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ABSTRAK 
 
Mekanisma pemantauan yang mandatori bagi syarikat-syarikat yang tersenarai di Bursa 

Malaysia ialah audit dalaman, audit luaran dan pengarahan. Setiap satu mekanisma ini 

mempunyai kelebihan tersendiri dan saling melengkapi antara satu sama lain. Ciri-ciri 

organisasi dikatakan boleh mempengaruhi kos pemantauannya kerana kos ini adalah 

terhasil daripada sistem yang digunapakai oleh organisasi tersebut. Perkara ini adalah 

penting kerana ianya boleh memberi kesan kepada kekayaan pemegang saham 

(shareholders wealth) dan kewujudan organisasi di masa hadapan. Oleh itu, tesis ini telah 

mengkaji kesan ciri-ciri organisasi ini ke atas permintaan dan kecenderungan menyukai / 

memilih (preference) antara ketiga-tiga mekanisma pemantauan ini bagi syarikat yang 

tersenarai di Bursa Malaysia. Ciri-ciri organisasi yang dikaji adalah struktur pemilikan, 

struktur hutang, struktur sistem informasi, struktur imbuhan, status multi-nasional dan etnik. 

Keputusan kajian memberikan bukti sepertimana yang dijangkakan di dalam teori agensi, 

pemilikan pengurusan dan struktur hutang mempunyai hubungan signifikan yang negatif 

dengan kos pemantauan. Walaubagaimanapun, dapatan berkaitan pemilikan pemegang-

pemegang saham besar menunjukkan hubungan yang berbeza dengan dapatan dari kajian-

kajian di negara-negara barat. Pemegang-pemegang saham besar di Malaysia menuntut 

pemantauan yang lebih tinggi, yang mungkin disebabkan oleh keadaan perniagaan yang 

tertumpu di Malaysia. Ciri-ciri organisasi lain yang signifikan ialah status multi-nasional 

dan etnik. Kajian berkenaan kesan ciri-ciri organisasi ini ke atas kecenderungan memilih 

antara pengarahan dan pengauditan menunjukkan pemilikan pengurusan, struktur imbuhan 

dan etnik adalah signifikan. Kajian lebih mendalam berkaitan kesan ciri-ciri organisasi ini ke 

atas kecenderungan memilih audit dalaman dan audit luaran mendapati struktur hutang, 

struktur sistem informasi, status multi-nasional dan etnik adalah signifikan.  



 vi

ABSTRACT 
 

Monitoring mechanisms that are mandatory for Malaysian public listed companies are 

internal auditing, external auditing and directorship. There is a comparative advantage of 

each type of these mechanisms and they complement each other. It is said that the 

attributes of an organisation can influence its monitoring costs, as the costs are the 

function of the systems adopted by the organisation. This is important as the costs 

involve may jeopardise the shareholders wealth and future survival of the organisation.  

Thus, this thesis investigates the impacts of these organisational attributes on the 

demands and preferences of these three monitoring mechanisms among Malaysian 

public listed companies. The organisational attributes that are examined are ownership 

structure, debt structure, information system structure, compensation structure, 

multinational status and ethnicity. The results of this study provide evidence that are 

consistent to agency theory; managerial shareholdings and debt structure appear to have 

negative significant relationships with monitoring costs. However, another ownership 

variable seems to give different finding compared to those studies in western countries.  

Block-holders appear to demand more monitoring costs, which may be due to the 

concentrated business environment in Malaysia. Other organisational attributes which 

are significant in its association with monitoring costs are multinational status and 

ethnicity. Investigation on the preference between directorship and auditing with these 

organisational attributes reveal that managerial ownership, compensation structure and 

ethnicity are significant. Further examinations on the impact of these attributes on the 

preference between internal and external auditing indicate that, debt structure, 

information system structure, multinational status and ethnicity are significant.  



 vii

 
ACKNOWLEDGEMENT 

 
 
In the name of Allah, the Most Gracious and Most Merciful. First of all, I would like to 
express my humble gratefulness to almighty Allah (swt), Lord of Universe, Peace and 
Blessings be upon Muhammad, His servant and messenger.  
 
I would like to express my sincere appreciation and gratitude to my supervisor, Assoc. 
Prof Dr Ayoib Che Ahmad for his helpful advice, insightful comments and constructive 
suggestions at various points during the course of completing the thesis. I also would 
like to thank Assoc. Prof Dr Kamil Md Idris and Assoc. Prof Dr Zaini Ab. Karim of 
UUM for their opinion and advice in reviewing the questionnaire and econometric 
matters, and Assoc. Prof Dr Chek Derashid for his assistance in post graduate 
administration matters. My appreciation also goes to Assoc. Prof Dr Jegak Uli, Assoc. 
Prof Dr Law Siong Hook and Assoc. Prof Dr Murali of UPM for their valuable advice 
and suggestions relating to statistic and econometric matters during the analysis of the 
data. I am also especially indebted to Assoc. Prof Hashanah and Puan Hamidah for their 
valuable advice and contribution in proof-reading the thesis. 
 
I also would like to take this opportunity to acknowledge the assistance of my fellow 
colleagues, Amalina, Nazrul, Zunaidah, Ridzwana, Asna, Haslina, Aisyah, Jalila, 
Sabarina, Norazlina, Yusniyati, Puan Badriyah, and Dr. Noraziah. I am humble to have 
your assistance, moral supports and friendships in completing the thesis. To my other 
colleagues in Phd programme, Ali, Basariah, Nooriha, Atef and Nurulhuda, thank you 
for assisting and supporting me in going through the classes and colloquiums. I am 
grateful for the blessing of having all of you as friends. I also would like to acknowledge 
the assistance of staff from the library and unit computer for their help.  
 
Last but not least, I would like to convey my gratitude to my family members, especially 
to my children, Syafiqah, Mohamed and Sabri, for their patience and understanding 
throughout the challenging process of the study. To my sisters, for their unfailing 
encouragement and support, and finally, to my parents for their constant prayers.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 viii

 
TABLE OF CONTENTS 

 
 
CERTIFICATION OF THESIS WORK 
 

ii 

PERMISSION TO USE 
 

iv 

ABSTRAK (BAHASA MALAYSIA) 
 

v 

ABSTRACT (ENGLISH) 
 

vi 

ACKNOWLEDGEMENT 
 

vii 

TABLE OF CONTENTS 
 

viii 

LIST OF TABLES 
 

xvi 

LIST OF FIGURES 
 

xvii 

LIST OF ABBREVIATIONS 
 

xviii 

   
CHAPTER 1: INTRODUCTION AND BACKGROUND   
   
1.1 
 
1.2 
 
1.3 
 
1.4 
 
1.5 
 
1.6 
 
1.7 
 
 
 
 
 
1.8 

Introduction 
 
Background of the study 
 
Problem statement 
 
Research questions 
 
Objectives of the study 
 
Operational definition 
 
Significance of the study 
 
1.7.1 Literature contribution 
 
1.7.2 Practical contribution 
 
Organisation of the study 
 
 
 

1 
 
1 
 
4 
 
10 
 
11 
 
12 
 
15 
 
16 
 
19 
 
20 



 ix

CHAPTER 2: LITERATURE REVIEW  
   
2.1 
 
2.2 
 
2.3 
 
 
 
 
 
 
 
 
 
 
 
 
2.4 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
2.5 

Introduction  
 
Agency theory and the demands for monitoring 
 
Demands for monitoring mechanisms 
 
2.3.1 Institutional factors affecting the demand for 

monitoring in Malaysia  
 
2.3.2 Demand for directorship as monitoring mechanism 
 
2.3.3 Demand for external auditing as monitoring 

mechanism 
 
2.3.4 Demand for internal auditing as monitoring 

mechanism 
 
Organisational attributes that affect the demand for 
monitoring mechanisms 
 
2.4.1 Monitoring and ownership structure 
 
2.4.2 Monitoring and debt structure  
 
2.4.3 Monitoring and information system structure 
 
2.4.4 Monitoring and compensation structure  
 
2.4.5 Monitoring and multinational status 
  
2.4.6 Monitoring and culture (ethnicity) 
 
Summary 
 

21 
 
21 
 
23 
 
24 
 
 
24 
 
26 
 
 
28 
 
 
31 
 
 
32 
 
39 
 
42 
 
46 
 
53 
 
58 
 
62 
 

  
 

 

CHAPTER 3: THEORETICAL FRAMEWORK AND HYPOTHESES 
DEVELOPMENT 

 

   
3.1 
 
3.2 
 
3.3 
 

Introduction 
 
Theoretical framework 
 
Hypotheses development 
 

63 
 
64 
 
71 
 



 x

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
3.4 

3.3.1 Ownership structure 
 

3.3.1.1 Managerial ownership 
 
3.3.1.2 Block holders ownership 

 
3.3.2 Debt structure 
 
3.3.3 Information system structure 
 
3.3.4 Compensation structure 
 
3.3.5 Multinational status  
 
3.3.6 Culture / Ethnicity  
 
Summary 

72 
 
72 
 
76 
 
78 
 
81 
 
84 
 
89 
 
92 
 
102 

   
CHAPTER 4 RESEARCH METHOD AND DESIGN 

 
 

4.1 
 
4.2 
 
 
 
 
 
 
 
 
 
 
 
4.3 
 
 
 
 
 
 
 
 
 
 
 
 

Introduction 
 
Data collection 
 
4.2.1 Sample and population 
 
4.2.2 Instrument 
 

4.2.2.1 Content validity 
 
4.2.2.2 Pilot study 

 
4.2.3 Data collection strategy 
 
Data analysis and interpretation 
 
4.3.1 Getting data ready for analysis 
 
4.3.2 Data analysis 
 

4.3.2.1 Feel for the data 
 
4.3.2.2 Testing goodness of data 
 

4.3.2.2.1 Reliability test 
4.3.2.2.2 Confirmatory factor analysis 

 

104 
 
104 
 
105 
 
106 
 
107 
 
108 
 
108 
 
111 
 
112 
 
113 
 
113 
 
114 
 
115 
115 
 



 xi

 
 
 
 
 
 
 
 
 
4.4 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

4.3.2.3 Multivariate analysis 
 

4.3.2.3.1 Multicollinearity 
4.3.2.3.2 Heteroscedasticity 
4.3.2.3.3 Specification test 
4.3.2.3.4 Multiple regression analysis 

 
4.3.2.4 Further tests 
 

Variable definition and measurement 
 
4.4.1 Dependent variables 
 

4.4.1.1 Total monitoring costs 
 
4.4.1.2 Ratio of directorship costs to auditing costs 
 
4.4.1.3 Ratio of internal auditing to external 

auditing costs  
 

4.4.2 Independent variables 
 

4.4.2.1 Ownership structure  
 
4.4.2.2 Debt structure  

 
4.4.2.3 Information system structure 

 
4.4.2.4 Compensation structure 

 
4.4.2.5 Multinational status 

 
4.4.2.6 Ethnicity  

 
4.4.3 Controlled variables 
 

4.4.3.1 Size 
 
4.4.3.2 Industry 

 
4.4.3.3 Performance of the organisation 

 
4.4.3.3.1 Profitability of the organisation 
4.4.3.3.2   Risk associated with     
                    Performance 
 

4.4.3.4 Growth  

116 
 
117 
118 
119 
119 
 
122 
 
123 
 
123 
 
124 
 
125 
 
126 
 
 
126 
 
127 
 
128 
 
129 
 
130 
 
131 
 
133 
 
137 
 
138 
 
139 
 
139 
 
140 
141 
 
 
141 



 xii

 
 
 
 
 
 
 
 
 
 
 
4.5 

 
4.4.3.5 Listing status 
 
4.4.3.6 Complexity of the organisation 
 

4.4.3.6.1 Complexity in operation 
4.4.3.6.2 Complexity in composition of  

organisation’s assets 
 

4.4.3.7 Others 
 

Summary 
 

 
142 
 
142 
 
143 
144 
 
 
146 
 
146 

   
CHAPTER 5 RESULTS AND FINDINGS  
   
5.1 
 
5.2 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
5.3 
 
 
 
 
 
 

Introduction 
 
Preliminary data analysis 
 
5.2.1 Data cleaning and screening 
 
5.2.2 Normality tests 
 
5.2.3 Testing goodness of data 
 

5.2.3.1 Reliability of the data 
 
5.2.3.2 Validity of the data 

 
5.2.4 Non-response bias test 
 
5.2.5 Testing the assumptions of multivariate analysis 
 

5.2.5.1 Results of multicollinearity  
 
5.2.5.2 Results of hetroscedasticity  

 
5.2.5.3 Results of specification tests 

 
Descriptive statistics 
 
5.3.1 Sample and population 
 
5.3.2 Profile of respondent companies 
 
5.3.3 Profile of respondents 

147 
 
147 
 
148 
 
149 
 
156 
 
156 
 
156 
 
158 
 
161 
 
161 
 
165 
 
166 
 
166 
 
167 
 
170 
 
176 



 xiii

 
5.4 
 
 
 
 
 
 
 
 
 
 
 
5.5 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
5.6 

 
OLS estimation of proposed models 
 
5.4.1 Results of Model A : Total monitoring costs and 

organisational attributes 
 
5.4.2 Results of Model B : Ratio of directorship costs to 

auditing costs and organisational attributes 
 
5.4.3 Results of Model C : Ratio of internal auditing costs 

to external auditing costs and organisational 
attributes 

 
Further tests 
 
5.5.1 OLS estimation in quadratic relationship for Model A 
 
5.5.2 Inclusion of total directors remunerations in Model A 
 
5.5.3 GLS estimation for all proposed models 
 
5.5.4 Sensitivity of proxy for managerial ownership  
 
5.5.5 Sensitivity of proxy for block-holders  
 
5.5.6 Sensitivity of proxy for debt structure 
 
5.5.7 Sensitivity of proxy for ethnicity 
 
5.5.8 Sensitivity of companies having internal audit 

department and those without internal audit 
department 

 
5.5.9 Non-response bias test  
 

5.5.9.1 Non-response bias test – after each mailing 
 
5.5.9.2 Non-response bias test – Email, post and 

fax 
 

Summary 

 
177 
 
177 
 
 
180 
 
 
182 
 
 
 
184 
 
184 
 
185 
 
186 
 
186 
 
187 
 
188 
 
188 
 
189 
 
 
 
192 
 
192 
 
192 
 
 
193 

   
CHAPTER 6 DISCUSSIONS AND CONCLUSION  
   
6.1 
 
6.2 

Introduction  
 
Discussion of the study 

195 
 
195 



 xiv

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

6.2.1 Discussion of Model A 
 

6.2.1.1 The effect of managerial shareholdings on 
total monitoring costs 

 
6.2.1.2 The effect of block-holders shareholdings 

on total monitoring costs 
 
6.2.1.3 The effect of debt structure on total 

monitoring costs 
 
6.2.1.4 The effect of multinational status on total 

monitoring costs 
 

6.2.1.5 The effect of ethnicity on total monitoring 
costs 

 
6.2.1.6 The effect of other hypothesised variables 

on total monitoring costs 
 
6.2.2 Discussion of Model B 
 

6.2.2.1 The effect of managerial shareholdings on 
the  preference for directorship and 
auditing 

 
6.2.2.2 The effect of compensation structure on the  

preference for directorship and auditing 
 
6.2.2.3 The effect of ethnicity on the  preference 

for directorship and auditing 
 

6.2.2.4 The effect of other hypothesised variables 
on the preference for directorship and 
auditing. 

 
6.2.3 Discussion of Model C 
 

6.2.3.1 The effect of debt structure on the  
preference for internal and external auditing 

 
6.2.3.2 The effect of information system structure 

on the  preference for internal and external 
auditing 

 
6.2.3.3 The effect of multinational status on the  

preference for internal and external auditing 

195 
 
196 
 
 
199 
 
 
203 
 
 
204 
 
 
207 
 
 
212 
 
 
214 
 
214 
 
 
 
217 
 
 
220 
 
 
222 
 
 
 
224 
 
225 
 
 
227 
 
 
 
228 
 



 xv

 
 
 
 
 
 
 
 
 
6.3 
 
 
 
 
 
6.4 
 
6.5 
 
6.6 

6.2.3.4 The effect of ethnicity on the  preference 
for internal and external auditing 

 
6.2.3.5 The effect of other hypothesised variables 

on the  preference for internal and external 
auditing 

 
6.2.4 Results of control variables 
 
Implications of the study 
 
6.3.1 Theoretical implications 
 
6.3.2 Practical implications 
 
Limitations of the study and area for future research 
 
Conclusions 
 
Summary of the study 

230 
 
 
233 
 
 
 
235 
 
238 
 
238 
 
241 
 
243 
 
246 
 
249 

   
REFERENCES  250 
   
APPENDIX   
 
APPENDIX A 
 
APPENDIX B 
 
APPENDIX C 
 
APPENDIX D 
 
APPENDIX E 
 
APPENDIX F 
 
 
APPENDIX G 
 
APPENDIX H 
 
APPENDIX I 

 
Literature matrix 
 
Questionnaire 
 
Summary of hypotheses and results 
 
GLS regression results of Models A, B and C 
 
Sensitivity analysis results for block-holders 
 
Sensitivity analysis results  for those companies with and 
without internal audit department 
 
ANOVA results for non-response bias test – after each mailing 
 
ANOVA results for non-response bias test – email, post and fax 
 
List of companies in the sample (Assorted based on Bursa 
Malaysia’s sector classifications) 
 

 
266 
 
271 
 
275 
 
279 
 
280 
 
281 
 
 
282 
 
283 
 
284 
 
 

 
 



 xvi

 
LIST OF TABLES: 
           
 
Table 4.1: 
 
 
Table 4.2: 
 
Table 5.1: 
 
Table 5.2: 
 
Table 5.3: 
 
 
Table 5.4: 
 
 
Table 5.5: 
 
Table 5.6: 
 
Table 5.7: 
 
Table 5.8: 
 
Table 5.9: 
 
Table 5.10: 
 
Table 5.11: 
 
Table 5.12: 
 
Table 5.13: 
 
Table 5.14: 
 
Table 5.15: 
 

The measurement for the dependent and hypothesised  
variables and their expected signs 
 
The measurement for control variables  
 
Analysis of response rate 
 
Normality test statistics of the variables 
 
Results on reliability and confirmatory factor analysis for 
information system dimension 

 
Independent samples t-test of variables obtained  
from the questionnaire 
 
Pearson’s correlation test for Model A 
 
Pearson’s correlation test for Model B 
 
Pearson’s correlation test for Model C 
 
White General Heteroscedasticity tests 
 
Regression Specification Error Test (RESET) 
 
Profile of respondent companies (By sectors) 
 
Profile of respondent companies (By accounting  year end) 
 
Profile of respondent companies  
 
Descriptive statistics of variables 
 
Profile of respondents 
 
Results of OLS estimation for Models A, B and C 
 

136 
 
 
145 
 
149 
 
152 
 
158 
 
 
160 
 
 
162 
 
163 
 
164 
 
165 
 
166 
 
169 
 
169 
 
172 
 
174 
 
176 
 
179 

 
 
 
 
 
 



 xvii

LIST OF FIGURES: 
 
 
Figure 3.1: 
 
 
 

Conceptual framework for the demands and preferences 
for monitoring mechanisms  

70 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 xviii

LIST OF ABBREVIATIONS 
 
 
BM 
 
CEO 
 
GLS 
 
IIAM 
 
MIA 
 
MNC 
 
OLS 
 
PLC 
 
ROA 
 
SC 
 
The Code 

: Bursa Malaysia 
 
: Chief Executive Director 
 
: Generalised Least Square 
 
: Institute of Internal Auditors Malaysia 
 
: Malaysian Institute of Accountants 
 
: Multinational company 
 
: Ordinary Least Square 
 
: Public listed company  
 
: Return on total assets 
 
: Securities Commission 
 
: Malaysian Code on Corporate of Governance 
 
 

 
 



 

CHAPTER 1: INTRODUCTION AND BACKGROUND 

 

1.1  Introduction 

 

This chapter comprises the background of the study.  It consists of eight sections. 

Section 1.2 presents the background and issues relating to monitoring mechanisms in 

Malaysia. Section 1.3 describes the problem statement. The research questions are stated 

in Section 1.4 and Section 1.5 presents the research objectives. Operational definitions 

for the purpose of this study are defined in Section 1.6. Section 1.7 discusses the 

significance and contributions of the study. Finally the last section explains the 

organisation of the thesis.  

 

1.2  Background of the study 

 

Governance of many companies in the world has changed dramatically, particularly in 

the wake of the East Asian financial crisis and after the recent accounting irregularities 

in the United States (Ghosh, 2007). Insufficient and malfunctioning corporate 

governance mechanisms are said to be the major factors responsible for causing and 

accelerating the deteriorating situations of the crisis (Suto, 2003; Sam, 2007). Various 

internal and external monitoring mechanisms have been suggested, and efforts are 

undertaken to improve these mechanisms.  These mechanisms are claimed to be able to 

align the interest of agents to be more closely with that of the principals (Sam, 2007). 
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