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ABSTRACT

This study investigates board diversity and its effects on audit fee in case of Malaysia.
The main aim of this study is to examine whether bumiputera women on board, numbers
of women on board, women on board’s independent and women on board’s expertise
are influence the audit fee in the non-financial listed companies of Malaysia. Data for
the 250 companies for the year 2014 were collected. The reported results of correlation
analysis show that all the variables are correlated in the given time period. Furthermore,
data set pass the entire preliminary test such as outliers, linearity, normality,
multicollinearity, heteroscedasticity for regression analysis namely Ordinary Least
Square (OLS). The results of OLS shows that the no relationship between bumiputera
women on board, numbers of women on board, women on board’s independent and
women on board’s expertise and audit fee. The results are not surprising since only 11
percent total women and 5.1 percent bumiputera women are on board in the listed non-
financial companies in Malaysia. Although there is little improvement in the number of
women on board in listed non-financial companies but there is still need to increase the
numbers till 30 percent. The findings of this study are very important for the Malaysian

companies to improve the performance.

Keywords: gender diversity, non-financial companies, women on board, audit fee,

Malaysia.



ABSTRAK

Kajian ini mengkaji kepelbagaian dalam keahlian lembaga pengarah dan kesannya ke
atas yuran audit dalam kes Malaysia. Tujuan utama kajian ini adalah untuk mengkaji
sama ada ahli lembaga wanita bumiputera, bilangan ahli lembaga wanita, kebebasan ahli
lembaga wanita dan kepakaran ahli lembaga wanita mempengaruhi yuran audit dalam
syarikat-syarikat bukan kewangan yang disenaraikan di Malaysia. Data bagi 250
syarikat bagi tahun 2014 telah dikumpulkan Keputusan yang dilaporkan analisis korelasi
menunjukkan bahawa semua pembolehubah sentiasa bergandingan dalam tempoh masa
yang diberikan. Tambahan pula, set data lulus keseluruhan ujian awal seperti unsur
luaran, kelinearan, normal, multikolinearan, heterscedasticity untuk analisis regrasi, iaitu
Kuasa Dua Terkecil Biasa. Keputusan OLS menunjukkan bahawa tiada hubungan antara
ahli lembaga wanita bumiputera, bilangan ahli lembaga wanita, kebebasan ahli lembaga
wanita dan kepakaran ahli lembaga wanita dan yuran audit. Keputusan ini tidak
menghairankan kerana hanya 11 peratus jumlah wanita dan 5.1 peratus wanita
bumiputera adalah ahli lembaga dalam syarikat bukan kewangan yang disenaraikan di
Malaysia. Walaupun terdapat sedikit peningkatan dalam bilangan ahli lembaga wanita
dalam syarikat bukan kewangan yang disenaraikan, tetapi ia masih perlu ditingkatkan
sehingga mencapai nombor 30 peratus. Hasil kajian ini adalah amat penting bagi

syarikat-syarikat Malaysia untuk meningkatkan prestasi mereka.

KataKunci: Kepelbagaian jantina, syarikat bukan kewangan, ahli lembaga wanita,

yuran audit, Malaysia.



ACKNOWLEDGEMENT

In the name of Allah SWT, the Most Gracious and the Most Merciful. Alhamdulillah, all
praises and thanks to Allah with all the strength and His blessing who gives me the

powers in completing this research paper.

First and foremost, my sincere gratitude goes to my supervisor Dr. Mohd Atef MD
Yusof , for his constructive ideas, criticism, guidance and patience throughout duration
of completing this research paper. Without his support and help, this paper cannot be
completed. 1 would like to thank my father, who has been a great source of motivation
and inspiration as well as to my mother, the most wonderful women who has ever
appeared in my entire life, for her never ending support and encouragement. |1 also owe a

big thank to my brothers and sister for their undivided supports and loves.

| also want to thank to all my friends who always encouraged me in finishing my
research paper. There is no single word that can describe my gratefulness to know you

all. Without all of you, this project paper would not be the same as presented here.



TABLE OF CONTENTS

ABSTRACT .ottt sttt bbbttt ne et na e ne s iii
ABSTRAK ..ttt bttt r e ne s iv
ACKNOWLEDGEMENT ..ottt snae e e nnnee e v
LIST OF TABLES ...t nrae e X
LIST OF FIGURES ...ttt ettt st e e e e nee e Xi
LIST OF ABBREVIATIONS ..ottt Xii
CHAPTER ONE ...ttt n e 1
INTRODUCTION ..ottt ene b e 1
1.1 Background Of the STUY.........ccouuiiiiiieiiiic ittt bt e 1
1.2 Problem STAtBMENT ......c.iiee i ceree e sste e e tesne e e anaeanes e snns seeeneesseenseeneens 7
1.3 | ResearCh OUESHION.... oot .. i iresbs e cbannen e dennene e e et e eeesneeeas 13
1.4 ReSEArCh ODJECTIVE. .......ciiiiee e 13
1.5 SighdlCeCC atihe SUdK sxrmpaitd- b npn - Mol nase ... 14

1.5.1  Theoretical CONIIDULION.......cccviveiiriee e e s 15

1.5.2  Practical Implementation ... 15
1.6 Scope and Limitations of the Study ..........cccccceiveiieii i 16
1.7 Organization of the STUAY ........ccccoieiiiiii e 17
1.8 Summary 0f the ChapLer .........ccoi i 17
(OF o 1 o I = G 1AL R 18
LITERATURE REVIEW......oooi ettt 18
2.1 00T 11T 4 o] o OSSPSR 18
2.2 COrporate GOVEINANCE .......cccuueeiireeiiieeestireasieeesssreestreessseeesseessseeesnseesssseessssesensns 18
2.3 GENAET DIVEISILY ..ocvviiiic ittt et e e re e 22
24 AUAIT BB ...t ettt ettt e 28
2.5 WWOMEN DIVEISITY ...eoviiiiiiiieiiiee sttt sttt st ne e 30

Vi



2.5.1 WOomeN PartiCiPation ..........c.ccoveueiieiieie e 30

2.5.2 WOMEN EXPEITISE....ueiiieieciie e 33
2.5.3 WOMeEN INAEPENUENCE. ......ccuveiieeiecie et 35
2.5.4 WOMEN EtNNICITY ..o 38
2.6 Control Variables ... 41
2.7 TOKENISM TREOIY ...c.eiiiiiieiieee bbb 42
2.8 CritiCal MaSS TREOIY .......ciiiiiiiie et 46
2.9 CoNnClUSION OF LITEIALUIE .....ocvveeieciiecieeie et 47
2.10  LITErAtUIE GAP .eeveveieiieiiieiietieiei ettt bbbt n e bbb ene s 47
CHAPTER THREE ..ottt st nne s 49
HYPOTHESIS DEVELOPMENT AND METHOD ......cocoiiiiiiiisiieiee e 49
3.1 INTRODUCTION......ctiiiiiieieiie sttt se s e e esee e s e sessesresresnesseas 49
3.2 RESEAICH FramEWOIK...........cieiteeriiiieseeeie e steeree e tsreesneshee e e nneanneseeesreeneesseeseas 49
3.3.1 Women Ethnicity and Audit fees.............ccovveiiieis e e 51
3.32 Women Number and AUt TEES ....oviiiiiiieeiii it e 55
3.3.3 Women Expertise and AUIt FEE ... coviuiiiriiiie ittt sae e 57
3.34 Women Independence and AUudit FEE. ........ccovvveiieiiieiie e 58
34 D 1 W oto] | T £ [ o SRS 60
341 SAMPIING . 60
3.4.2  Data Collection PrOCEAUIES ........ccoiiieiiieieeieseee e e 61
3.5 Model Specification and Ordinary Least Square Regressions............c.cceeveuenee. 62
3.6 Measurement of the Variables ...........cccvvveiiiie i 63
3.6.1 Dependent Variable ... 63
3.6.2  Independent Variables ..o 63
3.6.2.1  WOMEN NUMDET.......coiiiieeiece e 63
3.6.2.2  WOMEN BUMIPULEIA ......coveivieieeie e 64
3.6.2.3  WOMEN EXPEIIENCE ...c.vveeeeiveeieeie sttt ee sttt sne e 64
3.6.2.4  WOmeN INAePENUENCE. ......ccuerieeiecie e 64

vii



3.7.1  DeSCriptivVe ANAIYSIS.......ccueiieiiiieieeie e 65

3.7.2  MUILICOHINEAITLY ..ottt 65
3.7.3  Correlation of Variables ..o 66
3.7.4  RegressSion ANAIYSIS .......cceiieiiiieiieie e se e see e ee et re e sre e 66
3.8 Summary for the Chapter: .........cccoiieiiee e 66
CHAPTER FOUR ..ottt sttt esnesaesnesneaneaneas 66
RESULTS AND DISCUSSION ....coeiiiiiiiiiiece sttt 67
4.0 INEFOTUCTION ...ttt sre b nrenre s 67
4.1  DeSCrPLIVE STALISTICS ... c.viiieiieciiiie et sre e 67
4.2 Correlation ANAIYSIS .......ccveiiiieiic e 69
4.3 ASSUMPLIONS ....eiitiiiticiie ettt ettt e e ste et esbe e te e e e saeesreennesreenreeeens 72
B.3.1  OULHEIS tueieeie ittt ettt bbb b b enes 73
4.3.2/=/Linefhity . e\ . JE........ ... ... DO ... D N ................. 73
A3E BDENGE - W . W . B WL 74
4.3.4  MUICOIINEATTY ... s 76
4.3.5 \HeterostagaSticity! I I Y L A g dl a2 d 77
4.4 RegresSion ANAIYSIS ........ccciieiiiiieiic ittt sre e ae s 78
45  Summary 0f the Chapter ..........coe i 81
CHAPTER FIVE ... oottt sttt sneaneaneanes 82
DISCUSSION, CONCLUSIONS AND RECOMMENDATION ....ccoeveieicceceeene, 82
T8 A 1T (11 £ o o PSSR 82
5.2  Recapitulation of the STUAY ..........ccceiiiiiii i 82
5.3 Discussion Of the RESUILS ........cc.oiiiiiiiiiie e 83
5.3.1 Women Ethnicity and Audit TEES ........cceiiiiiiiiiirereee e 84
5.3.2  Women Number and Audit TEES ........cocveeiieiieie e 85
5.3.3  Women Expertise and AUdit FEE .........cevviiiiiieri e 87
5.34  Women Independence and AUdit FEE.........covveviviieiiere e 88

viii



5.4 Implication of the STUAY ..o 89

54.1 Theoretical CONTITDULION........ooo e 89
5.4.2  Practical implementation ..........cccccvevviiieiicie i 90
5.5 Limitation and Recommendation for Future Research ...........cccccvuveeueeeeueneennnnnns 91
B8 CONCIUSTON ..ttt nnnnnnnnennen 93
RETEIENCES ... 95



LIST OF TABLES

Table 1.1:  Average audit fees paid by Malaysian listed companies
Table 3.1: Model to explain the relationship between the variables
Table 3.2: Control variables

Table 4.1: Descriptive Statistics

Table 4.2: Correlation Analysis

Table 4.3: Collinearity Statistics

Table 4.4: ANOVA

Table 4.6: Coefficients

Page

61
64
67
69
76
79

80



LIST OF FIGURES

Page
Figure 3.1: Research Framework 49
Figure 4.1: Normal P-P Plot 74
Figure 4.2: Histogram 75
Figure 4.3: Scatterplot 78

Xi



RPG 7
CEO
CG
MCCG
ACE
ROIC
NASDAQ
SOX
CFO
SEC
ROA
OLS
TA
REC
LEV
LIQ
BIND
SE
SPPSS
IND1
IND2
IND3
IND4
IND5

LIST OF ABBREVIATIONS

Recommended Practice Guide

Chief executive officers

Corporate Governance

Malaysian Code on Corporate Governance
American council on Exercise

Return on Invested capital

National Association of Securities Dealers Automated Quotations
Sarbanes Oxley

Chief Financial Officer

Securities and Exchange Commission
Return on Assets

Ordinary Least Squares

Total Assets

Receivable

Leverage

Liquidity

Board Independence

Segment

Statistical Package for the Social Science
Consumer

Industrial and Consumer Products
Construction

Trading and Services Industry

Properties and Plantation, REITS and IPC Industry

Xii



Universiti Utara Malaysia

Xiii



Universiti Utara Malaysia



CHAPTER ONE
INTRODUCTION

1.1  Background of the Study

Enron and WorldCom Incorporation, failures demonstrated a necessity for high and
translucent financial reporting in capital markets. (Mansouri, Pirayesh, & Salehi, 2009;
Watts & Zimmerman, 1990). High quality of financial reporting refers to transparent
and unbiased financial reporting that guide the investors in right direction but it has lost
its worth and is supposed to be associated with earning management or financial
reporting. External auditors are being hired by the companies in order to add credibility
to financial statements so that they can provide the outside investors assurance a reliable
financial information provided by the company. In-addition, Mansouri has also stated
that the more the quality of report regarding accounting information is provided; the
more receivers is assumed to make appropriate decisions (Mansouri et al., 2009). Since
audited financial information is considered as an important aspect for investment
decision making therefore auditing is thought to have an influence on capital markets.
Accordingly, a high quality audit is desirable for financial reporting. Section 172 of the
Companies Act 1965, declared that auditing is required by most of the countries

including the US, the UK, Singapore and Malaysia mandated auditing.

Scholars have developed such model for audit fee that can examine possible reasons that
may influence audit pricing (Simunic, 1980). Literature has supported the notion that a

high quality audit is observed to be accompanied with brand name auditors or
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