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Abstract

Purpose = The purchase of poirand! servioes fron incumbent aoditers b geerated considerable
atteniion. This study aims o exammne the rehtirshp befween charcimstse of on-audit servos, namely,
thierecu menoe agkl T s ol services, and sacrs B gualiey o Makiveie

Dissignimethodolagyfapproach - This shudy arnbyeed band-collected sudit nnd non-sudi foes of 1,117
ahsereatirms fromm Malaysian frms fom 205 e M2 1L Thizsody wsed deserptiee madests. univetiabe tosis
anddmekivarite ragressn g tolnvestipste the polentts| sl of nor-audht sav ks i accnn® guelity,
Finding s — Nov-auadit services are gasociased wik oy aoomaak qualivy. Beodising and mon-reciering e
amclit servie dees are detrimengal we the quabty of acouals, 2 are all oypes of eoomng non-ade servioes
Unly non-menarrog amde-reln ted servives daremses amelds queity. The rsselts dimonstmite thal provssms
af sl serveces cicate sotdinic Tomdicg, and dis 8 Gevat 0 amboon indepedence. Besilis. peramn
rotret with the incleion of copomde gressrnance acel msgahs moal vanables

Hesearch limatatsom ﬁ.l'imlili:ﬂiun: — e sanyple pod neemit repressd b bmbabem as o ol owvers
three yemrsof ot "Thes Enatriion s mamly e of e netorened dein collection of the i servives fees.
Practical implestions — The (bdings could sugoest 2 reflsmesg on the Malavsiss Tnstiues o
Apcovetents {WMLAL b y-bws fnousing om auditee mdependence, and it enuld assis other regiatve hedigs siach
&= the Securites Commisson, the atock eathingg (Burs Maksais) In sssurey botter governunce o e
Proviam of oonsehl ervioes,

Crriginalilywaloe — This stiady is the fest that peovales evidenoe on the refaonship between pooeadi

servres, typiss, and e ng ared non recurring non-aulE e vimsme aornek qualay in Mabyein

Heywords Auad@bor mdependemee, Acoraals quakity, Noraodil services, Bovsdedpe spilkover,
Ecuromue boradings, Aot quakiy

Paper Ly Research papses

1. Reseanch aims
Evidenss examinmyg the impact of non-adit services on anditor indeépendence & rmiher
extensive, Beginning with the seminal work of Simunic (1984} on nesaudit services (o Pl A i Keev
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reviews by Frameis of al (206, 3006}, Schneder (2006) reflects the mportamce of examiming
this 1 even fumler, In Makvsis, Che Ahnud of of (2006 and Abdul Wahab of af C013)
examine the reladenship between nomaodit servies and audit fees and andn opinion,
Abdul Wahab and Mat Zain (213} examine auditor independence by investigatmg the
activity of lowballing after the inital engagament, Althoogh they find e disoumt exists
curng the it sl engagement, no evidence suggest= thal anEarment of independence exzsi=
as auditors wall earn a premivm m fees after subsequent vears, These studies, hooaever, do
oo talee into consideration other Gactors that are deemed necessiry nanalvzing the umpact
of mom-audit services on noditor independence. Glbally, limited evidemce has been
presenied in establishing the impact of various characteristios of mme-audn services: As
highlighted by Alexander and Hay (2013, the lmitation s mainly becavse of dats
umavaikibilicy,

We ofler four central objectves im0 this paper. The ficst 1= 0 mvestigate the relationshp
butween awditors’ non-aliflit servicess and accroals quakty m Malaysa The premise of such
a lmlk 15 simple, but the effect of nof-andit seraces & somewhat ambiguens. The provision
af non-audit services will result ineconomic bonding, or knerarledge epillover could mean &
clerresse or 2n Mcrease maccruds cuality, respectively.

The seomd chjective i o investigate the impact of rvpes of nonaudit serviees on

EEenmle quality, Severad studes (Abdul Wahab of sl 2014 Alexander and Hay, 2013

Huang #8., 2007; Patenson and Yalencia, 2001 Walker and Hay, 2003 have suggested that
certain types of mon-audit services have different effects 58 related o economic bondmg or
kmewleder spillover on audit servaces, We serrerated the nom-anadit services ss taxvelated,
audit-related and other non-audis services. The third nhjsu:h".'e i5 to myvestigate the netore of
1I'|;=s:: anu:ﬁt v-htht-r it E m::.u'rm: Of TWom m’urmm. and |i-;. |rn;m|:t o 1111:1;11 umll Ly,
wh_r.u:t of rammg and nf.nu-remmnu nonadit %emt:aa because [Enoring (hem "muddies
the waters™ makes it challenging fo mberpeet empirical resulls, Competmg views exist on the
impact of recurring non-audit services. Beck of @l (19881 and Schneider of of, (2006) armw
that mourring non-audit servaces provade knowdedpe spillover, Cawsholl of of (2014} suppest
thar futere non-audit services create eomomie bonding and this undermine  audsor
independence. By contrast, Beck of of, (1988a) indicate that norrrecurring could undenmine
ouditor mdependence, whereas Cousholli of @f [2014) suggeest otherwise, The final objective
1% to test the types and recurrence of these servioes simultanemsly,

Malaysia is chosen for seversl resons. First, there & Llimited evidencos on the role of non-
audit services o e rewton. Several papers have eammned Hee role of nopasdit servies in
Aelavsia Che' Ahmad of @ (206} and Abdul Wahab of &f (2013, 2014, 2015} incamine the
relatiomship Between non-audin and awdit fees, the propensity of the going-concem audit
opinn and {imanceal restatements The Ondmgs are mized and inconclisive, as some
studies identify the support of knowledsge spillover (Che Ahmad e af, 2006; Abdul Wahab
ef al, N4, wheseas others [Abdul Walab 8 af, 2013, 2015} identify no such support
Herwever, none of the abovementioned studies exiimines the impact of non-medit servies an
sl s cquility. Second, Malaosia requires the thschosure of the nom-audit services as petrt
af the listing requirements, and the annaal reports provide {mformation on the nature of
these services. Third, svidence regarding the nature and recurrence of non-audit services &
Tmnided,

We are motivated for several ressons, First, as descobed by Habib (2012}, the evidence
regarding the relationship betwsen non-andil services and eamingz quality i ambigeous,
Sesoomid, the study on earmmgs cpeadiby tn Malaysaz has been Imnted toan investigatwn of the
mle of the Mtemationa] Fimncial BEeportme Standards (IFES) and eammgs qualiy by




Wan Ismail of al (373}, corpoeate grvernance (Abdul Rabman and Mehamed A&l 2006
Mohd Saleh of ail, 2007 Hasnan of &, 20130 inbermal audit functon Johl ot o, 2003} and
auwdit unlnmm:}nlﬂnﬂd 2007), However, no studies on earnings quality exist U1E|l el
investigation of the mpactof non-audit services 1n Malaysiz, which suggests that this study
is timely. A recmnt study by Lai ef al (2006} investigates the relationshp bebween busy
audibors, ethical bebavior amd discrelionsry acauaks in Mabysia bot does not mclede non-
auditservices m their tests.

Similar to Srimdhi and CGul (2007) and Causholli ¢f ol (2014), we chocoge acerials as our
promy of acdit guality of les of independence, We extend the work of Abdul Wahab of af
(20843 b that sludy focuses on Anancial restatements, whereas ourstuchy messores the
impact on aocruals guality. The choaee of accreale gquality as our dependent wanable as
uppusul:l 0 a binary messure (Abdul Wahab of of, 2004} as thas measure provedes a variatun
of earnimgs quality arross the ssmple: Also, the vesidusl values of the seeminls medel hawe
been knowvn to capture numugetul cigoretion and esiimation errovs [Dechowy of g, 20009, We
megeure aocruals qualicy wing o madification of the Dechow and Dichew (02} meaaure, a5
eugrprectod by Frangs of ol (2006)

Based om 1117 firm-vear obhaereationa from 2K to 2011, and usmg the acemeals model
of Francs ef el [d'lll'.lﬁl-. we find that nor-audit servioes affect aconmls quality nepatively and
signntieantly by increasing the estimation emror, which suggests that nom-madt senvices
ereste econamic bonding, which could affect audiioe inde pendence, Our results are similar to
Hheese of Soinidia and Gul (2071 who find that fees paid to auditors affect acosds guality
We find that all types of mencandit snoces affect gommls quality negatively and
significanty, Orr results are interesting, a we fnd that beth recumng and nos-cecurring
non-awdit fees affect aocruals gualily negatively and significzntly.

Thi augments the existmg ltersture o papers such as Alexander snd Hay (2013,
Paterson and Yalencia (2011} and Abdul Wahab of ol (2004}, We find that all rvpes of non-
audit service of & recurming oaturs work negatvehr against acersals quabty, In additem, we
finne] thafomn rmru'g.d.wﬂ!lﬂ*hh.d noin-sredit sernices decrease aconeds guality, The result
ahomrs that the provision of non-andit senaces done by the incambent auditors stfects the
avrials qu:Llih a signed of ndependent awdtor 1=sue, The sme resulie hold for types of
mim-medit servicea for the recurring. The fmdmgs could suggest & refmement tm the
Matiysian Institute of Accounf@nts (MLA) by-lwws focussing on asditor independence, and
it eoukd assist other regulative bodies such as théSaaurbes Commssion, the stock exchange
(Bursa Malayeia), m asuring better governance on the provision of non-awdtservices.

We disruzs the audit market in Malaysia in Section 2. We cntlme the rabomale behind our
hypotheses and describe our sample in Sections 3 and 4, respadfiifely. Sections 5 and 6
present the research methodelogy and results, respectively. Sectiom 7 provides the
ermcluding the remarks

2 Im=titutional back grovmd

2.1 Aueddst market i Malaysia

The accounting profession = nob the only group responsible for mehitoting  pooper

accounting and auditing svatems, The profession & supparted by repalatory bodies such as

the Becunbies Commission, the Conbral Bank and the Company Commussion of Malayvad the

Aecpumtant's General Office and the Aoditor's General Office or Department; and corporite

plavers and direciors and managers of companies. These bodies have 3 significant role m

ensuring that a soumd financil-reporiing syiem B W place to protect public interesta
Taostrengthen the independence of extermal audtors, the MUA bas established by-lawes on

professional efhics, eomduct and practie. Secton 291 indicates  that umder the
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Independence-Assuremee Engagerments, members of the sssumnce team and e firm
should be independent of the chent dunng the period of engzgronent. The nedes also regqun
that all companies that sre bsted on the Bursa Malav=aa Listing Requorement cisclnge the
amount of noneawdit servces that are provided by an external aoditos, The nevised
Malavsan Code on Corpomie Gerremezmee (301 2) suprest s thai the asdif Smmittee shonld
establish policies that govern the circumstmees under which contracts for the provision of
ot-andit sevices can be embered mbeand procedures that must be followed by the external
auditorg{1]. However, thiz code does not prowvide informetion on whether & foemal approval
s veguired from an audit committes fo purchase non-audif servioes,

The amount of the fees paid for non-aodit services is not regulated or restricted under
any lewisbition or act. However, the ameunt inoered shoukd be mecloded or disclosed in
annusl reports under items (18) and (19) of acdx 9C of the Bursa Malavsia Listing
Requirements for man markess and the f88=s, Cortamty, Efficiency mearket, respectively.
Iherefore, publically listed companses are required fo dizcloee nonsedil fees that are paid o
crrporations that are owmned by extemal auditors o thar pariness. Thes dischsure close
wias made mandatory by Bunsr Malaysm o 2001 and aimed w protect shardholders”
interests and increase comorate ensparency, Before 2001, repulators in Makvsia
emphazized only the discosure of audit fees In companies” annual reports, & required by the
Compantes Act 1S5, However, the ruks did not claniv whether chents need o specty the
tvpeor nature of non-mdit services engRgement.

The Malzvsian auddt market differs from that of other developed countries inthat it =
o cotvpettive, because corpaxate governanee 13 based on polincally ormnected comparmies,
ethmicity, language and religion (Abdul Wahab ef &f, 2011; Haniffa and Cocke, 2002 Yotim
el ol A A significant impact on zuditing practices ocourred m 202 when the acoumiing
crmpany Arthur Andersen ceased to practice m Malaysia in the fallout from the Enron Gse,
and thiz clallenged audidor independence becaose of the auditors” fingncia) relianees oo the
prosisinn of non-audit sercoes. Meet firms that, ungl then, had been audited by Arthur
Andersen ewitched o Ermstand Young, who, alonge with Price Waterhouse Coopers, BP0
angd Deloitte, dorminade the Malaysiem acditmarkes,

3. Research hypotheses

2.1 Awditors” wonsaseckt §grmces and aocrun gy

Contrasting virwa exst mthe rode of nomcandit services (Franos af af, 2004; Hehib, 20012;
Schneider of o), 2006k First iz the view that non-audit services provided By abditors kad o
knowledge spillover and thes inorease the nudit quality, This view proposes a positive link
between non-andit services and wecrusls quality. Kmney of af, (2004) offer three bases fora
positive relationship between nob-fudit services and the quality of financial reporing. Fiest
15 kmowledpe spillover; because nom-smdit services improove audit effectiveness, they assist
the suditd in developing a better understanding of the client's business (Simnic, 1968.4) For
instance, kuerwledie of & chent's computer aystem of tax accountmg cotld be used in the
audit, improve the audit and therefore merease the inancial reporting quality (Kinney ef af,
2L Second, the analytical model of Degroch of of (B3} suggests that high-quality clients
with lowr misstatement risks are lowr ev-oife and that non-aadit servicea o zuch clients
provaded by their audit irme may mererse ther reputztion cepital, Thas, in tum, moreases
the moentiwe for theroughness in the audit and independence inreportmg decizions, Henston
(1975) and Antle (1984) arpee that on the peneral basis of contractual service, the desire for
monsodt servies B moprove ther repuation encourages them o remam stmonghy

incemendent.




The pravision of non-mndit services allorars amdiors o Invest more m auch repitational
capital, and they are unlikely to jeopardize their reputation to Btsonrmodate & client
LArrureide. 199 Dopudh of af. 2003) Third Righ quality clemiz miy seekl mare £xpemt
computer systens and  x advice, mtemal andit services, and other  auditrelated
bramssction servies, and they may prefer that a particelar aedit frm sugpby these non-aodit
servies b of their quabiby o price Based on these arpuments, we would eqed 8
poaitive relatinshp betwiiinon-audit services and earmings quality.

An oppesing view 15 that the provieion of non-andif services may lesd o economic
bomding befwesn the auditor and the aadises, with the possibility of weakening the audis
quality and thuz affectmg the soomals quelity, Tz eoomomic dependence or bond
arrument (Kmney ef g, 2004; Francis, 2006) suggests that a nemove rn]zltmnﬁhl,': exists
bh'l.wuul nievaudil sanices and Anancal reportng quabity. As such eosnomic dependence
mereases over time, the auditor may grow less willng o challenge po$ile misstaternents
in the client’s financ] statements. Agrawal and Chadhs 205 sugpest that the prosvision of
nom-adit services could hurt the quality of an awdit by impairmg auditor independence as g
direct consegquence of the mimesse meconomic bond and dependence. Koh of g (2013 argue
that the provisioniof non-audis services by an momibent awditir provides the chent with
leverage becavse sathholding non-audit servios biSines penahizes the acditor wilhout
affecting the chent. Avditors placed 1n this position are more Tkely o acommmndate client
preferences in return for Being awarded non-asdi serdces, which undermines the audors
indegendenoe Boh et @, 20050 and leds toa Iower cammgs quality[2] Snmdm and Gul
(HMTY e mme that e rebtive differances mthe repubtive enmvimonment bebween audit and
non=medit servioes allow for the inclusion of rent in non-avdt services, which makes il casier
for managers o nfluence audibors by ncluding excessive rends 1o the non-aedi fees instead
of it the audit fees,

Studies have produced mixed results. Those that find & positive relbtionship beoween the
prmasim of moreaudil #Peces fees and acomiak qualiy, which denotes knowledge
spllover, are those of Koh ef ol (2005, Larcker and Rigkirdson (2004), and Antle of ol (2006
By comtrast, Dee ef el L] Mande and Som (2015), Revnolds et @8 (2004), Lim ef @l (2013),
Frankel of of (2002} and Srmidhi and Guol (2007} find a negative relationship between non-
audit-service fees and aooruals quality, which indicates thag these services denate economic
bonding that undefines auditor independence. Another group of stodies (Lim and Tan,
2008 Mitmy 2007, Chung and Kallapur, 2003; Ashbangh ef al. 203 finds weak or no
evidence of a relationship bBEesn nop-awdit services and eamings quality. Based on the
ahove argumients, we eXpect AN assaciation bebween nom-endit fees and acorials quality

3.2 Heferogenety of non-gudil services

3.2 1 Twpes of non-ziedi gerced The heterogeneous nefure of nof-audif secvices is pivodl
in underatmdmg their role Different types of nomcandit services have  different
characteristics that atfect whether they result in knowledige spillover or deepen the sconommic
bonding of the auditers, Our choice of types of non-audit service is accepted widely in the
lterature as that usoalbe offered by sudifors o thear aedifees,

Most studies 'wmmine tvpes of nonaudit service conters on mx servioss. Erishnan of of
(4013 otlive three benefits asancsied with auditorproveded tax sernices. Ferst, the overall cosi
af these servioes will be less: Nest, knowledge epillover, which is the insight that iz mined in
providing tax services, can enhance audst effectiveness, and, in b, the quelity o the client’s
fimaneia] reposting, The knowledie spillover that B osmmunicted between tax and audit
parimers may mubgate auditor mdermehion asymmetry. Allermabively, providme soch sernoes
coaild inirease an anditors ecrmomic dependence on a client. Knishnan of @l G030 find that
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andior-pemvided e services enhence the vahe relevance of earnings; this cupparts. their
argument on knowBrge spillover

Seetharamuin ef al, (2011) examine the relationship between to-relbnad non-awdil 2ervices
and Eoxrdated financial restatements and find a negative relatonshp, They e that G-
related nonaudil services provide knowkedge spilkover o the incsmbent ateditor and ths
reduce the protability of mxrebied finandal restabements. Bowever, they find m
relatiomship betareen tac-related non-audit services and overall fmancial restatements.
Robinsen (2008) mvestigates the rlatonship bebween asditor-provided tax services and
gomg-concern opimions and finds a positive relationship, Fmdmgs from sxrelated shedies
supgest that tax-ralifed audit services provide knowledge spillover and enhance financial
reportme quality, Paterson and Valendcia (20 1) find that recamng audibor-provsied tax
savices have a simnhcmt negatve assodation with restatements, winch = comastent with
the notion that tax services generate knowledge spallover, which impresves adit quality,
Abdul Wabab &f of, (2014) find a negative and significant relationship between ta-rebted
not-gudit services &nd the likelihood of financial restaternent=. Based on these arguments,
we pradict thut the diserefionary aceneals are hkely fobe kawer for frms thaf purchased @y
related non-adit services,

The next type of non-audit service & andit-related, Following the argument of Beck ef of
(19825, which benefits or defracts from the prosvision of non-oedit semaces depending: on
relatve stutup osts, switching costs and koowledge spillover, auditrelated nos-andit
services should be closely velated o andits and ths shaould provide knowledge spillover,
Simlarly, we predict that the scorunls gueality 13 Eely to be Jovrer for firms that purchased
audit-relzted non-audit services,

Our third wpe iz other nonawdit services, those that are neither rax-related nor awdit
redated non-andi m".tl:nd_.ﬂ] ]‘.‘GHH]FI]-I:‘.‘- of other nopaudit sernos ant a review of an
internal conbol systan and a reviena of the IFES conversion. Lal and Kristman G008
mvesiate the relatonship betwaem: Ananoal mlormatuon system-related servios, which
includes the design of Internal acoounting systems, &s provided by the inumbent audstor
and frm value Las and Krshoan (2009 argue that sueh a provisiom oould provide
kmowledge spillover and coukd impair auditor independence, They claim that an awdtor
provided francial information sysiem & more Likely o meet andit nesds as they already
kmow hovw the system works, which increnses operatiom] efficiency, They alsoargue that b
15 poseile that the auditor may nod repoct financea FPEttements based on the system thal
they desigred. Based on this angument, we predxct an association betwesn other non-andil
services and acorwels qualiby,

Bazed om Melaysian data, Ahdul Wahab ¢f ol (20014) fnd that sudit-related non-sudit
services reduce the likelihood of financia restitements, but other related non-audit services
el e,

3.2.2 Recwrring 1= moeveckrring nonandit sevvices, The method developed by Beck
ef ol (1) chifferenbiabes between the benefits gaaned fom recommg and nonsearmmg, o
one-off, pon-audit services o chients. Beck of ol (1983a) suppest that reorrng non-audit
service empsgerments are more likely fo generate knowledge spillover or differential benefibs
that morease auditor md:pmdml:f Ezzamel ef ol (22 state that the existence of cost
bemefits from the joint provigon of nnn—u;.tlﬂmduud:t services MRt be comaidered @ s
of recurving and non-recurring services. Recurring non-audit 2ervices generate a stream of
cpuasi-rents or annuity, which influerces the economic bond Betwesn suditor and client
(Adegander and Hav, 2003).

A simlar argument was mooted by Canzholl of o, (2084), which predacis that futore non-
auchit services hosinesa could impar acditor independence. They argoe that fuhre




nom-mdit services feps present an miportant souree of career advancement and, with it, 2
souree of o particelardy strenarthened economic bond wath the chent, Causholh ef @l (2014}
argrue that an ecomonawe bond could miensfy in the presenee of fmanoal imeentives that

prosacde reverv growth, becawse i encourages audit partnecs o pmmmm—wmlm _‘

1.I|:I'|:I-I.I'I'I.LI'IL|:LI:$ Based on Beok of & 's (1988a) d.1ld Cauzholl & o' 3 (2014 arpuments, a
negative relationship will ozt between recaTing non-avdit services fees and scorusls
quaill}rll;nmu'ﬂ: m:ﬂ[nmh—-}

Evi that examines the impact of nofrecirrmg non-andit fees has been mixed. A
subseguent paper by Beck of el {19385 finds that recuming non-adit fees are somewlnt
azsocgied Wil higher auditor tenure and increase bonding, which impairs avuditor
independence. Paterson and Valenca [211) fnd thet recwring wcrdated pon-263i
services are associzbed negatively with fnanciElvesttenents. St lacky, Abduil Wakab ef ol
(24 find that taxerelated and avdiaelated non-audit fees are assoaated negatively with
fimanezd restatorments, Causholl of gl (2004) tovestigate the pogect of foture pop-andit fees
and discrebonary aooualz and their proxy for camings management and fird 2 pozibve
releticmehip, which sizgest s that future non-mudit servioes impairs audite: mdependence,

The =ifuation 15 somewhat different when momsodit - seraces are pesformed
intermmittently, that s, for poncreourmng services, Kaowledpe spillover fom the joint
provision of services privades the moumbent soditor with 2 potentizlly Llong-term o
advantage or momopedy that competibors wall be urshble to match with thes standard it
eosts. Therefore, (e inoumbent audtor will clarge the client a higher fee for the
engagement. The auditor i aweare that competiters many be able o win the engagement in
amy future perpsd, However, the savings derved from knowledee spillover mean tha
coampetitors” tvpical audit costs will e higher than thoze of the inoumbent auditor, and a0
higher profits can be eamed (Alexander and Hay, 20030 Based on the anroments by
Casholli of al (2014), one would expect that non-recorring non-audit servioez de not impair
auditor independence a3 this amangement does nol generate fufure Tevenme-gemesssing

ities and thus could HEVe lbes mpact on auditor independence.

[E[‘-'L'rg el Kapkn (1991) use the frpes of noneasudit arvioeas a proxy for whether fres
are recurring or noerurring, They find that, remrdless of whether servees are recurring
ar oot finres are less Tikely o change suditorz. Parkash and Venable (1993 examine the
determimants of reourrmg and mon-recurming non-audit services fess and ange tha
knowledse spillover and economic bonding are higher when réiiringe non-audit services
are provided. Because the relationship is ambigpemes, we predict an sssociabion betwesn the
berwed of acorals with recurn ng and nom-recurmmgg non-ad it fees,

A28 Tepes of recureiiy and wororeckning wonasddl serider. Az do Paterson and
Valencia (2011 and Abdul Wahab of @l (2014), we extend our fest by incorporating both
characteristics, namely, fypes, and @Whether services are recurring or not. A theoretical
argnmaent that s rsed by Krishnen of of (2013) and Paterson and Valencs (2011} supvests
that bypea of nonaodit service provide Enowdedge spillover and  morease  modit
efficency and effectiveness and thus inorease finsnem] reporting quality. We argoe that
recurring non-audil services undermine auditor mdependence because of foture soonmmic
henefits for the suditer (Cansholli o of, 2014} snd ereate seonrmic bonding (Beck of al,
1488by, Bezese the angpements created are ambyromes, we predst an aseocaton bebwesn
recoring for nonerecurting) 2, aidit and other related mosaudit services and acormls

fuality,
Chur exarmination will provide & clearer understanding of how non-asdit services affed

aocmals quakty over tme Paterson and Valencis 20110 and Abdul Wahah of ol 2014) find
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that recurming tc-related non-nuedst serrices provide some form of knowledge smllover and
reduce the likelibood of inancial restaterments.

324 Corparate govemanoe tenahles and accrwals quaklhy. Prior research explains that
s corporate gover mnee enhancoes auditor mdepencence. Good sovermano: will demand
moge asdit effort &nd thus increase auditor mdependence. The higher eammgs qualibies, the

Jn:-a:-tm:h:-n-n} far the manager m eamings mamagement practice, the b:‘l'h’-.’l’ﬂ'l-l!]]‘.ld@-mm
moanditing, A vad of reseandh Imk betwoen corpocate povermance with earminges

maragement { Abed ef &, 2002 Baxter and Cotter, 2008; Backer of al, 1998 Flynn, 2008; Gul
ef al, 2002 Gulzr and Zongqun, 3011; Haber and Braunsbem, 28 Haw of al, 2011 L and
Hwemg, 20010 Machugs and Teitel, 2000 Pergnls of al, 208 Thoopsamut and fakengior,
20081 Therefore, thos study predicts an assocation between corporate governance variabks
and accruala guality,

4. Sample selection

We hased our sample on L7 frnevear observations from 2008 o 2011, The non-audit
services feee and ther chamcterstis weore collected mamully from anmanl reports
downloaded from the Bursa Malavsia website, We gathered all available corpoate
govermanee vanables fnom agnnual reports  maneally. We used datn extimcted  from
Datagtream to caloslite our acorals model and other firm charscteriatics, Ag is done in
ather ardies, se exchede tmancial firms Trom owr sample, The first and onehindeedth
percentiles of each continuses variable were wingorized o reduce the efiect of outliers,
Table | trbulates mir sample selection process:

o Research method

5.1 Regressicn spodels

We opted for the Francis ef el (2005 mode] of aooruals guality, which is a modification
of that of Dechow and Dichev (2002641 The Dechow and Dichey model nses firm-wise
firme-series regressions with bofal acoruals as the dependent varables and the cash flow
of previous, current and subzequent vears 32 independent variables, The standard
deviation of the rezidualzs for each firmi'® uzed a2 the acornal quality mezsure Dechow
amd Dichey C200@ haghlight that the absolute vahie of the resddual is an allernative
meazure o acerual quality when such @ meagure is needed for each firm-vear, The

Firms leed on toe man board oz of 2011 B
Lz

Fimmee firms AF

T 15

Mo IFiare om the baoaed i 300 Im

Mew firms o the board in 200 14

Firmz with no ennual repoet 2012 i

Firmns. with no el renoct XM B

Firma with no annasl report T, 2000 and 201 2T 11671
Tzl Fians fi55
Three peers at ohserrat poms (20 1) 1,465
Liss

Firmz with na NAS provider L2841
AEzalng Infoemuton g6l
Toml abesrsitions 1,117




reasom for accmals quabity being chosen in this stady bes in Dechowr and Dichev's
(AN} argument that accrgl guality 15 to be essociated with the firm and mdusiry
fegtures that are free from earmingz manipulation. Thiz constrect & recurring and
observabk and =0 differs from earnings  management, which 1 considered
unobservable,

Hazed oo comments by MceMichols (32, Francis of ol (2005} inchade o addifonal

independent variables, namely, changes in salés revenue and property, plant and
equipment (IPPEL on the baszis that this helps improve the expectatons of oorent
accruals, We uee the same model, and beécause we want the measure on a firm-year
basiz, we use the absodute vadee of the residual as the measure of acons | qualhity, The
model & esfollows

TCA = e+ apl0F, | + @l WE + e 0O0F, o+ sy AREV ) + PP + oy
1}

Thevariables are as fnlkws:
TCA  =[ACA — ACash - (ACL — ASTDub) b:
ACA = Change moument assets;
Alash  =Change mcish balance;
AL = Change i cumrent linhilities
ASTDebt = Changre iz short4ermt debit fhar is ncheded in oovendt lixhilities
(F =perating cash Bow,
AREY = Change insales revenues, and
BPER = Property, plint and equipment.

ATl variables are scaled by average tdal assetz, After computing the residesl from (1), we
pse the absodite valoe as the dependent vanable mthe fllrwng model, 0 which fo address
the frst research ypothesis:

|wis = Ba+ BiNAS; + BACFIN;; + BACIND + B ACMEET
+ B-ACSEE , + BeDUAL + B-INDL + Bl -+ BolERT
+ By FAMILY, + B BUMIL, + 8 MNEQUITY,, + B 4LOSS,
+ H g PO+ B2ASSETS  + B INITSTRIES ) + 8 o PERINHES,
s T

To address the second reseamch bypothesis on bpes of oonasdit services and aoormls
quality, we-ave the followmg madel:
wd = By ¥ B TAXNAS; § BARNAS; ¢ B,0THEES, % @ ACFIV,)
¥ BACINDF BACMEET, j+ B-ACSIZE + BaDUALGE BN
+ BB+ BuDEBT + B FAMILY + H,;ﬂf.".ifn’.-# By NEQLTTY 4
+ A LOS5 + BeMOLOON + 8,:AS5ETS |+ 8w INDUSTRIES,
+ B P ERIODS; + gy

T address the third research hypothesis on the relationship between the recorrence
of non-audit services and accruals quality, we have the tolloaring miodel:
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PAR |is| = Ho+ B NAS RECUR, + BaNAS_NRECUR, + + #ACFIN,,
32,2 + B ACIND, + B ACMEET,, + B AUSIZE  + B.DUAL, + BJINIE,
+ BuBiGL s+ BuDEBT:+ ByFAMILY;: + B.BUMI: + B NEQUITY,
+ BrulOSS, + BiuPOLOON, + B wASSETS, + @ ANINISTRIES,,
156 + A PERIODS, + py,

Faally, we harve the followime maode] o address the foucth research hvpothesis when we test
the tvpes of remurmonc e of non-sudit services simultaneosly;

(v = By + 8. TAXNAS RECUR:: + B TAXNAS NRECUR:
+ HARNAS RECUR , + B ARNAS NRECUR  + By(YTHERS RECUR,
+ BeOTHERE NRECUR + B:ACFIN, ; + 840N, + B ACMEET
+ B ACSIZE, + ByDUAL, + BplNDy + BiIGY, + By DEBT,,
b B FAMILY,, + B BUME, + 8 NEQUITY,, + 8 LOSS,
+ BrwPOLOON,, + B ASSETS,) + BoINIUSTRIES, + BoFPERIOINS,
+ b

5.8 Indeperclend tesk variables

The prenary mdependent varable in thizstedy 12 nen-audit fees (MAS) As n other shedies
{Hloombeld and Shackoman, 2008, Huang of of, 507, Kirmey &f o, 2004, Sectharaman of of,
2011, non-audit fees that are detlated by weal fees (VAS) are oor mensure for NAS Non
Auchit fees are sepregated into several bypes that are deflated by tobal fees, These are tx-
related NAS (FAXNAS), awdit-related NAS (ARNAS and other NAS (OTHERS) Like
Pateraom and Valencin (2H 1), we examine recurring (A4S RAESCTR and nonrecuning KAas
(AMAS NRECURYL  recusving (TAXNAS FECCHE and  monerecuming tas-mehited
NAS (TAXNAS_NRECUR, recurming (ARNAE_RECUR and nonvecumrmg sudit-relted
MNAS AN S NEECUR) and recurmiog (OTHERS RECUR) and noserecurming other NAS
COTHERS NRECUR), Adan, ke Patersen and Valencia (2011] we use conserutive peraods
to determing whether the fees for each type of NAS are recurving or nimererwring5) The
genieral ruke for tee coefficients of the vanables mentioned above is pesibive if it reflects 3
decreae m aocruals quality aod thas impurs acditor independence (becemse an inoeese 0
by denctes @ decrease in sconals quality)l Negative coefficents for the abovernentioned
variables denofe an increase in accruals quality (beckuse a decvease in v | denotes an
IneTesise mn avcroals gualiby,

5.8 Cophovale governmmicn vanahies

T sets of corporate govermance variables exist The first is board characteristics, and the
Eacond 15 audit committes chareterstics. Board chasactenstas camprise two varksbles: the
proportion of mdependent directors on the board (AT, and an indicator variable that &
egual fo 0 i the chel sxecutve offoer (CEO) chairs the bmerd of directors (O07AL), and ooe
ntherarise. We offer four varables to represent sudit comrmittes characterstics dummy




variable that 15 eqal to 1 if the sudit commattee i composed entirely of mdepemdent
directors (LCINDD; a dusimy variable that i equal to1 i the awdit commitiee i composed of
more than Man-thirds of financally iferate members (ACFTN); the proportion of an andit
comnuttes meeting e sudit committee se (ACMEETY, and the natural logarithouc
transtormation of the number of medit commities memssers (ACSEER). The premise of this
relatiorehip 15 that a positive relationehip exosts between corporate gosermance varables
aid acmuak guality.

a4 Insttfutional naviables

T prowade a move holistic view of Malays@Scapital market, we inchode thres variables tha
are eztablished m the Jefiture. The first is the proportion of Bumipumas direstors on the
beard (BLUMWH, the 2econd 15 an indicator varkible thatf i equal to 1 if the firmiz a family frm
(EAMILY) and the third = another indicator vanahle that desenibes politically-connected
firms (POLCON, We predict a negative relationship between 50T and aconils quality
becauss they are viewed 25 being less transparent and high in gecrecy (Haniffa and Cooke,
20 We pradict o positive and mgative rdationship with eamings quality for FAMILY
and POLCON,

4.5 Condrol varmahles

We contrd for firm gee, which 1= the natursl loganthmic fSeformaton of total sesets
LA SSETS); debt toctodal equiby (TR T, auditor stz which 1 equal fo0] 1f the frm s aodited
by a Big 4 auditor [B0r% and & dumomny varmble o the fiom recorded a kes i e previces
wear (LOSSE We abko mchide mdestry dmmnmes (WOUSTRY) and ponod  dommes
| PERICER to contral for any unobserved effects during the sample parad 6], Mease refor to
Table I for the operational definiGons of the varahbles

&8 Diata desoription
Table Il mhubites the descriptive staiisics used m our study. The average A6 = 0043,
which mnges from (L0 to 0389 Panel A in Table 1 desmibes the fee vurmbles. The
aversge audit fees CLFEE) are BM 1MRE1 800, with 2 maxinum of BM 2342m(7]. The
average non-audil fees (VA4S RS are BM J0162 850, with a ramge hetween BM 105m and
RM 2412m TAX B, ARNAS BM and OTHERS RM pwerage RMO2E33520, BM
LER24.860 and KM 210747, respecively. The averapgs MECURWWNG B and
RN BT R non-nudit fees are BM 43771550 snd RN 5391 402, respectively. The
proportionof tetal non-audit fees o otal fees 20,179, with OTHERS comprizing e ligles
pr vomn x| ol foes at (WDAD

anel B of Table M presents descriptive satistics for corporate governance variables, In
the sample firms, 692 per cent separates the CRO and Chairperson (JHUAL) functon, 44.2
per cent of sample firms ave at least vwothirds of independent directors (VIR and 884 per
cent have independent audit committes members. On average, an audit commities mests
4818 tmies per yeor ACWEETY, and audit computtess hiove three members on avermge
[ACELEE)

inel C of Takble I Ehubtes descphions of the imshtilional vacables. On aversage. e
propostion of Bumiputras directors (BUND iz 0.315, with a range from zevo 1o all being
Bummputraz, More than half of the sample fnns 55,7 per cent) haive some form of family
coanetion (FAMIE Y, and 2.1 per cent are poditice |1y connacted (ROLCTIN),

Pl 10 of Table 1 presents descopiee statstes for oor oot vamsbles A valoe of

6013 per cent of sample firms 1= adited by 2 Big 4 auditor (584, The average debt-to-
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Ml=n Mlietiam Maxinmom MEmrmm a1

ASSETS 1556 1514574 ALAET 7.6 1A
MTH 4837 0.5 2056 L 238
LI LT CH LG HaH —— L2 k251
TCA —IkiHS L 11H] 1174 —{] L3 {L1HE

Mates: Whar Al i= the abeokne vaboe of the csmmanon crror from the madified Techowr and Thchey mode
explared by Frances af o {2006} N A5 i the ezl iﬂ.milﬂ.lrdl'n. totall bee, ham-nnt servioes ane ot bomned
i TANDE, ARNAS andd OTHERS, TANNAS i tax-related ron-audt foe debnal by ol e ARNAS b= the
aniit-redabed Do Fees deflated by fotel fov, and OTHERS & ot servioes nop-elit fis Seflaied by fodad
faes MAS RECLH & reormms non-awdt Bervioes defisied by ol fees; WNAS_ NONBEECUR 13 ponmaming non-
el serices dalated by okl fees TAXNAS BECUR = the mosTing e bted porauidd fees deflted by botad
fes ARNAS REQUTR &= the awdii-renned noo-adin sevices defbeed By e feeg ARMAS _BOEEECLUR B2 1he
adit-red o papeaidie serviees deflasod by sonl S OTHERS_RECLH is the olbuy srvices aoeradin serviaocs
aleflirtedd by ol fs OTHERS. SOMRECUR i fhe vtk servios nommule S defbmd by eotal e ACKIN is
an indwairr of ¥17 1 the: acl awmengies b frapoetby e doc abeo the mmilerod mdi mmmbie that baome
Ui Mibeer 0 SCCOETING SeCAMA o W gdkerwse ACDND B an isdiessor of "1 0 of e ands e s
o T afwrwise AEET & proporion of msft oomnmities morting 6o the mmbers of augit
comemitee, AUSUE i the kg e of exenbive aond noncsecuve ciraeinr beld o the dirms. IUAL & the board
al dictor dunbly, represent by chmumy varsble tabes the valoe al *1*  the boord of cimector haids both st
of druimen and CE0 and 07 odherwnse, IND i the beard of direcion mcdependene, pereotage of the independent
nonesecutv direcor in e fimm. BCH B e b il dat Eks the vaboe of 17 if the audktor &= bigd
anufitor, TRotherwise. DEHT & ihe inid celst chsflated by bocad eouity. FANILY & the turnmy wrnble d te fArms
are ownerd Ly moee than one Bl member of 07 otherwiae BEM & ohie i o Burnipires board of
iyt in the fiewes. LOES 8 a0 indicstor variable thie ks the swalue of ¥17 if the fivn secoedsd 8 ket
st e peturi, "0 other, POLCCN & the depmny vamsibibes of e fiems owned by polocadly onmecbed G, 5
“IF ofherwns. ASSETTS o the nafurad bee b tremdormabion of fekal et MITH & rocket-brrbonks, whenms CFO =
b Ty from peiitions. TOA B el soenias Table II.

161

ety b is 1225 (ES J-"ru'.u Iogses have been recorded by 152 per cent of the firms
snudied (LOSSL and the average size of sample firms is RM 520m.

fi. Resulis

5.4 Liservariale awndvas

Tahle IV tabalates our correlabions (Pearson- and Spearman-rank) for contmous varmbles
Positive and significimt comelations exist berarcen MAS TAXNAS ARNAES and GTHER
and acciuals guality ZAL), which lends initial support to the theory that non-acdit services
cregte ecmomic bonding and this undermine independence. Az expected, our non-audit
zervnees fee varables are positively and sigmificantly comedated withi each other, Two of our
greeermnance vanables, INDrand ACSLEE are positvely and significantlr comrelated wath A0,
wheresas @ negative but meignificent comrelation exists between ACWEET and A6,

.2 Aecrnals gueakfy madel
Lintatwlated results are provided of the dependent variable, where the Dechow and Dichey
el iz applisd as modified by Froncis ef af G5E As predeted, the coefficient of
B s megahve, whereas those of @ and 84 are positive, ATl three have a magnitude of less
than 1. The higher eoefficrent of CFOY 4, the fuhire figare, over the cocffiesent of CFO o,
indicates that acenuils in this zample have a stronger relationship with future cash Bows
thanwith previous Qows. This result & aupporied by Srinddhi and Gul (2007) OF the change
in zalss, the coeffoent reveals a positve sigm with very sigmaficant value, m line with the
argument that changes in sales are expected to have higher total anrent acereals. This
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resplt 1510 hne with the modihied Dechow and Dichey 2002 model: foms with a hgher
proes PPE are likely to be fiems with high asseds in place and the tendency 1o hsve vas
Atz of current aoeruals

7.3 Multivariote arhsis

Table V pfints our mam set of regressions, Column 1 of Table ¥ shows the main
regresson. A postive and sigmficant relatomship exeste billgen VAS and A6 0,020, f =
2065, h < 01, which provides sopport fo the srpument that the provision of f6n-andit
gervices crestes pooiemic bonding and thus reduces earmings quality. Dur finding 15 similar
i that of Deo ef al (2006), Lim éf al [2012), Frenkel of o @2002), Mande and Son (2015),
Reynolds ¢f af (20041, and Scinidhi and Gul 2007), but & i contrase to that of Ante & af
(2006), Koh of o (20131 and Larcker and Hchardson (2004, In acddition, this findmg is'in
comtrast tooa recmt Melavean study by Abdul Walab of el (2014p that examines the
relatiorehip betveen moneandit fees and the hkelhood of financal resttements.

Cohmmng 2 fo 5of Table ¥ present individieal regressions based on the type of non-audit
fees. We hnd a positive and significant relationship between TAXNAS ARMAS and
OTHERS and acorualzs guality, Oir fodings suggest that tvpes of non-awsdit services create
some eomonie dependence on the chents bat do net penerabe kooeledge spilloer, The
posibive coefficients for OTTERS support the arsunent by La and Krzshaan (2009 that the
auditor conld be reluctant to report materizl misstitements detected by the accomting o
intermal ¢ vetem that they desigred. Our fndings are o contraet o those of Abdul Wahab
et ol (3 4],‘R1'fy.."|.n.an ef gl (30117 and Patersonand Valencia (31,

We find a pogitive and significant relatidfi@hip between DUAL and AQ dh00d, ¢ = 1.279,
< 00, which suggests that having the positions BECED and Chairperson held by the
same person 5 detrimental fo o accraals qu.-.llmr We find a positive and significant
relatiorship betereen DEHT and JH..J bt & megative and significant relationship betwesn
FAMILY and Af), Columnz 1 1o 5 of le V document a positive and significant
relatiomship bd®en AOULCON and A0} suggesting that fioms with political conrection
affect accrualz guality. Thiz finding i% in Jine with Abdul Wahab o @l (2011), The average
virriance inflabon factor for this regression s 1160, whach sugpests that it does aof soffer
from mudtcollineartty, Other vanables remain statistically sipnificant, srmilar o oolumn 1
af Tabley.

‘Table Vi tabulates regressions for recurring and nonrecurrmg nongedis fees. Column 3
preschts i regression with both wariables together, A positive and significnt relationship
exizia for NAS_RECURMU027, 1 = 2737, = 0.0 and NAS NRECUR 0043, 1 = 25170 <
0051 The pature of both ponaudit services areates some form of ecopomuc bondmg that
decrezses earnmgs quality, Our findmye is in contrast to the analytical model of Beck o af
[ 1588 bt 1s sinle e do their empirical findings on receTing non-adit services (Beck of al,
1988L), In additiom, our finding on recurring nonaudit services supports the argument
raized by Cassholli ef ef (204) that suggests that such an engapement creates soonommic
honding and could imyeir auditor independence, but differs from thit of Alexander and Hay
(A, a5 one can view their result as an uulmmtuf knowledge H-E1|]I:I-'i = [nti:rl:a'hngl:r W
find the same positive coefficlents for non-recuming n-:m-a.uﬂlt BETVICEs agamat acu‘mla
quality, This supporis the argument rmised by HH: kool el (1985a) that nonerecurving non-
audit services undermine auditor independence.

We moarporste both tvpes of nonaidit services and recurming of DOO-TeCUTing M-
it services simul tanesazly in Table V1L Columns 1 1o 6.of Table VI present regressions
with TECUTTTE and memerecurnng brpes of nonsaudit fees, wheneas oolumn ¥ presents the
finit| regression with all vansbles We find that TAXNAS_RECUR. AE%;!Q_EC{ A and
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Bdizas Whete AL i2 the aleolite valie o the cammation droc fom the moedified Dechew and Diehey
rmadiel epkbmed by Frones of ol (H05). MAS_ M MEECUR = omerecuming nomenadd secnoes detlated by
tofal fers ACFIN B2 an ndBesor of "1 1 the msdls commitiee B fnsncially lierste dnd alse te oamber of
anad b erentes theat beooeme the metnbee of secommtlng aeackin o 0% etherwize. ACTMD = an oo
af “1" i Al ehe adit comEmEtes are i:l.-l:h.-g'run.l:"enr o 0 otherwire. AUMEET = popomim of madit
canEngter meetmg o the mumbers of audd commities. ACSEE i the log member of execudine and non
exccutive direchor held o the broms DUAL 15 the boand of doeclar dunlity, represend by denmy varebie
takes the value 'of *1” if the bomed of divector hold begh pasition of chairman md CEO and 07 atherwise,
10D & the baoard of dmector independence, percentsge of the independent nonexarutive dirctor in the frm.
AN & an inchongnr vinrzhile lh:r galoes: thes vadue of “1" if the madisar = I:B,E 4 alitar, Wotherase. DERT
e ihe otal debt deflated by |-Ialtqu-|} FAMILY & the dumimy 'I-H:'Iatlh: if the fir ||h ate awned by move
Ehan rme amily member o T oferwise BUMI iz the propoetion of Bumiputms baard of director m the
firms. LOSS i3 s indicetor variahle thet takes the vahoe of 717 i the firm recomded o loes m@coounting
petirn, 07 pdher. POLCON 1= che dumny varlabées af the i b= poliieally sonmected firem, ar threra k.
ASSETS & e nanual hy of rransformaton of 1ol ssses, MTH ks marker-w-book while CFO §8 cash fow
fromn operaticos. TUA = iokal aocr ks * *and **lencte saonificant bewefs of 10, 5 andd 1% basead on ome
toilerd bt rr-prdm']}' for dhovctmnl predictions, whibe two-tiked feabs o nanlireit e predactions (1)
The geeeral rule for the ooedhicents b the above mentioned varnbles ia positive i it retlects o decline
im acoruale quality, ond this Enpair audilor independence becmse an incresse it ¢, denotes o decline @
acrruaks aquality) Negotve coefficients for the shorementioned virtibles then denotes an fmmse
acrruns quudity (herause & derezse oo denies @ increse m aocruals guality]
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OTHERS_RECUR non-audits services are positively and wpnificantly assocated with
accrials estimation emor, which afects accruals quality negatively, A pesitive and
aignificant relationship rezulis only between A RNAS NONRECUR and aceruals eror and
15 thas nesatively associated with acoruals quality, Our results suggest that all recurnng
and different types of nomvaudit services could undermine auditor independence,

14 Addifzrmal tests

4T Awcditor stae, We extend the analyvas hiFgRammmg the relatenship bebween non-audit
fees and acoruals guality fir Big 4 and non-Big 4 avdstor#]. DeAngelo (1981) angues that
aceounting firm size 12 a proxy for andifor independence bersize no smglke client is
impetant o 3 large auditor, and the asditor’s greater reputation = at stake if they
misreport. By contrast, an acoountmge Brm with onby one client may conclude that they have
mure o gam by comphying with the cient's demond and that the affects the audit quakity
(Francs of of, 20040 In additon, Jarger aodit firms could Tose more sigficantly by
suwoumbmy 1o chenl pressure, and these mesults s higher degree of independence
(Motbohm ef al, 2015}, Larger andit firms have better material misstaterment ahilities, better
opporiumities to specilize and receive Better raining i the andit process, which supgess
that Largrer firms provade better audt quahty (Notbohm e s, 20150,

Nothohm ef al (2013 provade bao reasons why pint provisions of nop-audit and audit
services by smalkr firms provide & higher audit quality. Fivst, differences in sadit expertize
between somll and large audit femes sugeest that smaller firms oould besefit even more fran
non-awdit services: that are provided o the clent. Second, @ general, larger fims have s
greater separation between audit and nonawdit personnel than amaller fioms, which
E = thatl lenowledie spallover mav transfer easier in smaller Grms, Notbohm of of
|5 find that smaller frms that provide ax servioes have o nerative relatonshp with
fineEncE] resmEmmia

The premiss of this et relies o The Gt thet the Jevel of suditor independenc: depends
an the dentitr of the audites being B 4 and nonEE 4 Ohur' nontabulated results sugresi
thiat oo kit fees that ave provided by ether the Big 4 or non-Big 4 affect accrials quality
negativelv[9]

We ottend the andlveis by examining the types of nonawdit services. We find @i
FAXNAS and ARNA S decrease acomals quality when these services are provided by non-
Big 4 awditors. This finding suppoets the argument by DeAngels (1981 that smallr
audibors value nonsudit serices and bave more to gain by complying with their client's
demand and susgests o decrease in aomwals qu..i.'litv

4.2 Polbvally comnected frws Gioen the backgroumd of polibcal connections in
Mabivsia, we perform addifional analvsis by separatmg the sample between politically
comnected firms (POLCON = 1) and nonpolitically connected firms (PGLCON = 0. Our
untablat e resutts show that the NAS fees are negatively and sigmificamly szaocisted with
aocrizls quaality only for comnected firms. The extended analysm finds A&NA S 1z megatively
and significandy associnted with connected firma,

(i 4.3 P sige effect, Follbwing Srinicdhn and Gl (2007}, we perform addtional analsis
on the size effect. A poesible =g with the use of non-audit fee sizes & whether the results
ate driven mamly by the zize of the client firmes, and so the fee magmiudes are reflected 1n
thiz rather than meconomic bonding. The eardser resalt that 1= fabulzted m Tabke VI provves
that a noamaudit lee has negative assicatons with acomal gquality; if that fee meraly
reflecied the firm gize, their pasociations with acerual guslity woukd have the same gign,

We find a pegtive and significGmb@Rfficmt for the interaction erms VA5 ¥ ASSETS

(LA, ¢ = 2002, p < (6], which suprests that the postive relationshmp betesesn NAS
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and acomals quabty & less fr bigper firms: We obaeree smuibir results for TAXNA S and
ARNAS non-aedst services, bet oot for OTHERS, Further myvestgaton of recurong and
nodkrecir g nomsaudif services fees ghos that the positive relationship & wealoer only for
NAS_RBECUR and not for NAS_NRECTUE There has been no change in the atandslone non
it foe variahles when we rum the inferachon fermes

Add s of fdicators estesd of contineons sariables. This stedy réfeats the main
regresaion uamg ndicaiar varables for the magmitude of non-aodit fees. In all cases, we
represent below-medinn valoes of fee variables with an mdscator vanahle sake of 0 #@d
above-median valoes of 1. This study wses indicator variables to test for the possilility of a
theechold kel of noneaudit fees abowe which the benefit o the auditor of feaming
the client i higher than any excpected cost from liteation and Joss of reputation, If thiz iz the
rase changes m fees in theregions that lieentirel y above or below the fhresholdlgvel will be
iknnscquential and the indicator wanables more appropristely confme the effect of fe
vasiohiles on acems ] gualite.

We find a positive and significant relationship betwem NAS (whch i= equal o R
excists above the mediant and accruals quality, which soggests thar higher Jé#els of non.
audit servace have a negative impact on accruals quality, A smilar approach to the bypes of
non-pudit services fees provided vields results that are smalar to those for tax-related non-
audit sarvices

& 4.5 Seferate anabers for B and gl levels of won-apdf fees Followang Snmdhi and
Gl (2007, this study exarmines whether the effects of fee variables vary with fee levels. To
investiate differences in effect, thes study sphits the sample inbo two subsamples for cach
variableat its median value For example the sampkes are divided into'a below median non
audit serviee subsamplk and an abovemedian non-audit services subsampk, andihs offect
of the non-eudit services i exammed within each of the tovo subzamples. We find a poeitive
and significant relationship between NAS and secruals quality for samples that heve non-
audit services above the median valoe, that e, differences exst betareen thase twa sube

simples.

¥ Conclusion

This study coutribruted o the lierature o the role of noo-aedit sevices and how they affect
aocruls quahty, Samlar to Paterson and Valenci 30 1), we add a multi-penod dimension
while rettinmg the distincton between fee types Our results show that qudtor provided
nomvandit services affect acouak quality negatively, which sugpestz that thess servics
create econtmic bonding and undermine independence. Hecunrimg and nonerecuring non-
audit services affect acomnls quality negatively. All brpes of recirming non-awdit services
affect aocruals gquality adversely, Only @@ recuring avdibrelated services decresse
accrmls quality. This 13 & oseful addifion @ the corrent debats on the ol of noa-sudi
services 1n Mabvsia The findings in this paper are in contrast @ Shdul Wahab of ol's
relis [3114), provide mwbvaben o push e s repubibve apperach o the prosssion of non-
achib services B incumbent asditors and imply that ferther refinements are warmznted 2
related (o the fypes of service that may Be offered by aoditors a2 non-audit fervices The
finedimgrs coudd sugpest & refinement on the MLY by laws forusing on auditor independenos,
and thiese coald assist other reimilative bodies soch as the Secusifie: Conmesion the stock
exchange (Bursy Malaysi) in ensuring betfer govermance on the provvision of me-andit
services. Further studies nesd o b oomchacted in ovder for Malavsis to follow the USA in
restrictm the requmements of non-audit services, a5 the current evidence 1s rather scame.




Motes

L. Pl refer 1o Pringple 5 Uphol Tntegrity in Finonds] Reporing in the Revised Code of
Corparzte Gavernanee under Becommendation 5.2,

A predictson of a negative pelatiomshap wall reslt in positroe cosfficents for non-andst fees.

k=]

73

Examplet of ofherrelated et aiachil servicess aze a review of sGement of inlemal contred and
Fusmiaal Reurtngg Stindad conveman stody, Thes sovieess e mamdly ool pad of the
servizs pecmit e by MEA by-bows, However, whiere 2 spealic serace s ool adibessd in the by
Lo the geoesal provizeons that dealwith prodessivaal mde pendence would apply.

A Ckar cesmalfs ot robusd with o h:ﬁéhﬂl‘il’l‘l Dechey | 003 rdel of acoruals qualidy.

Bz thoes vears of duta e wsed, we de not cimsider momand® Fass of 2annks bype thal fens
pechasd in ANE and agam m 2001 as vecomng. The renson for ties pattern muny be that a diffeem
By ol IS et purcbansedd s BT, o 51 o5 pasilade thad the diks weere ursivndibde in A1000

A For the sale of breviby, we do ot report the mmdeestries smed peoed. ooy coedficients, Resuls:
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