. 2016. Overlapping membership on audit and compensation committees and financial

reporting quality. Australian Accounting Review 26: 76–90. [CrossRef]
Hermanson, Dana R., James G. Tompkins, Rajaram Veliyath, and Zhongxia Ye. 2012. The compensation committee process. Contempo-

rary Accounting Research 29: 666–709. [CrossRef]
Hoitash, Rani, Ariel Markelevich, and Charles A. Barragato. 2007. Auditor fees and audit quality. Managerial Auditing Journal 22:

761–86. [CrossRef]
Hussainey, Khaled, and Martin Walker. 2009. The effects of voluntary disclosure and dividend propensity on prices leading earnings.

Accounting and Business Research 39: 37–55. [CrossRef]

http://doi.org/10.1007/s11156-021-01019-7
https://www.cma.gov.om/Home/CircularFileDownlad/5308
http://doi.org/10.1016/j.jcorpfin.2010.08.007
http://doi.org/10.1016/S0304-405X(98)00058-0
http://doi.org/10.1016/0165-4101(81)90002-1
https://www2.deloitte.com/content/dam/Deloitte/za/Documents/governance-risk-compliance/ZA_ClearTransparentReporting_TheNewAuditorReport_072015.pdf
https://www2.deloitte.com/content/dam/Deloitte/za/Documents/governance-risk-compliance/ZA_ClearTransparentReporting_TheNewAuditorReport_072015.pdf
http://doi.org/10.3390/jrfm14010033
http://doi.org/10.1108/JAAR-01-2017-0014
https://researchportal.port.ac.uk/en/publications/the-key-audit-matters-and-the-audit-cost-does-governance-matter
https://researchportal.port.ac.uk/en/publications/the-key-audit-matters-and-the-audit-cost-does-governance-matter
http://doi.org/10.1007/s11156-019-00841-4
http://doi.org/10.1007/s11156-019-00794-8
https://www.ey.com/en_br/assurance/key-audit-matters--what-they-are-and-why-they-are-important
https://www.ey.com/en_br/assurance/key-audit-matters--what-they-are-and-why-they-are-important
http://doi.org/10.1016/j.jfineco.2011.02.010
http://doi.org/10.1506/VF1T-VRT0-5LB3-766M
http://doi.org/10.1111/1540-6261.00559
http://doi.org/10.1016/j.jfineco.2013.02.004
http://doi.org/10.1111/ijau.12113
http://doi.org/10.2308/ciia-51369
http://doi.org/10.1007/s11142-018-9464-0
http://doi.org/10.1111/auar.12086
http://doi.org/10.1111/j.1911-3846.2011.01118.x
http://doi.org/10.1108/02686900710819634
http://doi.org/10.1080/00014788.2009.9663348


Int. J. Financial Stud. 2022, 10, 107 17 of 18

International Auditing and Assurance Standards Board (IAASB). 2013a. A Framework for Audit Quality. Consultation Paper. Available
online: https://www.iaasb.org/publications/framework-audit-quality-2 (accessed on 15 February 2022).

International Auditing and Assurance Standards Board (IAASB). 2015. The New Auditor’s Report: Greater Transparency into the
Financial Statement Audit. Available online: www.ifac.org/system/files/uploads/IAASB/Auditor-Reporting-Fact-Sheet.pdf
(accessed on 1 March 2022).

Jiang, Liangliang. 2020. Risk Management Committee and Bank Performance: Evidence from the Adoption of Dodd-Frank Act.
Available online: https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3699957 (accessed on 28 March 2022).

Kalelkar, Rachana. 2017. Effect of audit and compensation committee membership overlap on audit fees. Asian Review of Accounting 25:
34–57. [CrossRef]

Kitiwong, Weerapong, and Naruanard Sarapaivanich. 2020. Consequences of the implementation of expanded audit reports with key
audit matters (KAMs) on audit quality. Managerial Auditing Journal 35: 1095–119. [CrossRef]

KPMG. 2015. The New Auditor’s Report: Greater Transparency, More Relevant. Available online: https://assets.kpmg/content/dam/
kpmg/rs/pdf/2016/03/Transparency%20Report%202015/rs-kpmg-tr-2015-eng.pdf (accessed on 2 September 2022).

Krishnan, Gopal, and Gnanakumar Visvanathan. 2009. Do auditors price audit committee’s expertise? The case of accounting versus
nonaccounting financial experts. Journal of Accounting, Auditing & Finance 24: 115–44.

Laux, Christian, and Volker Laux. 2009. Board committees, CEO compensation and earnings management. The Accounting Review 84:
869–91. [CrossRef]

Lee, Ho Young, and Vivek Mande. 2005. The relationship of audit committee characteristics with endogenously determined audit and
non-audit fees. Quarterly Journal of Business and Economics 44: 93–112.

Lennox, Clive S., Jaime J. Schmidt, and Anne Thompson. 2018. Is the expanded model of audit reporting informative to investors?
Evidence from the UK. Social Science Research Network. [CrossRef]

Li, Joanne, and James S. Ang. 2000. Quantity versus quality of directors’ time: The effectiveness of directors and number of outside
directorships. Managerial Finance 26: 1–21. [CrossRef]

Li, Hong, David Hay, and David Lau. 2019. Assessing the impact of the new auditor’s report. Pacific Accounting Review 31: 110–32.
[CrossRef]

Liao, Chih-Hsien, and Audrey Wen-Hsin Hsu. 2013. Common membership and effective corporate governance: Evidence from audit
and compensation committees. Corporate Governance: An International Review 21: 79–92. [CrossRef]

Miah, Muhammad Shahin, Haiyan Jiang, Asheq Rahman, and Warwick Stent. Forthcoming. The impact of IFRS complexity on analyst
forecast properties: The moderating role of high quality audit. International Journal of Finance & Economics.

Muscat Securities Market (MSM). 2019. Available online: https://www.msm.gov.om/ (accessed on 19 November 2019).
Oman Vision 2040. 2019. Available online: https://www.2040.om/ (accessed on 6 January 2020).
Peecher, Mark E., Ira Solomon, and Ken T. Trotman. 2013. An accountability framework for financial statement auditors and related

research questions. Accounting, Organizations and Society 38: 596–620. [CrossRef]
PwC. 2015. The Revolution in Audit Reports. Available online: www.pwc.co.uk/assets/pdf/revolution-inaudit-reports.pdf (accessed

on 2 August 2022).
Raimo, Nicola, Filippo Vitolla, Arcangelo Marrone, and Michele Rubino. 2021. Do audit committee attributes influence integrated

reporting quality? An agency theory viewpoint. Business Strategy and the Environment 30: 522–34. [CrossRef]
Reid, Lauren C., Joseph V. Carcello, Chan Li, Terry L. Neal, and Jere R. Francis. 2019. Impact of auditor report changes on financial

reporting quality and audit costs: Evidence from the United Kingdom. Contemporary Accounting Research 36: 1501–39. [CrossRef]
Saeed, Asif, Ammar Ali Gull, Asad Ali Rind, Muhammad Shujaat Mubarik, and Muhammad Shahbaz. Forthcoming. Do socially

responsible firms demand high-quality audits? An international evidence. International Journal of Finance & Economics.
Simunic, Dan A. 1980. The pricing of audit services: Theory and evidence. Journal of Accounting Research 18: 161–90. [CrossRef]
Sirois, Louis-Philippe, Jean Bédard, and Palash Bera. 2018. The informational value of key audit matters in the auditor’s report:

Evidence from an eye-tracking study. Accounting Horizons 32: 141–62. [CrossRef]
Sultana, Nigar, Harjinder Singh, and Asheq Rahman. 2019. Experience of audit committee members and audit quality. European

Accounting Review 28: 947–75. [CrossRef]
Tabachnick, Barbara G., and Linda S. Fidell. 2013. Using Multivariate Statistics, 6th ed. Boston: Pearson.
Tanyi, Paul N., and David B. Smith. 2015. Busyness, expertise, and financial reporting quality of audit committee chairs and financial

experts. Auditing: A Journal of Practice & Theory 34: 59–89.
Vanstraelen, Ann, Caren Schelleman, I. Hofmann, and Roger Meuwissen. 2011. A Framework for Extended Audit Reporting.

Maastricht Accounting, Auditing and Information Management Research Center (MARC). Available online: www.accaglobal.
com/content/dam/acca/global/PDF-technical/auditpublications/extended_audit_reporting.pdf (accessed on 15 July 2022).

Velte, Patrick. 2017. Do overlapping audit and compensation committee memberships contribute to better financial reporting quality?
Empirical evidence for the German two-tier system. International Journal of Economics and Accounting 8: 196–214. [CrossRef]

Velte, Patrick. 2018. Does gender diversity in the audit committee influence key audit matters’ readability in the audit report? UK
evidence. Corporate Social Responsibility and Environmental Management 25: 748–55. [CrossRef]

Velte, Patrick, and Jakob Issa. 2019. The impact of key audit matter (KAM) disclosure in audit reports on stakeholders’ reactions: A
literature review. Problems and Perspectives in Management 17: 323–41. [CrossRef]

https://www.iaasb.org/publications/framework-audit-quality-2
www.ifac.org/system/files/uploads/IAASB/Auditor-Reporting-Fact-Sheet.pdf
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3699957
http://doi.org/10.1108/ARA-12-2014-0128
http://doi.org/10.1108/MAJ-09-2019-2410
https://assets.kpmg/content/dam/kpmg/rs/pdf/2016/03/Transparency%20Report%202015/rs-kpmg-tr-2015-eng.pdf
https://assets.kpmg/content/dam/kpmg/rs/pdf/2016/03/Transparency%20Report%202015/rs-kpmg-tr-2015-eng.pdf
http://doi.org/10.2308/accr.2009.84.3.869
http://doi.org/10.2139/ssrn.2619785
http://doi.org/10.1108/03074350010766909
http://doi.org/10.1108/PAR-02-2018-0011
http://doi.org/10.1111/corg.12000
https://www.msm.gov.om/
https://www.2040.om/
http://doi.org/10.1016/j.aos.2013.07.002
www.pwc.co.uk/assets/pdf/revolution-inaudit-reports.pdf
http://doi.org/10.1002/bse.2635
http://doi.org/10.1111/1911-3846.12486
http://doi.org/10.2307/2490397
http://doi.org/10.2308/acch-52047
http://doi.org/10.1080/09638180.2019.1569543
www.accaglobal.com/content/dam/acca/global/PDF-technical/auditpublications/extended_audit_reporting.pdf
www.accaglobal.com/content/dam/acca/global/PDF-technical/auditpublications/extended_audit_reporting.pdf
http://doi.org/10.1504/IJEA.2017.092272
http://doi.org/10.1002/csr.1491
http://doi.org/10.21511/ppm.17(3).2019.26


Int. J. Financial Stud. 2022, 10, 107 18 of 18

Wei, Yuzhen, Neil Fargher, and Elizabeth Carson. 2017. Benefits and costs of the enhanced auditor’s report: Early evidence from
Australia. Contemporary Accounting Research 32: 308–35.

Wolinsky, Asher. 1983. Prices as signals of product quality. Review of Economic Studies 50: 647–58. [CrossRef]
Xu, Xiaodi, Zilong Wang, Bingyang Zhou, and Zhiwen Zhang. 2019. The empirical analysis of knowledge spillover effect measurement.

Knowledge Management Research & Practice 17: 83–95.

http://doi.org/10.2307/2297767

	Introduction 
	Institutional Background: The Omani Context 
	Relevant Literature and Research Hypotheses 
	Prior Research on Overlapped AC Membership 
	Extended Audit Report with KAMs 
	Hypotheses Development 
	Impact of OvAC on KAMs Disclosures 
	KAMs Disclosures and Audit Quality 


	Research Method 
	Data, Sample and Regression Models 
	Variables: Measurement and Descriptions 
	The Dependent Variable for Model 1: KAMs Disclosures 
	Independent Variable: OvAC Membership 
	The Dependent Variable for Model 2: Audit Quality 
	Independent Variable: KAMs Disclosures 
	Control Variables for Both Models 


	Results 
	Descriptive Statistics 
	Correlation Analysis 
	Empirical Analysis 

	Additional Analyses 
	Impact of Overlapped AC Chair (OvACChr) on KAMs Disclosure 
	Impact of the Interaction of Overlapped AC and KAMs Disclosure on Audit Quality 
	First Scenario 
	Second Scenario 
	Third Scenario 
	Fourth Scenario 


	Conclusions 
	References

