Academy of Accounting and Financial Studies Journal Volume 27, Issue 5, 2023

THE IMPORTANCE OF AUDITORS AND EARNING
QUALITY; A MALAYSIAN PERSPECTIVE

Asaad Munshid Mohammed, University of Babylon
ABSTRACT

The Earning quality is to be consider as the essential pillar of capital market as effective
resource distribution, which is determined by such information. In the annual reports, the actual
firm’s performance is neither revealed nor reflected in the earnings report, then huge losses are
faced by economy, investors, different companies and individual employee. Similarly, the
suggestions of claim that in annual reports there disclosed Earning quality in which stakeholders
are very much concerned as their decision making is highly influence on this information,
specifically Information on contracts and investments. Similar to this research, which focused on
the Malaysian business market, data from Malaysia's top 100 firms were gathered. According to
the findings, auditors are crucial to businesses and immediately contribute to high-quality
earnings.
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INTRODUCTION

There will probably be unforeseen wealth transfers as a result of awareness of subpar
financial reporting. According to Cohen et al. (2004), the main responsibility of the corporate
governance system is to keep a careful eye on a company's financial statements and the ability to
produce superior earnings. But past studies (Beasley et al., 2000; Beasley, 1996; Carcello &
Neal, 2000; Patricia et al., 2000; Klein, 2002; Krishnan, 2001) have demonstrated a substantial
relationship between poor financial reporting and different corporate governance practises.
Manipulation, earnings management, weaknesses in internal control systems, and financial
statement frauds are some of these hot topics. The four main stakeholders who monitor a
company's corporate governance are Management, the governing board, the audit committee,
internal auditors, and external auditors are all involved in the audit process. The function of
internal auditors in this context is still an empirical topic, despite the fact that many solid studies
have been undertaken to study the issues linked to external auditors, audit/board committees, and
the effect of management on earning quality.

The conflict of interest between a company's owners (principals) and management
(agents) is addressed by agency theory. On the other hand, as they have a sizable investment in
the firm and wish to maximize their wealth, shareholders want their shares to have a high
dividend and a increased worth. These two goals are at odds with one another, which leads to
conflict inside the organisation. Insufficient communication (also known as information
asymmetry) between shareholders and managers results in an agency problem when managers
abuse their power by making decisions that are in their own best interests rather than those of all
stakeholders, according to some authors (Davis et al., 1997; Hamid et al., 2015), while others
(Jensen & Mackling, 1976) disagree.
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Many empirical studies (Abbott et al., 2004; Beasley, 1996; Farber, 2005; Klein, 2002;
Krishnan, 2005; Vafeas, 2005) demonstrate that the effectiveness of the audit committee,
financial knowledge, and board structure, which make up the mechanism of corporate
governance, are crucial to the Earnings Quality System. These factors together form the
mechanism of corporate governance. The internal audit function (IAF) and external audit, on the
other hand, are little-recognized methods of internal monitoring.

LITERATURE REVIEW

Previous empirical research that was insufficient and restricted to the US has examined
the value of internal audit in connection to earnings management or the accuracy of financial
reporting. (Gramling et al., 2004) made the case that internal audit has an impact on business
performance, the calibre of corporate governance, and the calibre of financial reporting based on
prior experimental research and surveys. However, there are few studies in the literature that
address the relationship between internal audit and quality financial reporting (Davidson et al.,
2005; Prawitt et al., 2009). Former discovered that earning quality is what limits profits
management in his analysis of 218 publicly traded US companies from 2000 to 2005. Two
restrictions apply to their study, though. The majority of the information is accessible in the US
context, underdeveloped nations are not taken into account, and the quality of the factors
associated to audit may be restricted, therefore the study's findings cannot be generalised.
Second, several aspects of the internal audit environment and activities such as coordination,
grading, fieldwork quality assurance, and follow up are ignored by the internal audit
measurement.

As far as the Malaysian economy is concerned, there are a number of reasons why it was
chosen for this study. First, given that the Malaysian economy differs significantly from the US
economy in terms of capital market maturity and economic growth, the relevance of internal
audit and external audit has recently come to the attention of Malaysian policy makers and
regulators. The East Asian Financial Crisis is a major focus of investigation for Malaysian
publicly traded companies. It was 2000, The Malaysian Code of Corporate Governance (MCCQG)
specifies requirements for all Malaysian businesses, including the establishment of audit controls
and the maintenance of robust internal control systems. Internal control review and declaration in
the absence of an audit would be presumed to be appropriate, and control boards would explain
this. In order to assure audit compliance, the Securities Commission of Malaysia established a
task force and formulated rules and policies for the industry in 2001. The MCCG was altered
twice, first in 2007 and then again in 2012, as a result of an increase in corporate irregularities
(such as those at Nation Com Holding, Takaful Bhd, Megan Media Holdings, Tran con Group
Bhd, and Southern Bank Bhd).

Many studies on the Malaysian economy have used survey designs (semi-structured
interviews) to examine the issue of earning quality. For example, one study (Ali et al., 2007;
Cooper et al., 1996; Ernst & Young, 2004; Hanim Fadzil et al., 2005; Leung et al., 2006; Math,
Australia, and Malaysia. Ali et al. (2007) investigated the internal audit position in local
government and state agencies in terms of top management support, presence, and staffing skills
and discovered that only a small number of government agencies had internal and external
auditors. They also show that many municipal and state agencies lack appropriate audit
capabilities and neither receive enough assistance from senior management nor have trained and
competent employees.
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Investigating whether internal and external auditors of publicly traded companies comply
with international standards of internal audit and if this compliance results in stronger internal
control systems is done by (Hanim Fadzil et al., 2005). They discovered that internal audit
quality relative to objectivity, internal audit management, and professional competence had a
substantial impact on monitoring components of internal control. However, it should be
emphasized that the conclusions of their research depend on the opinions of the business's Audit
Committee, the head of the internal audit department, and the Chief Audit Executive, and do not
necessarily represent how the firm operates in practice. The authors of the study (Mohamed et
al., 2012) looked at two characteristics of internal audit quality, internal audit contribution and
internal audit competency to financial statements audit and their relation with audit fees. The
formation of external audit provides formal monitoring system to recover the financial reporting
system quality which will subsequently mitigate agency problem and information irregularity as
well in the organization (Ataullah et al., 2014; Fagbemi & Uadiale, 2011). They found that
internal audit tenure inside the organization and past experiences of internal audit staff in
accounting and auditing certifications are positively related with lower fees of audit, therefore it
gives support to the relation of audit fees and internal audit quality.

Internal audit function the variable warrant for the research, prior studies suggest that
Independent auditor is exceed probity or more efficient in auditor position in between financial
reporting process, which ultimately effects on the reduction of the financial reporting problem
(Abbott et al., 2004; Committee, 1999; Dechow et al., 1995; McMullen, 1996). Moreover, the
expertise in the financial reporting might be enhanced if they have sufficient knowledge and
expertise. Therefore, prior research concluded that (Committee, 1999), regarding the audit
committee size, that more will be the audit committees that might enhance the efficiency of
financial reporting. On the diligent dimension extensive research on that point suggested that
audit committee should be diligent in the line of performing responsibilities (Abbott et al., 2004;
Committee, 1999; Kalbers & Fogarty, 1993).

On the external auditor’s point of view first the large firms of audit, large audit firms are
most likely to performing well because their reputation always on the stake and however they
invest in expertise and guidance, and lawsuit process (Ashbaugh-Skaife et al., 2007). Second
variable for testing is industry leader, industry leader auditors have the supreme concern
resemblance to the lower category auditors (DeAngelo, 1981). Prior research provides
suggestion that the specialized client have the enhance quality of financial reporting (Balsam et
al., 2003). The third measure of audit tenure provides the evidence that long-lasting relation with
clients resulting into the higher quality of Earning quality i-e, Myers et al. (2003) proven that
advanced quality of financial reporting the tenure of log terms.

As a result, the current research is an extensive investigation to close the gaps by include
emerging nations, in this case Malaysia. This study looked at how internal and external audit
characteristics affected the Earning quality process.

Independence with Earning Quality

While there is a positive correlation between an independent audit committee and the
accuracy of financial reporting (Sharma & Iselin, 2012), there is none between the quality of
earnings and an independent audit committee (Agrawal & Chadha, 2005; Yang & Krishnan,
2005). Researches on the relation of audit fee and audit committee have emphasized audit
committee (Hay, 2013). The current study is being performed on the relationship between
independent audit committee and earning quality and assumes that there exists a positive link
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between them based on literature mixed results and the status of audit committee. This
assumption's broad justification is that, in contrast to other disclosures, IC reporting is
uncontrolled. This brings irregularities about opportunistic behavior of managers (Aboody &
Lev, 2000), adverse selection, opportunities for enhanced moral hazards and information
irregularity in IC information (Aboody & Lev, 2000; Holland, 2003). Insofar as managers are
successfully under the control of independent directors, it is expected that independent audit
committees will positively affect the standard of financial reporting. In light of this, it is possible
to speculate that the results of this study will likely be more applicable to decision-makers and
consistent with international attempts to improve the performance of audit committees
(Committee, 1999; Smith, 2003). Studies done in the past (Abbott et al., 2003; Carmelo et al.,
2002; Sharma, 2004) have mostly concentrated on the correlation between audit fees and audit
committee features (such as meeting frequency, competence, and distinctiveness of the audit
committee members). However, according to some academics, audit committees ought to
anticipate audits of greater calibre (Abbott et al., 2003).

H1: The relationship between the independence of the audit committee and how that affects the accuracy of
financial reportin.

Expertise with Earning Quality

Increasing shareholder value requires strong governance (De Fond & Francis, 2005).
Since they are ultimately in charge of true financial reporting, audit committee members must be
proficient in finance (Jaime & Michael, 2012). Consumers may benefit significantly from the
assistance of financial experts as they can immediately spot any fraud or manipulation due to
their knowledge and experience. The majority of studies have emphasized the benefits of audit
committee members' financial and accounting skills and high-quality salaries (Krishnan &
Vivanathan, 2008). Members of the audit committee with high levels of experience ensure fewer
false reports due to effective monitoring (Raghunandan & Rama, 2007). When directors are
independent and have significant accounting and financial reporting expertise, financial reporting
is more reliable and of higher quality (De Zoort, 1998).

H2: The relationship between the effectiveness and quantity of the audit committee's features and the
impact they have on financial reporting quality.

Diligence with Earning Quality

The following hypothesis is, therefore, tested diligence of Audit committee. Audit
committees to be assiduous in order to carry their responsibilities for best practices governance
and many studies are also conducted (Abbott et al., 2004). Generally, for audit committee
diligence studies used proxy commonly, which is the annually held meetings of audit committee.
According to the past study, the frequency of financial reporting problems can be condensed if
there will be audit committee meetings happen often. For instance, the audit committee may
inform the external auditor that regular meetings and communications with the auditor
necessitate increased focus on a particular auditing topic on the auditor's part (Scarbrough et al.,
1998). Lower external audit costs were anticipated under the risk-based approach since it was
believed that an attentive audit committee might reduce financial reporting issues. Overalllf the
audit committee is formed in a trustworthy manner, as the Blue-Ribbon committee (1999), the
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recommendations can be used to increase the audit committee's effectiveness in the oversight
functions. Due to decreasing external audit fees, there will be fewer practical tests.

H3: The relation of Audit Committee Features (diligence) and its effect on the Earning quality.
External auditor (Large Audit Firms) with Earning Quality

Additionally, they claim that big businesses are more careful. Due to the possibility of
legal problems, large corporations prefer to audit firms with lower accruals (Becker et al., 1998;
Francis & Krishnan, 1999). Two aspects that affect an audit company's value are its age and size.
Boubaker et al. (2008) assert that business value is positively correlated with company size. On
the other side, business age has a detrimental effect on the firm value, according to (Loderer &
Waelchli, 2009). The current study will examine the link between the attributes of external audit
firms in terms of audit duration, audit firm size, and audit opinion and company value as
determined by the ratio of price earnings, the ratio of price book value, and Tobin's Q.

H4: The effect of big audit companies' (external auditors') activities on the calibre of financial reporting.
External Auditor (Industry Leader) with Earning Quality

The auditor with the largest percentage of audit fees collected in a certain industry—that
is, the amount of an auditor's fees in a particular industry divided by the total audit fees in that
industry nationwide—is the sector leader. In this case, 520 enterprises were inspected by
business executives in 173 countries in 2003. Leading authorities in the industry examined 173
statements, including 170 from the "Big 4" and three from non-Big 4 auditors (Grant Thornton or
BDO Seidman).

H5: There is a connection between the effectiveness of the external auditor (a leader in the industry) and
the caliber of financial reporting.

The aspects of internal and external audits in regard to the accuracy of financial reporting
were not effectively compared in any of the aforementioned studies. Without a doubt, these
adjustments show Malaysia's confidence in and significant interest in audit elements for
enhancing and monitoring the Earning quality. The historical fear literature of Malaysia still has
internal audit qualities and external audit traits.

METHODS AND RESULTS
Descriptive Analysis

For each dependent variable and independent variable, descriptive statistics are
computed. The mean and standard deviation of each variable for the whole data set make up
descriptive variables. The quantity of observations, or N, is additionally determined in order to
search for any missing data. The greatest and lowest values for each variable over the whole data
set are also computed in order to assess the data range. The following table provides statistical
information on the reliant element, which consists of the log natural of the absolute values of
DAC (discretionary accruals), the initial values of DAC, and all other variables in the regression
model: Table 1.
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Table 1
DESCRIPTIVE STATISTICS
N Mean Sta'?d?rd Maximum | Minimum
Deviation
DAC 100 -363.442 1667.456 9868.975 -10548.1
Absolute DAC 100 | 589.7618 1600.782 10548.14 3.4931
Ln Absolute DAC 100 5.0007 1.5824 9.2637 1.2508
ACI 99 0.8114 0.1779 1 0.34
ACE 98 0.4627 0.193 0.8 0
ACD 99 5.798 2.5434 18 2
EALAF 100 0.92 0.2727 1 0
EAIL 100 0.28 0.4513 1 0

The descriptive statistics for the independent variables audit committee independence
(ACI), audit committee expertise (ACE), audit committee diligence (ACD), external auditor
large audit firm (EALAF), and external audit industry leader (EAIL) are shown in T for the
dependent variable In of absolute values of discretionary accruals (Ln Absolute DAC), Absolute
DAC, original values of DAC, and all inclusive values.. The dependent variable, which has a mean
value of 5.0007, a standard deviation of 1.5824, and a range of 8.019 (highest value to lowest value),
includes data for all 100 firms. Data for ACE are available for 98 organisations, while data for ACI and
ACD are unavailable for one company in both variables. ACI, ACE, ACD, EALAF, and EAIL have
respective mean values of 0.8114, 0.4627, 5.7980, 0.9200, and 0.28.

Graphic Analysis

This section provides some graphic insights from the collected information of selected
companies to examine some of their characteristics graphically Figure 1.
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Figure 1
THE DAC FOR SELECTED 100 COMPANIES
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The above graph shows the DAC for selected 100 companies. It is easy to understand the
pattern of discretionary accruals of the selected companies and to have a comparison from the
figure is very easy and useful. The DAC are calculated by subtracting the non-discretionary
accruals from total accruals. The highest DAC is for the CIMB group with a value of 9868.975
while the Petronas Chemicals has the lowest value of DAC equal to -10548.10. In the same
fashion, one can make comparison of different companies for any specific variable.
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Figure 2
TOTAL ASSETS OF THE SELECTED 100 COMPANIES

Figure 2 above demonstrates the value of total assets of selected one hundred companies.
It can be seen from above graph that highest value of total assets is of Malayan Banking while
lowest asset holding company in the sample is Berjaya Auto Berhad.

4 Inferential Statistics

The correlation and regression analysis of the data obtained from specific companies are
discussed in this section. Correlation analysis shows the reciprocal linear relationship between
variables, whereas regression analysis examines a variable's dependency on one or more
explanatory factors.

Correlation Analysis

Correlation analysis examines the reciprocal linear relationship between variables. The
simple coefficient of correlation is used to examine linear correlations between no more than two
variables, whereas multiple correlation coefficients are used to examine relationships between
more than two variables. The correlation coefficient's range runs from -1 to +1. Zero indicates
that there is no connection between the variables, whereas minus 1 and plus 1 show, respectively,

perfectly negative and positively linear correlations. The coefficient of correlation for various
variables is shown in the Table 2 below.
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Table 2
CORRELATION MATRIX
LN_DAC_AB ACI ACE ACD EALAF EAIL

LN _DAC _AB 1.000000 0.037518 0.171121 0.161318 -0.045044 0.177612
ACI 0.037518 1.000000 -0.085417 -0.074910 -0.174527 -0.074439
ACE 0.171121 -0.085417 1.000000 0.019517 0.019466 -0.076014
ACD 0.161318 -0.074910 0.019517 1.000000 0.151181 0.070898
EALAF -0.045044 -0.174527 0.019466 0.151181 1.000000 0.186201
EAIL 0.177612 -0.074439 -0.076014 0.070898 0.186201 1.000000

Table 2 displays the correlation matrix, also known as the coefficient of correlation,
between the variables ACI, ACE, ACD, EALAF, and EAIL and the log natural of the absolute
values of the DAC, also known as Earning quality (EQ). While there is a negative correlation
between EQ and EALAF, there is a positive correlation between EQ and ACI, ACE, ACD, and
EAIL. For further clarity, the table also shows the coefficient of association for each of these
factors.

Regression Analysis

Regression analysis focuses on assessing a variable's dependence on one or more
explanatory factors, and uses the known independent values of the independent variables to
estimate the average value of the dependent variable. Regression models come in a variety of
formats. Since the traditional linear regression model was adequate for the current investigation,
we employed it. two calculated regression models are used to create the estimate. The second
regression model looks at the impact of numerous explanatory factors on EQ, whereas the first
model, known as the supplemental regression, concentrates on the estimation of NDAC. By
keeping a track of the absolute value of discretionary accruals, earning quality may be assessed.
When calculating discretionary accruals, the proxy is determined using the performance adjusted
modified Jones model. Because Kothari, Leone, and Wesley (2005) asserted that the model
specification below is superior for predicting non-discretionary accruals, they estimated the
earning quality following regression model. (NDAC):

TAC;/ Ai=a; (1/Ai) + Bl [(AREV;— ARECi) /Ai] + Bg (PPEi / Ai) + ROA1 + € (1)
Where;
Dependent Variable: TAC_A
Method: Least Squares
Sample: 1 100
Included observations: 100
Variable Coefficient | Std. Error t-Statistic Prob.
C 0.033914 | 0.042916 0.870141 0.4919
1/A -129.2372 | 64.80928 -1.984124 0.059
(AREV- AREC)/A -2.996668 | 0.117593 -13.88571 0
PPE/A 0.081234 | 0.033085 2.363967 0.0306
ROA.1 -0.022929 | 0.038342 -0.858598 0.3827
R - squared 0.71517 Mean dependent var -0.166126
Adjusted R- squared 0.705454 S.D. dependent var 0.722598
S.E regression 0.438649 Akaike info criterion 0.760652
Sum squared reside 11.25811 Schwarz criterion 0.851041
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Log likelihood -45.43846 Hanna-Quinn critter 0.973412
F-statistic 112.1532 Durbin-Watson stat 1.709421
Prob(F-statistic) 0

TACI, Ai, and REVi all stand for total accruals for company i, total assets for firm i, and
change in revenue for firm i from the prior year, respectively. PPEi stands for company i's gross
property, plant, and equipment; ROAt-1 stands for the return on assets at the end of the prior
year; and i stands for the error term included in the regression model that satisfies all
presumptions. RECi is the difference between the current year and last year's receivables for
business I. The estimation of the aforementioned model appears as follows:

Table 2 NDAC estimation estimates from auxiliary regression Equation (1) now can be rewritten
as follows:

TAC;/ Ai=0.036914 — 129.4372 (1/A)) — 2.999668 [(AREV; — AREC;) / A]] + 0.080234 (PPE; /
Aj) —0.032929 ROA (4.1)

Non-discretionary accruals (NDAC) are calculated using the ratio of total accruals to total
firm assets, or TAC/A. The gross value of property, plant, and equipment (PPEi/Ai), the return
on assets in the prior year ROAt-1, and the difference between the change in revenue and the
change in receivables between 2014 and 2013 are divided by the company's total assets to
account for variations.

The R-square value demonstrates how well the regression model fits the data. It has a
value between 0 and 1. Regression line fitness is totally terrible at zero, whereas it is perfectly fit
at one. The current model's R square value is 0.8141, which indicates that explanatory factors
included in the regression model can explain 81 percent of variability in the dependent variable.
In other words, the model's independent variables account for more than 81 percent of the
variation in NDAC. The adjusted R square value, which accounts for the influence of an
increasing number of explanatory factors, is another indicator of a regression model's quality of
fit. It also confirms the fact that the model's included predictors account for more than 80% of
the variations in the dependent variable, with a score of 0.8064.

Values for the parameters show how strongly and in which direction the explanatory and
dependent variables are correlated. According to the estimate findings, PPE/Ai (at a 1%
significance level), (REV- REC)/AI (at a 5% significance level), and 1/Ai (at a 1% significance
level) are significant predictors of NDAC, while return on assets with a one-year lag has no
meaningful impact on the dependent variable, NDAC. It is possible to state that the reciprocal of
a business's assets, the difference between change in revenue and receivables, and the ratio of a
company's total assets to its gross property, plant, and equipment are the most significant
predictors of the NDAC of a firm, although return on assets with a one-year lag are not.

You may also gauge the significance of the regression model as a whole by looking at the
magnitude and significance of the F-statistic, a trustworthy measure of its overall relevance. The
overall relevance of the model is well demonstrated by the p-value of the F-statistic (0.0000),
which shows that this is significant at the 1% level of significance.

The Durbin-Watson statistic is used to examine time series data for autocorrelation and
specification bias in regression models. In the current study, specification bias is being examined
through the use of this statistic. The Durbin-Watson d statistic ranges from 0 to 4. The closer the
value of the d statistic is to 2, the more evidence there is that specification bias does not occur.
The Durbin Watson d statistic in this extra regression has a value of 1.7092 when compared to
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the corresponding table values, suggesting that there is no specification bias in the regression
model and further demonstrating the efficacy of our model in predicting the NDAC. The
expected values are identified as NDAC and derived using the aforementioned algorithm, Eq. 1.
According to Kothari et al. (2005), discretionary accruals (DAC) are the difference between
actual total accruals (TAC) and NDAC.DAC; = TAC;- NDAC;

The absolute values of DAC are taken into consideration once DAC has been calculated
using Equation (4.2), and the resulting number is utilized as a stand-in for the Earning quality
(EQ) indicator. The audit committee's independence (ACD), expertise (ACE), diligence (ACD),
and independence (ACI), as well as the external auditor large audit firm (EALAF), external
auditor industrial leader (EAIL), depend on the EQ, and i is the residual term that complies with
the CLRM assumptions.

The regression model in the estimated as follows;
EQi= Poi + P1ACIli + B,ACE; + BsACD; + B4EALAF; + BsEAIL; + &; (4.3)

The estimation of above stated model in Eq. (4.3) is as follows:

Table 3
ESTIMATES FOR ESTIMATING REGRESSION EQ
Dependent Variable: EQ
Method: Least Squares
Sample: 1 100
Included observations: 97

Variable Coefficient | Std. Error t-Statistic Prob.

C 3.563851 1.151342 3.127927 0.0026

ACI 0.573463 0.275614 2.151884 0.0326

ACE 1.487972 0.932252 1.926952 0.0897

ACD 0.112373 0.073157 1.518057 0.7089

EALAF -0.571804 | 0.721070 -0.867721 0.3549

EAIL 0.826538 0.362206 1.926423 0.0579
R-squared 0.501096 Mean dependent var 5.018895
Adjusted R-squared 0.860980 S.D. dependent var 1.504613
S.E. of regression 1.471817 Akaike info criterion 2.687423
Sum squared reside 324.9707 Schwarz criterion 2.968984
Log likelihood -167.7980 Hanna-Quinn critter. 1.863810
F-statistic 4.059465 Durbin-Watson stat 1.830415

Prob(F-statistic) 0.036405

EQ is the dependent variable, C is the equation's constant, and the explanatory variables
for the model are ACI, ACE, ACD, EALAF, and EAIL. The regression model's estimated value,
as given in Eqg. The same reasoning we used to explain auxiliary regression also applies to this
model.

R-square, whose values range from 0 to 1, displays how well the regression model fits the
data, as was already indicated. Since the explanatory factors that were considered can predict
more than 80% of changes in the dependent variable EQ, the R square for this regression model
is 0.8021. In other words, ACI, ACE, ACD, EALAF, and EAIL account for more than 80% of
EQ variance. One such measure of a regression model's fit is the adjusted R square value, which
takes into account the impact of an increasing number of explanatory variables. The included
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predictors in the model account for more than 77% of the variability in EQ, with a score of 0.771
in this mode.

The values of the parameters reflect the strength and direction of the correlation between
the explanatory and dependent variables. This is evident from the estimate findings, which show
that while ACE and ACD are significant at a 10% level of significance, the effects of EALAF on
EQ are not significant, as shown by the p-value in the Table 3 above., The p-value in the table
above shows that ACI, EAIL, and EALAF are significant at a 5% level of significance. It could
be discovered that EALAF makes no contribution to comprehending the variance in EQ for a
corporation, in contrast to ACIl, ACE, ACD, and EAIL. Changes in Earning quality may be
monitored using the audit committee intelligence, audit committee expertise, audit committee
diligence, and external auditor industrial leader.

The magnitude and significance of the F-statistic, a reliable indicator of the model's
overall importance, can also be used to determine the relevance of the regression model as a
whole. The p-value of the F-statistic (0.0264), which is significant at the 5% level of significance
and clearly supports the model's overall relevance, indicates that this model is suited for
researching EQ variation in general.

The Durbin-Watson statistic is used to assess the specification bias of a regression model
and the presence of autocorrelation in a time series of data. Similar to how the previous model
was applied, this statistic is used to investigate specification bias. The range of the Durbin-
Watson d statistic is to 4. There is greater proof against specification bias the closer 2 is near the
value of the d statistic. The Durbin Watson d statistic for this auxiliary regression is 1.9206,
which, when compared to the data in the accompanying table, indicates that there is no
specification bias in the regression model, further confirming the effectiveness of our method for
EQ predicting.

CONCLUSION

The agency theory has described proposed relationship between several stakeholders of
organization. The agency theory portray that, for safeguarding investors interest companies
provides the several practices and audit practices is considering one of them. This study has start
its debit front he auditing practices and its function and then define why it is consider important
in the organization. Then, in the context of Malaysia, this study has covered the theoretical
framework that has covered the external auditors by the large audit firms (big4) and leading audit
firm that, to the best of our knowledge, have not been taken into account in the background of
Malaysia. These qualities include the members of the audit committee as well as their
independence, diligence, experience, and subject matter knowledge. The proposed research's
goal is to analyses the relationship between the independent variable (audit committee
independence, audit committee diligence, audit committee expertise, large audit firms, and top
audit firms) and the dependent variable (financial rearing quality).

The research’s findings demonstrate that when all the factors that supported the inquiry
were combined, the outcomes revealed conclusions that were consistent with those from earlier
studies, such as those on the knowledge and objectivity of the audit committee. It has also been
shown that of the five variables, four (audit committee independence, diligence, expertise, and
major audit firm) have been found to have a significant relationship with earnings quality, and
the fifth variable, save for one, has not been found to be inconsistent with prior findings by a
reputable audit company.
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The research of 100 hundred Bursa Malaysian firms has yielded some pretty fascinating
results when using descriptive analysis. This study makes the claim that the independent audit
committee's characteristics directly affect the quality of the earnings. This claim is backed up by
a thorough examination of abnormal accruals, which is used as the main proxy for determining
the relationship between the independent and dependent variables.

The descriptive analysis also revealed that among the top 100 performing Bursa Malaysia
companies, the independent auditor committee had a mean score of 0.811. In order to conclude,
it should be noted that 81% of the concentration has identified independence in the audit
committee structure in the form of independent executive directors. Top 100 performers on the
Bursa Malaysia. Additionally, according to this study, 3 of the 4 members of each corporation's
audit committee were independent, which is consistent with all annual reports. The Satndar
variation also showed a 17% difference, It is crucial because it shows how important the
independence of the audit committee is to Malaysia's top-performing businesses. to investigate
the connection between the expertise of the audit committee and how it affects the earning
quality.

This study has produced significant findings that lead to the conclusion that the 100 best-
performing Bursa Malaysian companies have significant audit committee expertise by carefully
examining abnormal accruals and the relationship between the audit committee's expertise and
financial rating quality. The findings of this study concur with a lot of those found in the Earning
quality.

Additional detailed information was supplied by the descriptive research, which revealed
that 0.454, or 45%, of the top 100 performing organizations, have knowledge. This descriptive
analysis also addresses the myth that audit committees at Top 100 companies have
organizational structure knowledge, which is why half of the directors were appointed to the
committee in order to ensure that they would provide a higher level of audit quality and earnings.
The audit committee's standard deviation is 0.19, meaning that either less than or more than half
of its members have experience in finance or are actively involved, both of which are important
considerations for the audit committee board.

To look into the relationship between the audit committee's attention to detail and how it
impacts earning In order to claim to have effective Earning quality, the audit committee must
exercise diligence, according to the study's literature research. Numerous studies have also
demonstrated that the audit committee's vigilance has an impact on the Earning quality. As
shown in this study, vigilant audit committee members have an impact on the earning quality.
The descriptive study has demonstrated the close connection between Earning quality and the
diligence of the audit committee.

The Top 100 Companies' average mean found that at least six meetings were held
throughout the year, and that the baking sector's audit committee was involved. A sampling
revealed that more than 15 meetings were held annually, demonstrating that Malaysia's banking
industry is more aware of the due diligence of the audit committee board. Since the standard
deviation was 3, it was determined that the Top 100 Malaysian corporations held at least three
meetings annually. It should be noted that the annual meeting proxy conducts a diligent audit
committee examination.

To investigate the connection between external auditors (large audit firms) and how that
affects earning quality the study is original and innovative in the form of the variables it has
chosen. Previous research has demonstrated the impact of the audit committee on the Earning
quality, and this study has used external evidence to back this claim.
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According to statistical findings from the descriptive studies, more than 90% of the top
100 performing firms rely on the Big 4 to audit their financial standards on average, with an
average mean of 0.90. This compelling evidence supports the claim that businesses use large
audit firms to examine their financial records in order to demonstrate the openness of their
accounting practices only one variable in the model has a variance of less than 0.10 percent.
Malaysian businesses are concentrating on auditing the Big 4 corporations to investigate the
connection between the earning quality and the external auditor (an industry leader).

Only one of the model's variables, the top 100 performing businesses' leading audit firms,
is not significant. Price Cooper BerHad is a market leader in the audit industry. Contrary to
popular belief, top organizations don't always work with the finest vendors on the market; in this
instance, the Top 100 performing companies are hesitant to use Price Cooper BerHad. Thirty
firms out of a total of 100 chose Price Cooper BerHad for the audit. Other Big 4 businesses are
the primary choice for other corporations looking for auditing services. According to researchers
who visited the market, Price Cooper BerHad was asking a high price (almost twice as much as
other top 4 competitors) in the additionally, it was shown that there is no substantial association
between top audit firms and earnings quality, which is loosely driving aberrant accrual by statics
terms. The sample size is too small to draw any firm conclusions from the study, which is why
the significance has a low R square. The major auditing firms were not the first option for
Malaysian enterprises, which is the reason why.

Findings

Aside from the many study limitations, there are multiple ways to draw conclusions from
this research. First, no research has compared the characteristics of the audit committee and
external auditors within the same framework. Studies have shown that audit committee
independence has a positive impact on earnings, a finding that is comparable to those of other
studies, but this one stands out because it is unique in that it is focused on Malaysia and does not
yet show any ties to the present economy's top 100 performing businesses. Relating to the audit
committee's expertise and thoroughness. Moreover, outside auditors, including large audit firms,
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