Sherliza Puat Nelson

Audit Committee Expertise
and Financial Reporting
Quality

An empirical study in Malaysia

AP T AMBERT

Academic Publishing

"




Sherliza Puat Nelson

Audit Committee Expertise and
Financial Reporting Quality

An empirical study in Malaysia

LAP LAMBERT Academic Publishing



Impressum/Imprint (nur fur Deutschland/only for Germany)

Bibliografische Information der Deutschen Nationalbibliothek: Die Deutsche
Nationalbibliothek verzeichnet diese Publikation in der Deutschen Nationalbibliografie;
detaillierte bibliografische Daten sind im Internet (ber http://dnb.d-nb.de abrufbar.

Alle in diesem Buch genannten Marken und Produktnamen unterliegen warenzeichen-,
marken- oder patentrechtlichem Schutz bzw. sind Warenzeichen oder eingetragene
Warenzeichen derjeweiligen Inhaber. Die Wiedergabe von Marken, Produktnamen,
Gebrauchsnamen, Handelsnamen, Warenbezeichnungen u.s.w. in diesem Werk berechtigt
auch ohne besondere Kennzeichnung nicht zu der Annahme, dass solche Namen im Sinne
der Warenzeichen- und Markenschutzgesetzgebung als frei zu betrachten wéren und
daher von jedermann benutzt werden durften.

Coverbild: www.ingimage.com

Verlag: LAP LAMBERT Academic Publishing GmbH & Co. KG
Dudweiler Landstr. 99, 66123 Saarbriicken, Deutschland
Telefon +49 681 3720-310, Telefax +49 681 3720-3109
Email: info@lap-publishing.com

Approved by: Kuala Lumpur, University of Malaya, Diss., 2010

Herstellung in Deutschland:
Schaltungsdienst Lange 0.H.G., Berlin
Books on Demand GmbH, Norderstedt
Reha GmbH, Saarbriicken

Amazon Distribution GmbH, Leipzig
ISBN: 978-3-8465-5764-8

Imprint (only for USA, GB)

Bibliographic information published by the Deutsche Nationalbibliothek: The Deutsche
Nationalbibliothek lists this publication in the Deutsche Nationalbibliografie; detailed
bibliographic data are available in the Internet at http:/dnb.d-nb.de.

Any brand names and product names mentioned in this book are subject to trademark,
brand or patent protection and are trademarks or registered trademarks of their respective
holders. The use of brand names, product names, common names, trade names, product
descriptions etc. even without a particular marking in this works is in no way to be
construed to mean that such names may be regarded as unrestricted in respect of
trademark and brand protection legislation and could thus be used by anyone.

Cover image: www.ingimage.com

Publisher: LAP LAMBERT Academic Publishing GmbH & Co. KG
Dudweiler Landstr. 99, 66123 Saarbricken, Germany

Phone +49 681 3720-310, Fax +49 681 3720-3109

Email: info@lap-publishing.com

Printed in the U.S.A.
Printed in the U.K. by (see last page)
ISBN: 978-3-8465-5764-8

Copyright © 2011 by the author and LAP LAMBERT Academic Publishing GmbH & Co. KG
and licensors
All rights reserved. Saarbriicken 2011



TABLE UF CONTEN1LD

Abstract
Acknowledgment
List of Figures

List of Tables

List of Abbreviations

CHAPTER1 INTRODUCTION

1.0 Introduction

1.1 Background

1.2 Research Motivation, Objectives and Research Questions
1.2.1 Research Question 1
122 Research Question 2

1.3 Methodology, Theoretical framework, and Hypotheses

1.4  Findings

1.5 Significance of This Study

1.6 Organisation of the book

1.7 Conclusion

CHAPTER 2 LITERATURE REVIEW
2.0 Introduction

2.1 Corporate Governance Overview
2.1.1 Corporate Governance and Audit Committee

2.2 Audit Committee Attribute — the Expert
2.3 Exploring the Audit Committee Experts Dimension
2.4 The Accounting and Non Accounting Financial Expert
24.1 Studies in Developed Countries
242 Studies in Emerging Economies Country
2.5 Financial Reporting Quality
2.5.1 Fraudulent Financial Reporting
252 Restatements
2.53 Earnings Management
2.6 Financial Reporting Quality and Audit Committee

2.7 The Gap

2.8 Research Questions

13
16

18

20




2.9 Conclusion

CHAPTER 3 THEORETICAL FRAMEWORK AND HYPOTHESES

DEVELOPMENT
3.0 Introduction

3.1 Theories in Corporate Governance
3.1.1 Agency Theory (AT)
3.1.2 Resource Dependence Theory (RDT)
313 Behavioural Decision Theory (BDT)

32 The Experts
321 The Basis of Experts
3.2.1.1 Work Experience
3.2.1.2  Qualifications

33 The Research Framework and Hypotheses Development
3.3.1 Accounting Affiliates Audit Committee
332 Audit Committee with Postgraduate Qualification
333 Audit Committee with Managerial Experience

3.4 Audit Committee Experts — An extension
341 Audit Committee Experts — A, B, C and D

35 Control Variables
3.5.1 Board Size
352 Audit Committee Size
353 Audit Committee Independence
354 Management Ownership
355 Age Listed in Capital Market
35.6 Leverage
357 Firm Size
358 Independent Directors
359 Performance

3.6 Conclusion

CHAPTER 4 METHODOLOGY
4.0  Introduction
4.1 Methodological Approach

4.2 Profiling the Expert
42.1 Pilot Study

43  Independent Variables

4.3.1 Accounting Affiliated, Postgraduate or Experienced Audit Committees

432 An Extension on Expertise

4.4 Dependent Variable 1 - Fraudulent Financial Reporting (FFR)

441 Definition

442 Sample

443 Fraud firms selection

4.4.4 Cross Sectional Data and Content Analysis
445 Model for FFR

vi

51

83
83

83



4.4.6 Logistic Regression

4.5  Dependent Variable 2 - Earnings Management
4.5.1 Estimation of Accruals Model
452 Data Selection and Content Analysis
453 Model for Earnings Management
4.54 Multivariate Regression

4.6 Control Variables
4.6.1 Audit Committee Size
4.6.2 Board Size
4.63 Audit Committee Independence
4.6.4 Board’s Independence
4.6.5 Management Ownership
4.6.6 Agelisted
4.6.7 Leverage
4.6.8 Firm Size
4.6.9 Performance
4.6.10  Industry or Sectors

4.7 Conclusion

CHAPTER 5 ANALYSIS OF RESULTS AND DISCUSSION
5.0 Introduction

5.1.  Frandulent Financial Reporting

5.1.1 Descriptive Analysis
S.1.1.1  Sectors in Sample
5.1.1.2  Univariate Analysis
5.1.13  Correlation

5.1.2 Multivariate Analysis
5.1.2.1 Supplementary Analysis

5.1.3 Discussion on Fraudulent Financial Reporting

5.2 Earnings Management
5.2.1 Descriptive Statistics
5.2.1.1  Univariate Analysis
5.2.12  Correlation
522 Multivariate Analysis
5.2.2.1 Supplementary Analysis
523 Discussion on Earnings Management

53 Conclusion

CHAPTER 6 CONCLUSION
6.0  Introduction
6.1 Summary of Research
6.2 Implications
6.2.1 Implications for Theory
6.2.2 Implication to Stakeholders

6.2.3 Implication for Researchers

6.3 Limitations of Research

vii

100

101
101
104
106
106

107
107
107
107
107
108
108
108
108
109
109

109

110
110

110
110
110
112
116
118
123
127

129
129
131
133
135
138
139

143

145
145
145
148
148
150
152

152



6.3.1 Sample
6.3.2 Corporate Annual Reports

6.4  Recommendations For Future Research
6.4.1 Other Expertise
6.4.2 Academic Qualification

6.5 Conclusion

REFERENCES

viil

152
152

153
153
153

154

155



	1
	2
	3
	4
	5
	6
	7



