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ABSTRACT

This paper investigates the influence of the acmiibtmittee expertise on the timeliness
of financial information measured by audit repoag.l Timeliness of financial
information is essential to investors since it itgatheir investment decisions. The
current study empirically examines the impact & three audit committee expertise,
namely academic accounting, professional accountamgl chief financial officer
experience on audit report lag. Audit report lage$ined as the day between the date
of financial year-end and the date when the aegort is signed. To achieve a credible
study, data were drawn from 91 firms’ annual reparhong the Malaysian public listed
companies for the 2016 financial year-end. Ager®oty and resource dependence
theory are applied to explain the research framkwbthe present study. The findings
show that the average audit report lag is 95 dakig;h is lower than the prior studies
conducted in Malaysia. This study suggests thatettsge pieces of evidence of
improvement in audit reporting delays among theaysiin public listed companies.
However, contrary to expectations, the multipleresgion analysis shows a significant
positive relationship between the percentage oftidt committee experts and audit
report lag. The findings of the study may be ustfuhe Malaysian regulatory bodies,
such as the Securities Commission and Bursa Malaysi better understand the
extension of audit works. In addition, the findingguld also be useful for a future
regulation on the annual filing of reports. Thisyrlaad to an improvement in the
auditors’ time pressure.
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CHAPTER ONE
INTRODUCTION

1.1INTRODUCTION

This chapter has been segmented into various ssctibdiscuss relevant issues. As
such, section 1.2 covers the background of theysfliis is followed by section 1.3,
where the researcher focuses on the problem stateiiifee motivations for the study
are discussed in section 1.4. Research objectivésesearch questions are presented
in section 1.5. The contributions of the studyd@iseussed in section 1.6. The structure

of the study is highlighted in section 1.7.

1.2 BACKGROUND OF THE STUDY

The effectiveness and efficiency of financial méskelepend on investor's self-
assurance. The regulatory bodies such Internatic@dunting Standard Board (IASB)
have the responsibilities to improve the regulataayneworks to the businesses as well
as attracting domestic and foreign investors. Meeeoone of the main objectives of
the regulatory bodies or capital market authorifeg). Sarbanes-Oxley Act 2002,
Security Exchange Commission, NYSE, and Financegdriing Council in the UK,
Securities Commission Malaysia and Bursa Malaysi&) improve disclosure quality.
The efficiency of the financial statement is regardas a significant feature for the
yearly quality reporting. This efficiency is normyaimplied in timely information
(Hashim & Rahman, 2011). Besides, several accogiatim auditing empirical studies
conducted on corporate governance in recent yeave la particularly stressed

significance of investigating the influence of thedit committee characteristics in



monitoring financial information (Abernathy, Bey#&tasli, & Stefaniak, 2014; Ghafran
& Yasmin, 2017).

The audit committee directors have been recognézed crucial tool of the
public company’s corporate governance since thed498hen the U.S Securities
Exchange Commission (SEC) was set up (FichtnerOQR0The audit committee
enhances corporate governance via supervising-geldied functions, internal control,
firm’s financial reporting, and risk evaluation (fer & Zaman, 2005). According to
the U.S Congress, Sarbanes —Oxley Act 2002, stt ¢eee the audit committee director
must be a financial expert, and other directordbtmbe financially literate. Also, SEC
(2002) needs that the companies have to mentiokinkdeof financial expertise in their
annual reports. This requirement infers that th€ ®Elieves that the audit committee
that lacks accounting expertise is less effectiamntthe one with accounting expertise
(Bryan, Liu, Tiras, & Zhuang, 2013).

Furthermore, SEC (2003) states that the audit cdt@enimember should
possess these characteristics: (1) able to unddr&AAP and financial statement; (2)
able to assess accounting information; (3) worldrgerience in auditing, accounting,
and analysing financial statements; (4) able tommehend internal control and
segregation of duties; and (5) can understandutie @mmittee roles.

Each country has distinctive practicing corporateggnance. In Malaysia, the
size of the audit committee must consist a mininodintiree persons, all of whom have
to be non-executive directors and the majoritihefit should be independent directbrs.

Additionally, a minimum of one participant must io&olved in an accounting body

1 In Malaysia context, the word “independent diogttrefers to two essential features; namely,
independent from management and independent frompfrshareholders” under Chapter 1 of the Bursa
Malaysia governance guidelines (Bursa Malaysia).



(MCCG, 2012). Financial Reporting Standard BoardR$¥B) documented that
timeliness includes enhancing the qualitative ottarsstic of financial statements in
the conceptual framework to boost fundamentalsyegice, and faithful representation
(i.e. free from error, free from biases, and conguleccounting information).

The audited financial statements provide timelghhy crucial information to
the capital market participants and it is also sk for regulators. Numerous
stakeholders, including shareholders, managergrreadt and internal auditors, and
regulators, are concerned about the timelinesadifed financial statements (Krishnan
& Yang, 2009). It is compulsory for companies tsuis audited financial reports to their
stakeholders, mainly investors, within the requipsetiod; the essentiality of the
timeliness of financial reports signed by an exdeauditor is kept in view (Sultana,
Singh, & Van der Zahn, 2014).

According to the IASB, the accounting informatian eénhanced when the
audited reports are produced on a timely basiseb\aar, the timeliness of audit reports
has several merits. For instance, it may reduaanmdtion inefficiency, improve audit
output in firms with timely audit reports, and irase public confidence in audited
financial statements (Mande & Son, 2011). On tlasidy several studies related to
timeliness suggest that the advantages of a tiraetiit report have, for example,
enhanced financial market efficiency (Afify, 2008gcreased information inefficiency
among insiders and outsiders (Owusu-Ansah, 200(raved audit quality (Leventis,
Weetman and Caramanis, 2005), role in firm valuer{Bey, Hurtt, & MacGregor,
2014; Schwartz & Soo, 1996).

According to Companies Acts 1965, all Malaysianlpulisted companies are
opting to release quarterly disclosures and araired| to have the audited financial

statements signed by an external auditor in omerdduce timely financial reporting.



According to Chapter 9.22 (1) of the Bursa Malaysthe declaration of interim and
period report to the Stock market, also known steek exchange (i.e. Bursa Malaysia),
should be made within two months after the endachequarter. Also, Chapter 9.23 (1)
of the Bursa Malaysia, the announcement of auditexhcial reports with director’s

reports to the stock market should be made withur fnonths after a financial year-
end. If the companies do not comply with the regmients of the timeframe provided,
a penalty may be imposed. The current study foomiséise audited financial statement,

also known as the audit report to determine fadtdhsencing an audit report delay.

1.3PROBLEM STATEMENT

The audit committees play a pivotal role in ensginmarket confidence in high quality
financial reporting through the supervision of @lbprocedure of financial information
and the nomination of appropriate qualified membefsthe audit committee
(PricewaterhouseCoopers, 2003). Audit committealds recognized as an essential
part of a public company’s corporate governancenvithe U.S Securities Commission
was set up in 1930s (Fichtner, 2010). Audit corteeienhances corporate governance
via supervising audit-related functions, internahirol, firm’s financial reporting, and
risk evaluation (Collier & Zaman, 2005). The chpagsition of audit committee has
exceptional responsibilities, such as controllingerada, meeting, negotiations,
establishment of proper relationship with interrexhd external auditors, and
management and enhancement of the interaction amidst committee members
(Bédard & Gendron, 2010).

A prior study documented that a factor which infloes the timeliness of
reporting is the effectiveness of an audit comnajt@nd boosting the timeliness of

financial reporting (Ika & Mohd Ghazali, 2012).idtindispensable to realise that the



causes of delay in audit (Carslaw and Kaplan, p@i&y simplify the structure and
function of the audit profession (Ashton, Grauldadewton, 1989) and respond to
“news-driven society” releasing relevant informatias soon as possible (Sultana et
al., 2014). Furthermore, there is a need to recegaigood way of comprehending the
determinants of audit report lag in the develomngntries due to the globalization of
trade and fast advancement of international capitakets (Jaggi & Tsui, 1999).

Ashton et al. (1987) indicated that late releasihghformation may increase
uncertainty related to the decisions from the imfation included in the financial
reports. Thus, timeliness of financial informatie essential to investors since it
impacts their investment decisions and decreagesmnation inefficiency in the stock
exchanges. The concern of timelier reporting atfloiénces policymakers where they
demand to reduce the time audit work. Thereforecanstructing new policies to
enhance capital markets, there is a need to prab®ré influencing of timelier
reporting. Moreover, the length of audit report k&g underlined the demand for robust
recommendations from corporate governance to eehtre overseeing of financial
reporting quality.

The responsibilities of the audit committee arewversight financial reports and
audit processes, which involves confirming timelf@mancial statements (Bursa
Malaysia, 2009). About these responsibilities, dbdit committee should have a high
level of accounting erudition such as knowing aduwlitction and comprehending the
element of difference between the statutory audaad the top management,

understanding auditing concerns and assessing grgihaccounting areas.

2 Given the crucial position of the Malaysian calpitarkets, knowing of audit report lag of Malaysian
listed companies will specifically provide usefuifarmation to investors, particularly international

investors.



Malaysian companies take a long time to issue anreports with external
audit signature, as compared the conglomerate fmm&stern countries (Che-Ahmad
& Abidin 2008). Furthermore, Mohamad-Nor et al01R) found that the highest
number of delay in audit report is 332 days forfihancial year-end in 2002. Nelson
and Shukeri (2011) documented that the maximunydaldit report was 239 in 2009,
indicating an extensive reduction in the maximurtageudit report, as contradicted
the result by Mohamad-Nor et al. (2010). In thiewmstance, additional study may be
needed to investigate the latest length of postgpan audit report to reveal the recent
trend of audit reporting behaviour in the Malaysianvironment. Additionally,
Principle 7 of MCCG (2012) stipulates the essenéis$ of timeliness and high quality
of disclosure. Therefore, the current researchaegdlthat to determine the role of the
audit committee expertise on audit report delagriremerging country (i.e. Malaysia)
by employing the most recent data, which is foryhar 2016, to determine whether

any new trends have emerged after the issuanée gMCCG, 2012).

1.4MOTIVATION FOR THE STUDY

The primary inspiration for the current study ig ilmportance attached to the timely
and high quality of disclosure as stipulated imBiple 7 of the MCCG 2012, Chapter
9 on the continuing disclosure, paragraph 9.23eissti annual audited financial
statement and annual reports. Therefore, it isra gfaan ongoing debate that the
usefulness of the audit committee influences fir@neporting quality, particularly
timely information.

This study is also motivated by the trends in tegth of audit report lag.
Nelson and Shukeri (2011) show a considerable temuof a maximum score on audit

report lag in 2009 compared to Mohamad-Nor e2&110) for the period 2002 financial



year-end. Hence, this study uses the latest datthéofinancial year-end of 2016 to
determine the latest length in delaying audit regpamongst the Malaysian listed firms.
Another motivation for this study is the new ligfimequirement of Bursa
Malaysia. There are two periods for the changesrider to provide public listed
companies with an adequate grace period of congditmthe above requirement. First,
the announcement of audited reports for five moattes financial year-end is effective
for after 31 December 2014. Second, the publicatibmaudited report during four
months after fiscal year-end is effective after Bdcember 2015. The companies’
obligation to produce their annual reports withire tnew timeframe and this new
requirement may affect auditors in finishing theirditing tasks. Therefore, this study
offers new findings on delaying audit report and wWillingness of Malaysian firms to
comply with the new regulation. The efficiency bétfinancial statement is regarded
as an essential aspect of the quality of yearlpntepy. This efficiency is normally
implied in timeliness information. Decreasing aud#port lag may enhance the
usefulness of information of the releasing firms&dégrmation is available for informed

economic decision (Hashim & Abdul Rahman, 2011).

1.5 RESEARCH OBJECTIVES AND QUESTIONS

The primary purpose of this study is twofold. Firftis study aims to investigate
whether the audit committee financial expertistgrices audit report lag. Second, this
study examines whether the audit committee exgefisg., academic accounting,
professional accounting and CFO experience) sepgranpact the delaying of audit
report.

The specific objectives of this study are as fodow

1. To determine the level of delay in the audit repoitlalaysian listed firms.



2. To examine the impact of the audit committee exgerboth chair and non-
chair, on the audit report lag in Malaysian listiedhs.

3. To determine the impact of the audit committee etige members (non-
chair) on audit report lag in Malaysian listed canies.

4. To examine the impact of the audit committee cbapertise on the audit

report lag in Malaysian listed companies.

1.5.1 Resear ch Questions

The following are the research questions thatghidy intends to answer:

1. What is the extent of audit report lag in Malaydliated firms?

2. Does the audit committee expertise, both chairrardchair influence the
audit report lag in Malaysian listed firms?

3. What is the impact of the audit committee expertisenbers (non-chair) on
audit report lag in Malaysian listed companies?

4. Does the audit committee chair expertise has améngn the audit report

lag in Malaysian listed companies?

1.6 CONTRIBUTION OF THE STUDY

The current study contributes to theory and pradticseveral ways. The present study
is built on resource dependence theory and agémemyy. It considers examining the
audit committee expertise classified by positionhair and members, as well as by
accounting experts, such as academic accountirgicatzon, professional accounting
gualification, and CFO experience. Based on resodependence theory, this study

helps to identify whether expertise is suitable &udit efficiency, hence, timely



reporting in Malaysia. Concerning agency theorig sudy provides whether the audit
committee expertise may solve agency problems ifaydan listed companies. The
different business settings in western and deve{ppgiountries suggest that agency
issues may have different effects in both econormehiding financial reporting.
Hence the present study provides some evidenckeoapplicability of agency theory
in a developing country.

Additionally, this study highlights results thatearmportant to academic
researchers, practitioners, and standard setteeseTinclude evaluation of how the
audit committee financial expertise requirement magd adjustment, and need to
address future standards. This study also stréBsesxtent to which auditing works
may be affected by the audit committee expertiserayst companies in Malaysia.
Thus, this study is expected to offer some praktioglications in enhancing audit

practices as well as in setting a new requirement.

1.7 STRUCTURE OF THE STUDY

The current study encompasses six chapters.

Chapter one: This chapter focuses on the background of the stwtigre the
audit committee expertise and audit report lag @diseussed; problem statement;
motivation for the study; research objectives andstjons, the contribution of the
study, and organization of the study.

Chapter two: This chapter reviews the literature for this stuldgxplains the
concepts of corporate governance, audit reportlitiess, and the audit committee
expertise. It also discusses previous pieces efalire that are related to factors

determining audit report lag; which include corgergovernance factors, audit-related



factors, and firm characteristics factors. Finalhe chapter ends with highlighting the
literature gap.

Chapter three: This chapter discusses the resource dependencyythad
agency theory which are related to corporate garere and the audit committee
characteristics. It is then followed by the themadtframework along with hypothesis
development. The chapter concludes with the expentaf the relationships between
the independent variable, control variable, andtaegort lag.

Chapter four: This chapter discusses the research design, sasejdetion,
data collection, variable measurement, and datdysiea such as normality test,
collinearity and multicollinearity, descriptive #&ics, correlation analysis and
regression design with model development

Chapter five: Chapter five presents the findings and resultscarepared to
prior studies and interpreted within the theorétianework employed.

Chapter six: This chapter discusses the overall findings amgigations of the
study. The limitations of the study are also disedts Finally, the chapter concludes the

study with recommendations for future research.
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CHAPTER TWO
LITERATURE REVIEW

2.1 INTRODUCTION

This chapter is divided into five main sectionsct®m 2.2 discusses the development
of recommendations of the governance of the compangynopsis of corporate
governance at the international level to improveonremendations of corporate
governance and the MCCG, in order to highlight thgortance of corporate
governance. Section 2.3 explains the concept oit aeport timeliness. Section 2.4
presents the concept of the audit committee exgeerfbection 2.5 discusses factors
determining audit report lag and these factors@mgaorate governance-related factors,
audit-related factors, and company’s charactefisimted factors. Section 2.6

highlights the research gap. Finally, section 2mmarises this chapter.

2.2DEVELOPMENT OF THE CODES OF CORPORATE GOVERNANCE

The demand for good corporate governance has sexlga the aftermath of a spate of
accounting scandals, such as Enron, WorldCom, &wjsslobal Crossing and CMS

Energy. It is widely claimed if there is no propearporate governance that may have
contributed to corporate failure. Hence, this sectaddresses the efforts towards
obtaining good corporate governance from intermafidoodies, empirical researches,

and in Malaysia. It also presents the evolutiothefMCCG.
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