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Abstract

Since last decade corporate governance has been the focus of many studies worldwide.
This stems from the belief that the better governance of the firms lead to more healthy
corporations. Prior studies investigated many issues that could be affected by corporate
governance of the firms such as performance, earnings management, transparency and
disclosure. The current study will contribute to the growing literature in this field of study
and mainly focusing on the impact of corporate governance on audit qualifications in
Gulf countries, specifically, Oman and Saudi Arabia. The notion behind corporate
governance could be extended also to study its impact on the role of auditor. The audit
report is considered as a signal to the users of financial information disseminated in that
report. Therefore, some argue that occurrence of audit qualifications is directly related to
audit quality. In such a way the incentives that may motivate the auditor to express his
opinion in a qualified manner could vary. However, it is contended that good corporate
governance would lead to enhance the auditor role and mitigate the pressure on him by
management and thus he will be more likely to issue a qualified opinion whenever certain
circumstances exist. As many studies investigated the issue in different counties, this
study will examine the impact of corporate governance mechanisms namely,
independence, CEO duality, Board size, board meeting, audit committee independence
and meeting on audit qualifications following the enactment the code of corporate
governance in 2003 in Oman and in 2006 for Saudi listed firms. This result of study
shows that corporate governance mechanisms have no impact on audit qualifications
accept for the board size which shows that audit qualifications and board size are
associated negatively. The results of study revealed that corporate governance in Gulf
countries is a matter of illusion and the efforts should be directed towards enhancing the
corporate governance in order to grasp the benefits behind the enactment of corporate
governance worldwide.

11



I wish to dedicate this project to my beloved parents who taught me never to
give up and whose influence has been lifelong and has shaped my
aspirations and goals. I also dedicate this project to my beloved wife, my

children, my family and the Muslim Ummah.

111



ACKNOWLEDGEMENTS

In the name of Allah, the Most Compassionate and the Most Merciful.

First and foremost, (4lhamdulillah) all praises be upon Allah, Lord of the
Universe for all blessings that He has given His' creatures. And may His blessings, peace
and favours descend in perpetuity on our beloved Prophet Muhammad (PBUH), who is
mercy for the entire world. Truthfully, without Allah's blessing, grace and guidance, this
thesis could not have been written.

There are many people [ would like to thank for enabling me to reach this stage of
my Master. First, I want to express my deepest gratitude to my supervisor Dr .
Shambarir Abidin, without his encouragement, and his support and commitment of time,
this project would not have become a reality. [ would also like to record my sincere
appreciation to my lecturers for their guidance and encouragement which have enabled
me to acquire precious knowledge.

I would like to convey my highest appreciation to my parents without them I
would never have had the courage or ability to achieve this stage of learning. My sincere
appreciation also goes to my brothers and sisters for giving me their sincere love and
prayers. [ appreciate their encouragement and support in my study. My grateful thanks go
to my wife and my children dear Danah and Nasser, who gave up so much in order for
me to complete this study. Finally, if this modest effort is successful, it is by Allah’s
grace and guidance and if it is falls short of the readers' expectations, we can only pray
and hope that Allah will forgive me.

Alfahad Mohammed Nasser

April 2010

v



All Rights Reserved 2010.

TABLE OF CONTENTS
PERMISION TO USE I
ABSTRACT I
AKNOWLEDGEMENT v
TABLE OF CONTENTS v
LIST OF TABLES VII

CHAPTER ONE: INTRODUCTION

1.0. Background of the Study .......cccceeveeririviiniriricnieeineeeiecereeneeesresesee e 1
1.1. Objectives of the Study.......cccovviriiieniinniiniirreecee et 2
1.2. Motivation and Contribution of the study .........cccceeevvreerievivnneiicennnnns 3
1.3. The Organization of the Project.......cc.ccocueeureenreninveenreennnirerceesesnennns 3

CHAPTER TWO: LITERATURE REVIEW

2.0. INtTOAUCHION ....eeeneeeriirieireeeieeeriteeeeeesreesieeeeseeeseeesssaeesensneesssasssnsesonne 4
2.1. Importance of Audit function and significant and types of audit
qualified TEPOIT....oueutiii i , 4
2.2. Corporate governance and auditorrole...............ccooiviiiiiinenn... 6
2.3. Factors influencing the qualifications of opinion........................ 6
2.4.Theoretical framework and hypotheses development:................... 17
2.4.1.Theoretical framework .........c.ccooiiiiiiiiiiiiiiiiiiiieeee. 18
2411 AZENCY tREOTY ... iviiiiiiiiniiiiiiiiiinaiiiiiinniane 18
2.4.1.2. Reputation theory..............cccccoovuiieniininiiiinnnnnn. 18
2.4.2 Hypotheses development... ......cocvveviiiiiiiieininneniiieennn.. 18



2.4.2.1. Corporate governance characteristics..................... 19

2.4.2.1.1. Board of directors characteristics................. 19

2.4.2.1.2. Audit committee...............cc.cciiiiiiiinnininn.. 22

2.4.2.2. Auditor characteristiCs.............cccccvviuveeinnnnnnn, 23

2.5, CONCIUSION .....veeieiieeeecieeciee et e cesaeseeabre e ersbesssbeseetnseenes oas 26

CHAPTER THREE: RESEARCH METHODOLOGY

3.0 IntrodUCtioN. . .o e i s e 27
3.1. Data collection and Sample Selection ...........c.ccevveiveivieiinnnn e 27
3.2 Model and Variables Measurement ..............ccovvivveeineinneennnen oonn. 28
3.3.Data ANalysis....coooiriiiiiie e 29
34, CONCIUSION +evutttiitt ittt ei ittt tete et eertteratsteeoinareeannreonss 30

CHAPTER FOUR: FINDINGS AND ANALYSIS

4.0. Introduction. .....o.veeenii i e .31
4.1. DesCriptive StatiStICS...ouieriteeriereeitirteresiiteieenneeeeererneeanann 31
4.2 Independent sample t- test and logistic regression assumption......... 35

4.2.1.The normality asSUMPLION. ..........ccermreerrvermeernereeenuesseeneeens 35

4.2.2. Correlations asSUMPLION.......cecverrveerrersrrersreerseerseesenresnesssessseees 37
4.3. The findings of independent sample t-test .........ccccceveerveinncrncnnne. 38
4.4. The findings of logistic regression ........ cccecvcveceevvecricciincriennnee. 40
4.5. CONCIUSION. ... e vereeceerteereetteerertesseresteereeestessteesreessaesestessaessseeneeas 43

CHAPTER FIVE: CONCLUSION

5.0, INtrOQUCHION....cccueeiiiectierteeriee ettt et see s re e re s ssaaes 45
5.1. What the study i abOUL? ......cccceeveirreveierrrerceeeenienece e nteenee e 45
5.2. Limitations and suggestions for future research.........c.ccccceervirrnveenenen. 47
5.3. Contribution of the Study ..........cccoviirieeiiiirciierreeeeerceere e 48
5.4. implications of the study........c.ccccceviiviiniiininn, 48
BIBLIOGRAPHY .....cuueiireciinrnssisssessssssissssssssssssssssssssassssssssssssasssssssssasssssssases 50

VI



Table No.

2.1

3.1

4.1.1

4.2.1.1

4.2.2.1

4.3.1

44.1

44.2

4.5.1

LIST OF TABLES

Summary of literature review

Summary of predictor variables
Descriptive statistics for all companies

Descriptive statistics for qualified opinion firms (N=51)

Descriptive statistics for clean opinion firms (N=51)

The variables for all firms after transformation of the data
into normal score

Pearson Correlation Matrix
Independent sample T-test
Model Summary

Variables in the Equation

Summary of hypothesis

VII

Page No,

15

29
32

33

34

36

37
39
40
41

44



CHAPTER ONE

INTRODUCTION

1.0 BACKGROUND OF THE STUDY

The debacle of audit quality in auditing is not a new issue among the auditing and accounting
profession as well as the users of financial statements. The issue has been debated since the
1970s until today and is considered among the unresolved issue in the profession. The debate
stem from the notion that the usefulness and reliability of the audited financial statements
depend on the quality of audit and the integrity of the auditor. One of the measures of audit
quality is the auditor's report which contains important information for stakeholders about the
quality of the financial statements as well as some indications towards the company's
performance (Sucher, 1998). While audit quality is difficult to measure, the extent of auditor
willingness to issue qualified opinion often provides some indication of audit quality (Chen et.

al., 2005).

Qualified audit opinion is one type of auditor report that conveys some bad news related
to the company. This type of report is considered a warning to users and may affect the
company's reputation because it is the only decision made by auditor that is objectively
observable by the public. Usually, when the independent auditor issues this type of report to
shareholders and other users, it indicates that the managers' accounts may be, in some respect,
not true and fair view which in turn may reflect that some aspects of stewardship is being

brought into question.
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