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ABSTRACT

This thesis examines two separate studies—auditor change and auditor selection
determinants among public listed companies in the Gulf Cooperation Council(GCC) for
the period of 2005-2010. The models were developed using the frameworks of the
agency theory, the managerial grid theory, the attraction-selection-attrition framework
and the information suppression hypothesis to examine the associations of three
categories of determinants with the decisions of auditor change and selection. The first
category of determinants is the corporate governance mechanisms: board of directors’
effectiveness score (board of directors independence, size, financial expertise, meetings,
nationality, international experience and CEO duality), audit committee’s effectiveness
score (audit committee independence, size, financial expertise, meetings, nationality and
international experience), government ownership, family ownership, and domestic
corporate ownership. The second category of determinant is the audit-specific
characteristic: audit fee. The third category of determinants is the firm-specific
characteristics: firm size, leverage, firm performance, and management change. For the
auditor change model, the results show that the board of directors’ effectiveness score,
family ownership, firm size, and leverage are significantly associated with the incidence
of auditor change. As for the auditor selection model, the results indicate that the family
ownership, domestic corporate ownership, audit fees, firm performance, and
management change are significantly related to audit quality. This study findsthat the
economic and the behavioral issues are related to audit demand in GCC. Additionally,
the study suggests that regulators, especially the GCC stock exchanges, should mandate
companies to disclose all relevant information related to auditor change in a transparent
and timely manner, and increase law enforcement to enhance good corporate governance
practices. For companies, this study proposes that they should emphasize more on
enhancing the role and the quality of the board of directors and the audit committee
members, as they are involved in the both decisions of auditor change and selection.

Keywords: corporate governance, auditor choice, GCC



ABSTRAK

Tesis ini mengandungi dua kajian yang berbeza—penentu keputusan pertukaran
juruaudit dan pemilihan juruaudit di kalangan syarikat awam tersenarai di negara Gulf
Cooperation Council (GCC). Model kajian telah dibangunkan dengan menggunakan
kerangka kerja teori agensi, teori gerid pengurusan, kerangka kerja tarikan-pemilihan-
pergeseran dan hipotesis kawalan maklumat. Kategori penentu yang pertama ialah
mekanisma pentadbiran korporat. Ini termasuk skor keberkesanan lembaga pengarah
(kebebasan lembaga pengarah, saiz, kepakaran kewangan, bilangan mesyuarat,
kewarganegaraan, pengalaman antarabangsa dan dwi-CEO), pemilikan kerajaan,
pemilikan keluarga dan pemilikan korporat domestik. Kategori penentu kedua adalah
ciri khusus audit; iaitu yuran audit. Kategori ketiga pembolehubah adalah ciri khusus
syarikat; saiz syarikat, keberhutangan, prestasi syarikat dan pertukaran pengurusan.
Bagi model pertukaran juruaudit, skor keberkesanan lembaga pengarah, pemilikan
keluarga, saiz firma audit dan keberhutangan boleh dikaitkan secara signifikan dan
konsisten dengan pertukaran juruaudit. Untuk model pemilihan juruaudit, pemilikan
keluarga, pemilikan korporat domestik, yuran audit, prestasi syarikat dan pertukaran
pengurusan berkait secara signifikan dengan kualiti audit. Kajian ini mendapati penentu
ekonomi dan tingkahlaku berhubungkait dengan permintaan audit di GCC. Kajian ini
juga mengutarakan bahawa pihak perundangan terutamanya bursa saham di GCC perlu
menetapkan syarikat mengisytiharkan semua maklumat yang relevan, yang berkaitan
dengan pertukaran juruaudit secara telus dan pada masa yang tepat, serta
mempertingkatkan lagi perlaksanaan undang-undang bagi memperbaiki lagi amalan
pentadbiran korporat. Untuk pihak syarikat, kajian ini mencadangkan bahawa mereka
perlu memberi lebih penekanan kepada tindakan meningkatkan peranan dan kualiti mutu
lembaga pengarah dan ahli jawatankuasa audit disebabkan oleh penglibatan mereka
dalam keputusan menukarkan dan memilih juruaudit.

Kata Kunci: pentadbiran korporat, pilihan juruaudit, GCC
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CHAPTER ONE

INTRODUCTION

1.1 Background of the Study

This thesis examines similar determinants influencing two related decisions: auditor
change (Model 1) and auditor selection (Model 2) in a unique country setting—the
GCC—in two periods, preceding and subsequent to both decisions. Both models are
developed using individual and combined economic and behavioral theoretic
perspectives. These include the frameworks of agency theory and its related hypotheses;
managerial grid theory; attraction-selection-attrition; and information suppression. All of
these have been used to explain the association of corporate governance mechanisms
(board of directors effectiveness, audit committee effectiveness, government ownership,
family ownership, and domestic corporate ownership), an audit-specific characteristic
(audit fee), and firm-specific characteristics (firm size, leverage, firm performance, and

management change) with the decision of auditor change and selection.

1.1.1 What Would Happen if Auditors were not There?

In modern companies, ownership is separated from control. In this case, potential

conflicts of interest and information asymmetry arise between owners and managers, as

well as among different classes of security holders. For that reason, auditors work as
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