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Abstract: This study investigates the relationship between Audit Committee (AC) characteristics and timeliness
of financial reporting and examines the changes on the timeliness of financial reporting after the revision of
Malaysian Code on Corporate Governance in 2007 (hereinafter referred as MCCG 2007) as compared to before
the revised code. The sample of this study consists of companies listed on Bursa Malaysia for the year of 2004
to 2006 and 2009 to 2011 equivalent to 669 firm-years observation for each period, before and after MCCG 2007.
This study is distinct from prior research conducted in Malaysia as it views and compares the timeliness of
financial reporting for pre and post period of MCCG 2007. The results show that AC independence level and
activity are significantly associated with the timeliness of financial reporting for the period before MCCG 2007.
By contrast, the results for the period after MCCG 2007 show only composition of solely non-executive
directors, size and financial expertise that are related to the timeliness of financial reporting. The mean values
of timeliness after MCCG 2007 reports significant improvement suggesting the effectiveness and the efficiency
of AC towards improving the timeliness of financial reports.
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INTRODUCTION this study that an effective AC with robust audit

An Audit Committee (AC) has come into picture as reporting quality indicated (among others) by the
enforcement tools in ensuring the quality of financial timeliness of financial reporting.
reports through overseeing and monitoring the financial In Malaysia, the formation of an AC is subject to
reporting process which includes ensuring timely Bursa  Malaysia  listing requirements – Paragraph 3.15
submission of financial statements (Bursa Malaysia 2009; (Part E) and 15 (Part C), which are adopted from the
DeFond & Jiambalvo 1994), supporting the role of Malaysian Code on Corporate Governance (MCCG). In
auditors and minimizing the communication gap among the year of 2007, the MCCG was revised. Ika & Mohd
board of directors, internal auditors, external auditors and Ghazali (2012) [4] pointed out that the effectiveness of an
management (Cohen, Krishnamoorthy & Wright 2004 [1]; AC is significantly important towards improving the
Muhamad Sori, Abdul Hamid, Mohd Saad & Evans 2007 timeliness of financial report. Thus, the revised MCCG
[2]). Improving the quality of financial reporting is 2007 in relation to AC characteristics is expected to
important as it will positively influence capital providers improve AC effectiveness (Securities Commission 2007)
and other stakeholders in making investment which and consequently timeliness of financial reporting.
subsequently  enhance  the overall market efficiency However, prior studies found mixed results on the
(IASB 2008) [3]. Since the quality of financial reporting relationship between AC characteristics and timeliness of
comprises quantitative (accuracy and completeness) and financial reporting (Abdullah 2006 [5]; Che Ahmad &
qualitative (comparability, understandability and Abidin 2008 [6]; Hashim & Abdul Rahman 2011 [7]; Ishak
timeliness) characteristics (IASB 2008) [3], it is argued in et al. 2010 [8]; Mohamad-Nor et al. 2010; Shukeri & Islam

characteristics may improve the company’s financial
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2012 [9]). These studies viewed timeliness from the process and reviewing conflict of interest and related
perspective of audit related factors known as Audit party transaction. These roles and responsibilities require
Report Lag (ARL) or audit delay. In addition to that, prior the members of the AC to have specific characteristics
researchers also found that Malaysian companies take and background to effectively and efficiently perform their
longer time in producing their annual audited financial task.
reports as compared to other developing countries. It According to Vera-Muñoz (2005) [11], an effective
ranged from 97 days to 114 days within the period of 1993 AC should have a qualified financially literate member and
to  2011  (Abdullah 2006; Che Ahmad & Abidin 2008; be highly independent in the process of decision making.
Ishak et al. 2010; Mohamad-Nor et al. 2010; Shukeri & Further, DeZoort, Hermanson and Archambbeault (2002)
Islam 2012). Meanwhile other developing countries such identified four determinants of an effective AC:
as Egypt, Bahrain, Kuwait, Turkey, Zimbabwe and composition, authority, resources and diligence. Figure 1
Indonesia reported the average timeliness of financial illustrates the details of each determinant listed by
reporting  within  the  period of 1992 to 2008 ranged from DeZoort et al. (2002) in defining an effective AC which is
48 days to 79 days (Afify 2009 [10]; Al-Ghanem & Hegazy widely used or cited (either fully or partly) by other
2011 [11]; Owusu-Ansah 2000 [12]). This shows that researchers  in    examining   the  effectiveness  of  AC
although Malaysian companies do comply with the (e.g. Hashim & Abdul Rahman 2011; Ika & Mohd Ghazali
regulation on submission of their annual audited financial 2011; Md. Mohiuddin & Karbhari 2010; Yaputro &
reports to Bursa Malaysia, they need more improvement Rudiawarni 2012) [12]. An effective AC is important as it
in order to compete with companies from other emerging represents the committee’s integrity and quality of
economies. Moreover, as Malaysia is moving towards financial reporting process (DeFond & Jiambalvo 1991
achieving the status of a developed country in 2020, it is [13]; Lublin & MacDonald 1998 [14]). Prior studies have
important for Malaysian companies to improve the generally recognised that the effectiveness of an AC has
timeliness of their financial reporting in order to enhance a significant relationship with the quality of financial
the efficiency of the Malaysian market, attract investors reports, specifically, the timeliness of financial reporting
and compete globally. (e.g. Ika & Mohd Ghazali 2011; Yaputro & Rudiawarni

Therefore, this study aims to investigate the 2012).
relationship between AC characteristics (independency,
composition of solely non-executive directors, size, Timeliness of Financial Reporting: Timeliness of
financial expertise and activity) and the timeliness of financial reporting is an important qualitative
financial reporting for the period before and after MCCG characteristic of financial information (Beest, Braam &
2007. Additionally, this study intends to examine the Boelens 2009) [15]. The Conceptual Framework for
changes on timeliness of financial reporting after the Financial Reporting 2010 identified timeliness as one of
revised 2007 MCCG in relation to AC characteristics. the four characteristics of useful information (IASB 2010).

This paper is organised as follows. The following Exposure Draft, ‘An improved Conceptual Framework for
section discusses literature review and hypotheses Financial Reporting’ of the US Financial Accounting
development. This is followed by the conceptual Standards Board (FASB) and the International
framework and the empirical model employed in this Accounting Standards Board (IASB) defined timeliness as
study. The paper then discusses research method as well “having information available to decision makers before
as the study results and the discussion of results. Finally, it loses it capacity to influence decisions” (IASB 2008: 40).
the conclusion of the study is provided. Timely information is the most valuable information which

Literature Review and Hypotheses Development Hwang 2009) [16]. Thus, financial reporting timeliness is
Audit Committee: An AC is a sub-committee of a about ensuring that financial information reaches the
corporate governance structure. The committee plays a target financial statement users in a timely manner in order
significant role in monitoring the financial reporting to provide them with relevant and useful information for
process as delegated by the Board of Directors. There are decision-making process.
four fundamental responsibilities of an AC outlined by According to Owusu-Ansah (2000), timely reporting
Bursa Malaysia – assessing risk and control environment, is a combination of audit related and a firm’s specific
overseeing financial reporting, evaluating the audit factors.  Audit related factors affect the process of issuing

refers to the most recent information (Liu, Jaikaeo, Shen &
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Fig. 1: Determinants of Audit Committee Effectiveness
Source: DeZoort et al. 2002

the audit report include audit personnel, transaction Practices in Corporate Governance. Its membership
volume  of  the  company  and  competency  of the staff. comprised both private and public sector participations.
On the other hand, firm’s specific factors influence the The code on corporate governance was then
management’s decision in producing the financial report subsequently approved by the High Level Finance
such as profitability, audit opinion and leverage. Based on Committee. The code was developed to provide
audit related factors, most of prior studies recognise guidelines on best practices of corporate governance and
timeliness of financial reporting as ARL (e.g. Afify 2009; reform the standards. It was first issued in March 2000
Al-Ajmi 2008; Hashim & Abdul Rahman 2010; Hashim & and revised in October 2007 and March 2012 (effective on
Abdul Rahman 2011; Ku Ismail & Chandler 2003; Lai & 31  December 2012). MCCG issued in March 2000
Cheuk  2005;  Mohamad-Nor et al. 2010) or audit delay introduced a guideline on principles, best practices,
(e.g. Al-Ghanem & Hegazy 2011; Che Ahmad & Abidin structure and processes to be followed by companies in
2008; Ettredge [17] et al. 2005; Hossain & Taylor 1998 order to achieve optimal performance level in corporate
[18]; Ishak et al. 2010). ARL or audit delay in previous governance. Initially, the code was introduced to be
studies represents the number of days from the financial voluntarily adopted but it became mandatory in January
year end till the signing date of audit report. 2001 for all public listed companies in Malaysia.

Many researchers have reiterated the importance of In October 2007, the code was revised to further
financial reporting timeliness. Aktas and Kargin (2011) strengthen the corporate governance practice in line with
[19] asserted that timely information is necessary for a the development of domestic and international capital
healthy financial market. Delay in disclosing timely markets (Securities Commission 2007). The revised MCCG
information may increase information asymmetry (Chue & in 2007 has made significant changes to AC
Lai 2007) [20] and create uncertainty in investors’ decision characteristics by requiring the committee to comprises
making process (Mohamad-Nor, Shafie & Wan-Hussin solely non-executive directors, the members should be
2010) [21] which would lead the shareholders and financially literate with at least one member should be a
potential shareholders to postpone their transaction on member of an accounting association body, held at least
shares (Ng & Tai 1994) [22]. Subsequently, it would result two meetings in a years, having continuous engagement
in market inefficiency (Ku Ismail & Chandler 2003). In an between chairman of the AC and senior management of
emerging market such as Malaysia, where there are limited company as well as external auditors. The new
reliable resources of a company’s financial information characteristic introduced in MCCG 2007 which is
(Leventis, Weetman & Caramanis 2005) [23] and relatively composition of solely non-executive directors has yet to
smaller trading volume and which is less well-known to be examined empirically.
the investors as compared to developed market, timely
information is undoubtedly important (Chue & Lai 2007) Hypotheses Development: The hypotheses of this study
to ensure that the company’s audited financial statements are developed based on agency theory and findings of
are produced and published as promptly as possible. prior studies on the relationship between AC

Malaysian Code on Corporate Governance (MCCG): reporting. Agency theory explains the conflict between
MCCG was developed by the Working Group on Best principals  (firm  owners  or  shareholders)  and agents

st

characteristics or effectiveness and timeliness of financial
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(firm managers) in maximizing their own interests and Audit Committee Composition of Solely Non-Executive
benefits which lead to agency problems. Agency Directors  and  Timeliness of Financial Reporting:
problems arise from ineffective communication between MCCG 2007 has placed greater emphasis on the
principals and agents (Davis, Schoorman & Donaldson composition of an AC by requiring the committee to
1997) [24], also known as information asymmetry and solely comprise non-executive directors. Such
abuse of power by agents to maximise his/her own composition is one of the new characteristic introduced in
interests (Jensen & Meckling 1976) [25]. These problems the MCCG 2007. Non-executive directors refer to those
might cause the firm to perform ineffectively and diminish who are not involved with the day-to-day company’s
the firm’s reputation. Hence, the relationship between business operation. They also refer to as outside directors
management and shareholders should be monitored who have the ability to enhance the firm’s value by
systematically (Zaitul 2010) [26]. The formation of an sharing their knowledge and experience in delivering their
effective AC is seen as formal monitoring mechanism in services to the served company (Fama & Jensen 1983).
providing the quality of financial reporting, specifically Outside directors are important in resolving the agency
timeliness. Improving the timeliness of financial reporting problem due to their independency and non-biasness in
will subsequently reduce information asymmetry and decision-making process (Fama 1980; Fama & Jensen
agency problem in the company (Fagbemi & Uadiale 2011) 1983) since they have no personal or economic
[27]. In the present study, the influence of specific AC relationship with the management (Beasley 1996). In
characteristics on one of the indicators of financial addition, the non-executive directors may act as formal
reporting quality, that is the timeliness of financial communication mechanisms between management and
reporting, is examined. stakeholders, particularly shareholders of the company.

Audit Committee Independence and Timeliness of non-executive directors in delivering their services as they
Financial Reporting: An independent AC is expected to may face certain barriers to conduct the task (Annuar
be unbiased in fulfilling their responsibilities (Hashim & 2012) [30]. Prior studies identified several factors that
Abdul Rahman 2011) [28]. Lack of independency in the might affect non-executive directors’ effectiveness such
committee may lead to agency problems as the members as having limited time (Harris & Shimizu 2004) [31], limited
in the committee may act to serve their best interests access to company’s information (Rhoades, Rechner &
rather than the shareholders’ interests (Fama & Jensen Sundaramurthy 2000), lack of power (Stiles 2001) [32] and
1983) [29]. A study conducted by Abdullah (2006) for the lack of independence (Kosnik 1987) [33]. On the other
year of 1998 and 2000 found that AC independence has a hand, Beasley (1996) [34] and Islam, Islam, Bhattacharjee
positive and significant relationship with timeliness in & M. Zahirul Islam (2010) believed that the formation of
1998 but the result was insignificant in 2000. The result AC with the presence of non-executive directors might
showed that AC independence is not sufficient enough to enhance the quality of financial reporting through
explain the pattern of the timeliness of financial report. effective monitoring. Therefore, the hypothesis is
Abdullah (2006) explained that the reason for the result developed as follows:
may be due to the maturity level of the AC in Malaysia,
because the recognition of AC function in Malaysia was H2: There is a negative relationship between audit
still at the initial stage at that time. The insignificant committee composition of solely non-executive directors
relationship between AC independence and timeliness of and the timeliness of financial reporting.
financial report is consistent with that reported by
Mohamad-Nor et al. (2010). However, a later study Audit Committee Size and Timeliness of Financial
conducted by Hashim & Abdul Rahman (2011) found that Reporting: AC size refers to the number of AC members
AC independence has a negative and significant on the board (Hashim & Abdul Rahman 2011). There are
relationship  with  the  timeliness of financial reporting. several opinions on the effective size of AC. Hackman
The result explained the ability of independent AC to fulfil (1990) [35] argued that large AC may be less effective in
its duties more effectively. Thus, the following hypothesis decision-making process as there are many people to draw
is developed: on before finalising the decision. Meanwhile, Zaitul (2010)

H1: There is a negative relationship between audit knowledge and greater resources they have in fulfilling
committee independence and timeliness of financial their duties. However, Ishak et al. (2010) and Shukeri and
reporting. Puat Nelson (2011) [36] found that there is an insignificant

However, prior studies argued on the effectiveness of

believed that the larger the AC, the more diverse skills,
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relationship between timeliness and AC size. In contrast, financial reporting found that AC activity is negatively
a later study conducted by Mohamad-Nor et al. (2010) associated with timeliness. However, later studies
and Shukeri and Islam (2012) found a significant negative conducted  by  Hashim  and  Abdul Rahman (2011),
relationship between timeliness and AC size. The result Shukeri and Islam (2012) and, Shukeri and Puat Nelson
indicates that having more members in AC leads to (2011) found that AC activity is not significantly related
shorter timeliness. Hence, the following hypothesis is to timeliness. Therefore, the hypothesis is developed as
developed: follows:

H3: There is a negative relationship between audit H5: There is a negative relationship between audit
committee size and the timeliness of financial reporting. committee activity and the timeliness of financial reporting

Audit Committee Financial Expertise and Timeliness of Changes in Timeliness of Financial Reporting for the
Financial Reporting: MCCG 2007 has placed additional Period after the Revised 2007 MCCG: The revised
requirement to the AC by requiring all members to be MCCG 2007 aimed to improve the effectiveness and
financially literate with at least one member in the AC efficiency of AC (Securities Commission 2007). The
should be a member of any accounting body or revised code has enhanced the requirements on AC
association (Securities Commission 2007). Prior studies characteristics namely the independency of the AC,
refer to AC financial expertise as the AC members who financial expertise within the AC, continuous engagement
have membership in any accounting body or association for continuous improvement and the existence of internal
(e.g. Hashim & Abdul Rahman 2011; Mohamad-Nor et al. audit function in a company. Given that one of the key
2010). Regulators believe that the financial expertise might responsibilities of the AC is to oversee the financial
enhance the effectiveness of monitoring which reporting process, it is believed that an effective and
subsequently will improve the quality of financial efficient AC will improve the quality of financial reporting
reporting. Such assertion was confirmed by Hashim & (DeFond & Jiambalvo 1994; Niu 2006), which may be
Abdul Rahman (2011), who found an inverse relationship indicated by financial reporting timeliness. Younes (2011)
between AC expertise and timeliness. However, latest in his study found that timeliness of financial reporting is
studies  conducted  by Mohamad-Nor et al. (2010), improved after the application of corporate governance
Shukeri and Islam (2012) and, Shukeri and Puat Nelson principles. Hence, the hypothesis is developed as follows:
(2011) found an insignificant relationship between
timeliness and AC financial expertise. Thus, the following H6: There is an improvement on the timeliness of
hypothesis is developed: financial reporting after MCCG 2007.

H4: There is a negative relationship between audit Conceptual Framework and the Empirical Model: This
committee financial expertise and the timeliness of study addresses timeliness from the dimension of audit
financial reporting[37-53]. related factors which measures by ARL model. This model

Audit Committee Activity and Timeliness of Financial researchers for the ARL (e. g. Hashim & Abdul Rahman
Reporting:  Based  on  prior  studies (e.g. Mohamad-Nor 2011; Mohamad-Nor et al. 2010). The regressions are
et al. 2010; Xie, Davidson & DaDalt 2003), AC activity is conducted separately for the period before and after
referred to as the number of meetings held in a year. The MCCG 2007. The conceptual framework is depicted in
frequency of meeting held shows continuous engagement Figure 2.
within the members of the committee to discuss any The following equation model is used to test
related issues for continuous improvement (Abbott, Hypotheses 1 to 5. Hypothesis 6 is tested using paired t-
Parker & Peter 2004). Small number of meetings or no test in order to examine the changes on timeliness of
meeting at all held in a year indicate bad monitoring financial reporting by comparing the mean value of ARL
practices of the AC (Menon & Williams 1991). This for the period before and after MCCG 2007.
assertion was supported by Xie et al. (2003) which found
in their study that AC activity influences the monitoring ARL  =  +  ACI  +  NED  +  ACS  + ACFE  + 
effectiveness. The empirical study conducted by ACA +  ROA  +  SIZE  +  DAR  +  OS  +
Mohamad-Nor et al. (2010) in relation to the timeliness of TEA  +  AO  +  YEND  + 

modifies and extends the model tested by prior

it 0 1 it 2 it 3 it 4 it 5

it 6 it 7 it 8 it 9 it 10

it 11 it 12 it it
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Fig. 2: Conceptual Framework: Audit Committee and Timeliness of Financial Reporting in Malaysian Public Listed
Companies

where: YEND = Company financial year end, a dummy variable,
ARL = Audit report lag, measured by the number of “1” for companies with financial year ended 31

days between the financial year ended and the December to 31 March and ‘0’ otherwise.
date of auditor’s report. = Error term of residual

ACI = AC independence, measured by the ratio of
independent directors on the AC relative to the MATERIALS AND METHODS
total number of AC members.

NED = AC composition of solely non-independent This study applies quantitative research method in
directors, a dummy variable, ‘1’ if the which secondary data are collected from several
composition of solely non-independent companies’ annual reports. The regression analysis used
directors and ‘0’ if it is not. in this study is panel least square analysis. The periods

ACS = AC size, measured by the numbers of AC before and after the revisions of 2007 MCCG are regressed
members on the board. separately to obtain the relationship between each of the

ACFE = AC financial expertise, measured by the AC characteristics and timeliness of financial reporting.
proportion of AC members who have Besides that, t-test is carried out to examine the changes
membership in any accounting body or on timeliness of financial reporting for the period after
association. MCCG 2007 as compared to prior MCCG 2007.

ACA = AC activity, measured by the number of AC
meetings held in a year. Population and Sample of Study: Population of this study

ROA = Profitability, measured by return on asset. is drawn from a list of companies listed excludes delisted
SIZE = Company size, measured by total asset of companies in 2005 to 2011 and finance-related companies.

natural log of total asset. Finance-related companies comprise Closed-End Fund
DAR = Leverage, measured by debt to asset ratio. (CEF),  Real   Estate   Investment   Trust  (REIT),
OS = Managerial ownership, measured by the Exchange-Traded Fund (ETF) and finance companies.

number of common shares held by the directors These companies are excluded as they are subjected to
divided by the total number of common share other compliance of rules and regulations such as Bank
outstanding. and Financial Institution Act (BAFIA) 1989 governed by

TEA = Type of external auditor, a dummy variable, “1” other regulatory bodies such as the Central Bank of
for Big Five audit firms and ‘0’ for non-Big Five Malaysia in which its submission requirement is relatively
audit firms. earlier than Bursa Malaysia listing requirement.

AO = Audit opinion, a dummy variable, “1” for other The sample of this study comprises public listed
than unqualified opinion report and ‘0’ for companies listed on the Main Market  of the Bursa
unqualified opinion report. Malaysia  for  the year  of  2004  to  2006 and 2009 to 2011.

2
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Table 1: Population and Sample of Companies
Sample of Public Listed Companies
--------------------------------------------------------------------------------------------------------------------------------------------------
Population 2004 2005 2006 2009 2010 2011 Total

Main Market 900
Less;
Delisted companies -219
Finance-related companies (Note 1) -11
TOTAL 670 223 223 223 223 223 223 1,338
Note 1: The total number of finance-related companies comprise of REIT, ETF, CEF and finance companies.

Table 2: Sample Selection of Public Listed Companies Categorised by Industry Classification
Industry Classification Main Market Total firm-years observation Percentage (%)
Construction 20 120 8.97%
Consumer product 43 258 19.28%
Hotel 1 6 0.45%
Industrial product 60 360 26.91%
Infrastructure Project Companies 3 18 1.35%
Plantations 19 114 8.52%
Properties 30 180 13.45%
Technologies 6 36 2.69%
Trading/services 41 246 18.39%
Total 223 1,338 100%

The year of 2007 and 2008 are excluded to avoid the cases characteristics as indicated in MCCG 2007. In addition, the
of early or partly adoption of MCCG 2007 before its statistics show a decrease in maximum value of ARL for
revision  (which  was launched in October 2007). The the period after MCCG 2007 as compared to the period
sample is selected using stratified random technique before MCCG 2007, suggesting the overall improvement
based on the condition of the existence of the company of ARL. However, the minimum value of ARL increases
and  the  complete  information  for the selected periods. after MCCG 2007. The enforcement of Financial Reporting
In this study, the sample consists of 223 public listed Standards (FRS) reporting framework which is effective on
companies for each year which is one third of the total 1  January 2006 might be the reason of the increase in the
population. The sample satisfies the rule of thumb minimum value of ARL as the adoption of FRS requires
proposed by Sekaran and Bougie (2009). Table 1 shows more effort and time to complete the audit works that may
the population and sample of this study in detail and lead to longer ARL.
Table 2 shows the classification by industry. The descriptive statistics for AC characteristics

RESULTS AND DISCUSSION 0.706 before MCCG 2007. It increases to 0.879 after MCCG

Descriptive Statistics: Table 3 provides the descriptive slightly from 3.570 for the period before MCCG 2007 to
statistics for continuous variables. The statistics show 3.290 for the period after MCCG 2007. The number of AC
that the  mean  value  of  ARL  reported in this study members ranges from three to six for the period before
(111.6 days for the period before MCCG 2007 and 110.42 MCCG 2007 and three to five for the period after MCCG
days for the period after MCCG 2007) is higher than that 2007. Further, mean value of AC financial expertise and
reported in recent studies by Ishak et al., (2010), AC activity shows an increase after MCCG 2007. The
Mohamad-Nor et al., (2010) and Hashim and Abdul increase in AC financial expertise and AC activity may be
Rahman (2011) which are 98 days, 100.3 days and 103 due to preparation of companies in adopting FRS
days, respectively. Compare to the recent studies, the reporting framework. The adoption was effective on 1
result of this study depicts longer ARL because most of January 2006 and a number of standards came into
the sampled companies’ financial year end falls within the enforcement in 2007 such as FRS 107 Cash Flow
peak period of external auditor. This situation is Statement, FRS 111 Construction Contract, FRS 112
supported by Lai and Cheuk (2005). However, the Income Tax, FRS 118 Revenue, FRS 137 Provisions,
decrement of the mean value of ARL shows the Contingent Liabilities and Contingent Assets and FRS 139
improvement of ARL after tightening the AC Financial Instrument (recognition and measurement).

st

shows average proportion of AC independence level is

2007. Nevertheless, the average AC size decreases

st
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Table 3: Descriptive Statistics of Continuous Variables after Outlier Treatment
n Mean Median Std. Deviation Minimum Maximum Skewness Kurtosis

Period: BEFORE MCCG 2007
Dependent Variables (Timeliness):
ARL 669 111.600 116.000 12.201 76.000 123.000 -1.768 2.328
Independent variables (Audit Committee characteristics):
ACI 669 0.706 0.667 0.095 0.500 1.000 1.474 3.588
ACS 669 3.570 3.000 0.738 3.000 6.000 1.184 0.932
ACFE 669 0.303 0.333 0.149 0.000 0.750 0.472 1.770
ACA 669 4.750 5.000 1.032 2.000 8.000 0.683 2.667
Control variables:
ROA 669 0.010 0.013 0.068 -0.212 0.135 -1.311 3.168
SIZE 669 267 mill 138 mill 308 mill 42 mill 1,253 mill 2.036 3.437
DAR 669 0.223 0.156 0.219 0.001 0.867 0.907 0.039
OS 669 0.362 0.376 0.211 0.000 0.953 -0.203 -0.776
Period: AFTER MCCG 2007
Dependent Variables (Timeliness):
ARL 669 110.420 115.000 10.852 80.000 120.000 -1.564 1.574
Independent variables (Audit Committee characteristics):
ACI 669 0.879 1.000 0.155 0.500 1.000 -0.624 -1.328
ACS 669 3.290 3.000 0.525 3.000 5.000 1.612 1.699
ACFE 669 0.347 0.333 0.149 0.000 0.670 0.281 1.267
ACA 669 4.940 5.000 0.785 4.000 7.000 0.925 0.982
Control variables:
ROA 669 0.011 0.011 0.080 -0.243 0.148 -1.315 2.971
SIZE 669 334 mill 173 mill 422 mill 34 mill 1,703 mill 2.146 3.853
DAR 669 0.220 0.149 0.220 0.001 0.932 0.976 0.155
OS 669 0.384 0.403 0.214 0.000 0.991 -0.249 -0.673

Table 4: Descriptive Statistics of Dummy Variables
Before MCCG 2007 After MCCG 2007
-------------------------------------------------- ------------------------------------------------------

Variables Frequency Percentage (100%) Frequency Percentage (100%)
NED:
Audit committee is solely comprise NED 136.000 20.30 635 94.90
Audit committee is not solely comprise NED 533.000 79.70 34 5.10
TEA:
Big-five audit firms 437 65.30 374 55.90
Non-big-five audit firms 232 34.70 295 44.10
AO:
Unqualified opinion 627 93.70 587 87.70
Other than unqualified opinion 42 6.30 82 12.30
YEND:
FYE between 31 December to 31 March 482 72.00 485 72.50
FYE between 30 April to 30 November 187 28.00 184 27.50
NED: Non-executive Directors

On the other hand, the increment in average value of the average value of OS might moderate the improvement
ROA  (profitability)  and  SIZE  (total assets) might leads of the timeliness even after the code was revised because
to shorter timeliness as profitable companies tend to high level of managerial ownership may lead to longer as
release their financial report earlier to attract investors companies are less pressured by other shareholders to
(Afify 2009) and big companies generally have a strong report their financial statements early (Carslaw & Kaplan
internal audit function (Al-Ghanem & Hegazy 2011). In 1991).
addition, the decrement in average value of DAR Table 4 reports the descriptive statistics for dummy
(leverage) indicates low business risk which might variables. The number of companies that comply with the
contribute to shorter timeliness. However, an increase of requirement  of  AC composition to solely comprise of
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non-executive directors increases from 20% to 95% for the by the model. In addition, prior study conducted by
period after MCCG 2007 as compared to the period before Yaacob and Che Ahmad (2012) reported that R  is not
the revised code. This situation may explain the consistent and may significantly drop in panel data
decrement in AC size as companies tend to reduce the size regardless which estimation effects are used. Kunst (2009)
of AC in order to ensure the committee composition is asserted that random effects estimation may report a lower
solely non-executive directors. R  for the reason that the effects are interpreted as

Further, the statistic shows approximately 65.3% from belonging to the errors structure. For instance, there are
the total firm-years observations are audited by big five several prior studies in timeliness of financial reporting
(5) audit firms before MCCG 2007 and decreased to 55.9% that reported a low R  such as Karim and Ahmed (2005)
after the revised code. Carslaw and Kaplan (1991) pointed and Yaacob and Che Ahmad (2012) of 1.8% and 3.8%,
out that big audit firms are more efficient in completing respectively. Additionally, the regression of the data by
their audit work as they have greater resources, skills and applying pooled OLS for the period after MCCG 2007
experiences as compared to smaller audit firms. In spite of shows that the adjusted R  is 7.599%, slightly lower from
that, it is noted that the unqualified audit report decrease the adjusted R  reported by Ishak et al., (2010) which is
from 93.7% to 87.7% for the period before and after MCCG 11.5%. The adjusted R  after MCCG 2007 is relatively
2007 respectively. Turel (2010) asserted that audit opinion lower than the adjusted R  before MCCG 2007 also
other than unqualified opinion will subsequently increase suggesting that there are additional factors that affect
the complexity of audit work which contributes to longer ARL after the revision of 2007 MCCG, such as the
audit delay. In addition, majority of the selected sample in adoption of FRS reporting framework, which was effective
this study comprises of company with financial year on 1  January 2006. Moreover, F-statistic values for both
ended within the period of 31 December to 31 March periods show that the ARL model is sufficiently fit to
which represent 72% and 72.5% from the total firm-years interpret the individual effect of independent and control
observations for the period of before and after MCCG variables.
2007 respectively. As majority of the selected samples are
fall under the peak period of external auditor, it may Audit Committee Independence and Timeliness of
explains the reason for the result of average ARL (111.26 Financial Reporting: The results reported in Table 5
days and 109.73 days) for both periods, before and after shows that the AC independence has a significant
MCCG 2007 respectively, which is slightly higher as negative relationship with ARL (  = 1%) for the period
compared to the recent study conducted by Ishak et al. before MCCG 2007, meaning that the more independent
(2010) (98 days), Mohamad-Nor et al. (2010) (100.3 days) directors in the AC, the shorter the ARL. Thus,
and Hashim and Abdul Rahman (2011) (103 days). The independent directors in the AC have significant roles in
peak period of external auditor may cause scheduling financial  reporting  process particularly in auditing
problem for the auditor to complete their audit field work process  prior  to  MCCG 2007. The result is consistent
and shortage in audit personnel to be assigned in audit with prior studies conducted by Abdullah (2006) and
engagement which subsequently contribute to longer Hashim and Abdul Rahman (2011). This result supports
audit  delay  (Che Ahmad & Abidin 2008; Carslaw & agency theory in which independent directors would
Kaplan 1991). minimize information asymmetry (Hashim & Abdul

Regression Analysis: Table 5 shows regression results. 2010).
The results for the period before MCCG 2007 reported the Nevertheless, the result for the period after MCCG
value of adjusted R  is 27.98%, higher than the adjusted 2007 indicates that the independence level of AC no2

R reported  by  Che  Ahmad  and  Abidin (2008) and longer has significant influence on ARL for the period2

Ishak et al. (2010) which are 19.5% and 11.3%, after the revised code. This may be due to the fact that the
respectively. revised code of MCCG 2007 requires the committee to

In contrast, the result for the period after MCCG 2007 solely comprise non-executive directors which also
indicates low adjusted R  which is 0.0187, suggesting that represent the enhancement in independency level of the2

only 1.87% variation in the ARL can be explained by the committee. Thus, the independence level of AC after
ARL model. However, R  is not the perfect reliable MCCG 2007 does not only depends on the number of2

coefficient determination predictor (King 1986). R  is independent directors but also on the composition of all2

estimation on the percentage of variation can be explained non-executive directors in the committee [54].

2

2

2

2

2

2

2

st

Rahman 2011) and reduce agency problem (Islam et al.,
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Table 5: Regression Result
Periods included: 6 (Cross-sections included: 223)
Total panel (balanced) observations: 1,338
Coefficient covariance method: White cross-section

Period: BEFORE MCCG 2007 Period: AFTER MCCG 2007
Method: Panel Least Squares Method: Panel EGLS
(Cross-section FE) (Cross-section RE)
-------------------------------------------------------------------- ---------------------------------------------------------------------

 Variable Coefficient  t-Stat. Prob. Coefficient  t-Stat.  Prob.
Dependent Variable: Audit Reporting Lag (ARL)
C 178.1973 3.0324 0.0026 119.6190 8.2998 0.0000
ACI -20.8441 -3.5580 0.0004*** -0.1807 -0.1207 0.9039
NED 0.2535 0.2840 0.7765 0.7264 3.4380 0.0006***
ACS 5.4765 0.8609 0.3898 -1.8272 -2.1411 0.0326**
ACFE -0.6174 -1.1031 0.2706 -5.0513 -2.0006 0.0459**
ACA -7.8339 -14.9614 0.0000*** 0.6503 0.7771 0.4374
ROA 5.2139 0.5954 0.5519 1.8318 1.5328 0.1258
SIZE -2.4802 -0.9710 0.3321 -0.6414 -1.2570 0.2092
DAR -5.8078 -1.9209 0.0554* 6.4158 3.4137 0.0007***
OS -7.5957 -1.1149 0.2655 4.5120 8.5447 0.0000***
TEA 7.1797 3.7052 0.0002*** -0.9427 -0.9852 0.3249
AO 4.5161 3.8340 0.0001*** 3.6292 46.0719 0.0000***
YEND 4.1820 0.9014 0.3679 -0.5400 -0.3166 0.7517
R-squared 0.5321 0.0363
Adjusted R-squared 0.2798 0.0187
F-statistic 2.1092 2.0600
Prob(F-statistic) 0.0000 0.0177
Durbin-Watson stat 2.8908 1.7963
2- tailed test, ***, **, * are significant at 1%, 5% and 10% respectively

Audit Committee Composition of Solely Non-Executive after MCCG 2007 shows a significant negative
Directors and Timeliness of Financial Reporting: As relationship between AC size and ARL at  = 5%. The
shown in Table 5, the result indicates insignificant result is consistent with prior study conducted by
relationship between AC composition of solely non- Mohamad-Nor et al. (2010). It indicates that companies
executive directors (hereinafter referred as NED) and ARL that have more members in their AC tend to have shorter
for the period before MCCG 2007. In contrast, the result ARL for the period after the revised code [55].
reported a significant positive sign on the coefficient
value between NED and ARL at  = 1%, for the period Audit Committee Financial Expertise and Timeliness of
after  MCCG  2007. The result indicates that having all Financial Reporting: Table 5 shows that AC financial
non-executive directors as members in the AC contribute expertise has an insignificant relationship with ARL for
to longer ARL after MCCG 2007. It suggests the the period before MCCG 2007. In contrast, the result
ineffectiveness and inefficiency of non-executive shows that the AC financial expertise has a negative and
directors in performing their monitoring roles toward the significant relationship with ARL at  = 5% for the period
financial reporting process which may be caused by after MCCG 2007. This result is consistent with Hashim
multiple directorships in which directors may serve more and Abdul Rahman (2011). It shows the importance of
than one company at one time. Hashim and Abdul financial expertise in AC towards improving ARL for the
Rahman (2011) asserted that holding too many period after the revised code with regards to the changes
directorships at one time might limit the governing in AC characteristics.
performance of the directors.

Audit Committee Size and Timeliness of Financial Reporting: Table 5 also shows that AC activity has a
Reporting: The results (Table 5) for the periods before negative and significant relationship with ARL
MCCG  2007  show  insignificant  relationship  between (significant at = 1%) for the period before MCCG 2007.
AC  size and  ARL.  However, the result for the period This  result  indicates  that  the  more meetings held by the

Audit Committee Activity and Timeliness of Financial
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Table 6: Summary of Hypotheses Test

Panel A: BEFORE MCCG 2007 Panel B: AFTER MCCG 2007
--------------------------------------------------------------- --------------------------------------------------------------

Hypotheses (Relationship) Developed Hypotheses Relationship (Sig. level) Hypotheses Conclusion Relationship (Sig. level) Hypotheses Conclusion

H1 (ACI and ARL) -ve relationship -ve (  = 1%) Supported -ve (insignificant) Not supported
H2 (NED and ARL) -ve relationship +ve (insignificant) Not supported +ve (  = 1%) Not supported
H3 (ACS and ARL) -ve relationship +ve (insignificant) Not supported -ve (  = 5%) Supported
H4 (ACFE and ARL) -ve relationship -ve (insignificant) Not supported -ve (  = 5%) Supported
H5 (ACA and ARL) -ve relationship -ve (  = 1%) Supported +ve (insignificant) Not supported
H6 The timeliness of Model 1 ARL: t(668) = -1.181, p = 0.026,  = 5% Supported

financial reporting
improve after
MCCG 2007

AC in a year, the shorter the ARL. This result is significant variables, only two that supported the
consistent with prior study conducted by Mohamad-Nor developed hypotheses in which AC size and AC financial
et al. (2010). However, the result shows insignificant expertise have significant negative relationship with the
relationship for the period after MCCG 2007. It indicates timeliness of financial reporting after MCCG 2007. The
that AC activity which represents the activeness of the positive significant relationship between AC composition
AC has no longer affecting the timeliness of financial of solely NED and timeliness of financial reporting
reporting for the period after MCCG 2007 in relation to the indicates  the  ineffectiveness   of   non-executive
changes in AC characteristics. directors towards monitoring the process before the

Significant Changes in Timeliness of Financial documented several factors that might cause the
Reporting for the Period Before and after the Revised ineffectiveness of non-executive directors such as having
2007 MCCG: A paired samples t-test is conducted to limited time (Harris & Shimizu 2004), limited access to
investigate the changes in mean value of the timeliness of company’s information (Rhoades, Rechner &
financial reporting for the period before and after MCCG Sundaramurthy 2000), lack of power (Stiles 2001) and lack
2007. The result shows that the mean value of ARL is of independence (Kosnik 1987).
found  to  decrease after MCCG 2007 as compared to The second objective is to examine the changes of or
before the revised code. In line with that, the paired improvement in timeliness of financial reporting for the
samples t-test reveals a significant difference in ARL for period before and after MCCG 2007. The descriptive
the period before and after the revised 2007 MCCG with analysis shows that the average timeliness is slightly
t(668) = -1.181, p = 0.026,  = 5%. It shows improvement in decreased after MCCG 2007 as compared to before MCCG
the ARL after MCCG 2007 which is consistent with prior 2007. The result of the comparison of the mean values for
study conducted by Younes (2011). Table 6 summarises the period before and after MCCG 2007 indicates
the conclusion for the hypotheses tested in the study. significant improvement, suggesting the effectiveness of

CONCLUSION strengthening the requirements for AC characteristics.

The objectives of this study are divided into two. results of this study provide further evidence on
First, this study investigates the relationship between AC timeliness of financial reporting for the period before and
characteristics and timeliness of financial reporting for the after MCCG 2007. Additionally, the results present further
period before and after MCCG 2007. The results of this evidence with regards to ineffectiveness and inefficiency
study indicate that AC independence and activity are of non-executive directors in performing their
associated with timeliness of financial reporting for the responsibilities as AC members towards improving
period before the MCCG 2007. In contrast, the results for timeliness of financial reporting. Thus, the board and the
the  period  after MCCG 2007 in relation to AC show only nomination committee should ensure the effectiveness of
composition of solely non-executive directors, size and non-executive directors before appointing them to the
financial expertise that are associated with timeliness of board and also to rigorously identify their background
financial reporting. Nevertheless, out of the three before assigning them to the respective committee.

signing date of audit report. Prior researchers have

AC after the revision made in 2007 MCCG by

This study contributes in three ways. First, the
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Second, this study uses the revised 2007 MCCG to as the study sample due to differences in their reporting
measure AC characteristics. AC composition of solely requirement and ownership structure as compared to
non-executive directors, which is one of the new public companies. 
requirements introduced in MCCG 2007, is considered as Therefore, future research might consider extending
the independent variable. The result indicates that AC the period of study to five years or longer. In addition,
composition of solely non-executive directors is future research may also consider examining the trend in
positively associated with timeliness of financial reporting the timeliness of the public listed companies. It is also
for the period after MCCG 2007, which provides further suggested that future research include other corporate
evidence on the factor that affects timeliness of financial governance characteristics or structures in the revised
reporting. 2007 MCCG as variables in investigating the factors that

Third, the result of this study shows that the influence the timeliness of financial reporting. Finally,
timeliness of financial reporting is significantly improved future research may consider the introduction and
after MCCG 2007 in relation to AC, suggesting the adoption of FRS reporting framework as independent or
effectiveness and efficiency of the committee after the moderating variables to investigate the effect of FRS
revised code. The findings might be used by respective reporting framework on the relationship between
regulatory bodies to reduce the submission time frame of corporate governance characteristics or structure and
annual audited account for public listed companies in timeliness of financial reporting.
Malaysia. Further, the results that suggesting the
ineffectiveness of non-executive directors in the AC REFERENCES
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