UNIVERSITI TEKNOLOGI MARA

THE ASSOCIATION BETWEEN AUDIT FIRM
CHARACTERISTICS AND FRAUDULENT
FINANCIAL REPORTING: MALAYSIAN
FRAUD CASES

SAFINAH BINTI IBERAHIM

Dissertation submitted in partial fulfillment of the requirements for
the degree of
Master of Accountancy

Faculty of Accountancy

June 2013



AUTHOR’S DECLARATION

I declare that the work in this dissertation was carried out in accordance with the
regulations of Universiti Teknologi Mara. It is original and is the results of my own work,
unless otherwise indicated or acknowledged as referenced work. This topic has not been
submitted to any other academic institution or non-academic institution for any degree or

qualification.

In the event that my dissertation be found to violate the conditions mentioned above, |
voluntarily waive the right of conferment of my degree and agree be subjected to the

disciplinary rules and regulations of Universiti Teknologi MARA.

Name of Candidate : Safinah Iberahim

Candidate [.D. No 4 2010527575

Programme - Master of Accountancy

Faculty : Accountancy

Dissertation Title : The Association between Audit Firms

Characteristics and Fraudulent Financial Reporting

Signature of Candidate

Date : June 2013



Abstract

The objective of this study is to examine the association between audit firm
characteristics and fraudulent financial reporting. This study used matched-sample
logistic regression of 122 companies with and without fraudulent financial reporting over
a S-years period from 2006 to 2010 and empirically examines whether the audit tenure,
audit fees, audit firm size and auditor industry specialization will influence the audit
quality, thus affect the company’s financial reporting. The results support prior findings
by indicating a negative relation between the audit fees and the likelihood of fraudulent
financial reporting. In addition to that, the findings also show that auditor industry
specialization is also related to the propensity of fraud in financial reporting. On the other
hand, no significant evidence was found for audit tenure and audit firm size, leading us to
conclude that these factors are not an important indicator of the quality of financial
reporting. This study also found that the company with higher leverage and more loss
recognition is most likely to involve in fraudulent financial reporting. The result is robust
even after including various controls such as year effect and industry effect. This study
concludes that paying high audit fees and engaging an auditor industry specialist, will
result in increase of audit quality, thus reducing the likelihood of fraudulent financial
reporting.
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