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Abstract: The appointment of senior civil officials (SCO) to boards of directors of publicly traded firms, which
distinguishes Malaysia from other countries, has prompted questions regarding SCO's credibility as the board
of directors. The study's goal is to investigate the impact of network governance as depicted by senior civil
officials from the audit committee (SCOAC) on audit prices. The theoretical foundation is based on social
network theory and network governance. Quantitative methods will be used with data from publicly traded
companies' annual reports in Bursa Malaysia. The study's findings are likely to add to the existing literature on
network governance, SCOAC, and audit pricing. Furthermore, the study's findings are expected to serve as a
useful reference for regulatory authorities as they draft and evaluate related policies. This will be the first study
to present empirical evidence on the relationship between SCOAC and audit pricing in Malaysian public listed
companies.
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1. Introduction

Malaysia has a distinctive feature from other countries due to the appointment of senior civil officials (SCO) to
the boards of directors of publicly-traded companies. These ties derived from the introduction of the New
Economic Policy (NEP) in 1970 and the expansion of government bureaucracy in corporations or so-called
government-linked companies (GLCs) in the 1980s, which were triggered by the inequality in the distribution
of capital between different ethnic groups in Malaysia (Tee, 2019). The selection of SCOs as board members of
publicly traded companies may be influenced by their close connection with the government and legislators
(Wong & Hooy, 2020).

An example of the appointment of SCO as the board of directors includes the nomination of the former Inspector
General of Police Malaysia as the board of directors and Vice Chairman of Genting Berhad, an entertainment
and gaming company (Hamid, 2011). Another example includes the appointment of the Director of the Centre
of Excellence: Pelan Induk Terengganu Sejahtera (Pitas) related to the Terengganu State Government
Secretary’s Office as the board of directors of Golden Pharos Bhd, an industrial product and services company
(Yatim, 2021). Furthermore, a former Chief of Defence of Malaysia's Armed Forces has been appointed as the
chairman of the board of directors and a member of the audit committee for Ajinomoto, a food processing
company. These appointments of civil officials to the boards of directors of publicly traded companies can be
best described through the network governance characteristic.

Network governance is a set of mechanisms that help and preserve liaison among participating organizations
to increase the probability of attaining a predefined set of outcomes (Alvarez et al, 2010). Scarlett and
McKinney (2016) characterize network governance as a non-formal setting that includes two or more people
and/or organizations gathering to exchange thoughts, develop interconnections, recognize mutual concerns,
consider alternatives for collaborating effectively, power-sharing, and resolve mutual interest issues. Manit et
al. (2019) stated networked governance as a cooperative network involving individuals related to the
government and companies, who might be affected by the consequences of any policy implementation.

The existence of network governance was supported by Social Network Theory (Jones et al.,, 1997; Den Ouden,
2015; Turyahikayo et al., 2017). In this course, Social Network Theory explained the influence of the board
establishment and structure on a company (Bjgrndli & Gulbrandsen, 2010). Based on pre-existing
relationships, Social Network Theory reflects the expected route to obtaining company resources. For instance,
companies need to have multiple social links such as ties to civil officials to stay competitive in the market and
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have access to multiple crucial resources, such as knowledge and scarce information (Wu & Chen, 2012).
Through social networking, a company can resolve problems in terms of poor entrepreneurial organization
resources by forming a network exchange structure for critical resource suppliers.

The current study expected that the presence of network governance by senior civil officials from the audit
committee (SCOAC) as a board member would reduce the audit pricing due to the knowledge distribution and
information gathered by social networks. Network governance reduces transaction costs through social
mechanisms or social networks (Park et al., 2020). Accordingly, monitoring costs are part of transaction costs
(Kettunen, 2013). Consequently, audit pricing is categorized as a monitoring cost under transaction cost (Evana
et al, 2019). This has triggered the issue of network governance played by SCOAC with multiple crucial
resources received through the social network that may help auditors work, thus reducing audit pricing.
Nevertheless, it is unknown whether their nomination as board members would help in reducing audit work
and lowering audit pricing due to limited studies conducted related to SCOAC. Therefore, the current study via
SCOAC will examine the network governance relationship with audit pricing in public listed companies in
Malaysia, which to the best of the researcher’s knowledge, has not been tested in the audit pricing model.

The study's primary objective is to investigate the influence of network governance on audit pricing in
Malaysian public-listed companies. Therefore, the research objectives are listed below:

RO1: To investigate the relationship involving senior civil officials and audit pricing.

RO2: To investigate the relationship involving senior civil officials of the audit committee and audit pricing.

Significance of the Study
The study findings will have both theoretical and practical (policy) ramifications.

Theoretical Contribution: The study's findings will add to the theoretical contribution by providing more
literature on network governance, senior civil officials of the audit committee (SCOAC), and audit pricing.
Furthermore, the study will discuss the implications of senior officials serving on audit committees by
explaining the variation in audit pricing charged by companies.

Practical Contribution: The study's findings can be used by regulatory authorities to establish and evaluate
applicable regulations. This is due to the lack of a specification for the characteristics and numbers of senior
officials required to follow the Malaysian Board of Public listed firms' regulations. Finally, the study will shed
light on the profession of accounting in Malaysia by giving factual evidence on the structure of audit service
prices from an outside perspective.

The following section shall be presented as follows. Section 2 sets out a review of the literature. Section 3
discusses the research design. Section 4 provides the theoretical framework and variables definitions, and the
final section discusses the conclusion and recommendations.

2. Literature Review

Generally, network governance is related to governance because governance occurs within networks of
complex relationships between public and non-public entities (Wang & Ran, 2023; Sgrensen & Torfing, 2018;
Klijn & Koppenjan, 2016). The term "governance" covers a broad concept that includes network governance
(Kapucu & Hu, 2020). A complete overview of network governance comprises terms such as "persistent”,
"select", "structured”, "implicit and open-ended contracts” (Jones et al., 1997; Scarlett & McKinney, 2016). The
term "select" refers to network members who exchange information with one another but rarely with
strangers. Thus, network members do not represent the entire industry. Meanwhile, the "persistent” explained
that the network members collaborated over time. As a result, network governance functions as an active
process unit rather than a static one. Furthermore, the term "structured" refers to exchanges between network
members that have been developed instead of accidental or regular. Finally, the term "implicit and open-ended
contract" refers to adapting, organizing, and safeguarding transactions that are not based on authorities or
legally binding agreements. However, legally binding agreements may exist with a few members but do not
apply to all members. Table 1 presents the terminologies and definitions of network governance proposed by
previous scholars.
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Table 1: Terminologies and Network Governance Description

Network Terms Scholars
Governance

Description

Networks In the long-term recurring interactions that build Dubini & Alrich (1991)

interdependence  rely  on combinations of
responsibilities, requirements, public image, and
mutual interest.
Social networks An organized group of people who trade solely via Liebeskind etal. (1996)
common standards of integrity.

Network Select, persistent, and organized set of independent Jones etal. (1997)
Governance companies and non-profit entities involved in creating

products or services based on tacit and unrestricted

contracts for unpredictable environmental adaptability

and secure exchanges.

Network In the long term, recurring interactions that develop Larson (1992)
organizational reliance rely on various combinations of
forms responsibilities, standards, public image, and mutual

interest.
Network-based Mutual communication channels, independent resource Powell (1990)
organizational flow
structures

Source: A General Theory of Network Governance: Exchange Conditions and Social Mechanism (Jones etal, 1997)

The development of network governance is crucial because it incorporates social network theory and
transaction cost economics (TCE) (Jones et al., 1997; Turyahikayo et al., 2017). The transaction cost postulates
that the existence of network governance thrives on four exchange conditions consisting of 1) environmental
uncertainty, 2) task complexity, 3) frequency and 4) asset specification (Turyahikayo et al., 2017). Three
exchange conditions under the TCE perspective consisted of uncertainty, asset specification and frequency,
identifying which governing structure is effective.

For example, environmental uncertainty occurs due to the environment being unusually stable and
unpredictable. Adaptation has arisen because of environmental uncertainty, which is the "central problem of
economic organization" (Williamson, 1991). Miles et al. (1978) stated that this uncertainty was caused by
competitors, suppliers, customers, financial markets, and regulatory agencies. In addition, tax complexity
means a variety of specialized inputs must be accomplished for a product or service such as expanding the
scope of activities, the number of business functions required, the number of products produced, or the number
of different markets supplied resulting in various specialists and input (Killing, 1988). Next, frequency is
important for numerous reasons (Williamson, 1985). First, it helps the transmission of implicit information via
specialized exchanges, especially for tasks or knowledge. Second, frequent encounters under defined
conditions for relational and influenced structure efficiently laid the groundwork for a social mechanism to
adapt, govern, and preserve exchanges. Third, utilizing a specialist network governance structure resulted in
cost savings through frequent interaction. However, complications of adaptation, managing, and safeguarding
need to be highlighted effectively for a governance system to occur and develop (Williamson, 1991). Therefore,
Jones et al. (1997) moved beyond TCE by adding complex task conditions that triggered the emergence of
network governance.

The unique social environment and volatility of the Bumiputra corporate agenda resulted in the
implementation of the NEP in 1971, the Industrial Coordination Act (ICA) in 1975, followed by the formation
of GLCs reflected in Malaysia (Hamid, 2011). The implementation of NEP, ICA, and GLCs to support Bumiputra
in business prompted the establishment of network governance in Malaysia. Besides, the enactment of
Treasury Circular No. 3, Guidelines on Appointment and Roles of the Government as Chairman, Chief Executives
and Board of Directors of Public Companies, Government Companies and Government-Owned Companies
(Public Service Department, 1985) provides a declaration from the government.
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Moreover, the Securities Commission Malaysia (2021) released the Malaysian Code on Corporate Governance,
which stated that all board of directors, including civil officials, should be appointed based on qualifications
and have equivalent authorized responsibilities, as is the foundation of network governance in Malaysia. The
study identifies SCO following Article 132 (1) of the Federal Constitution that states “public services are (a) the
armed forces; (b) judicial and legal services; (c) the general public service of the Federation; (d) the police force;
(e) (Repealed); (f) the common public service referred to in Article 133; (g) the public service of each State;
and (h) educational services”.

Article 133 specified (1) A joint service, for the joint use of the Federation and one or more States or, at the
request of the States concerned, for two or more States, may be established by federal law. (2) If a member of
any public service is employed: (a) partly for federal purposes and partly for State purposes; or (b) for two or
more States, then the proportion of its remuneration, if any, payable by the Federation and the State or States
concerned or, as the case may be, by each State concerned, shall, subject to federal law, be determined by
consent or, if there is no consent, by the Commission whose jurisdiction extends to the member (Federal
Constitution of Malaysia, 1963).

The selection of SCO as director exemplifies the characteristics of network governance built on their close ties
to the authorities or lawmakers. Several studies have been conducted on SCO. Ang et al. (2013) found that
companies with former civil officials on their board of directors have higher company values because of better
governance practices in Singapore. Meanwhile, Wu and Dong (2021) stated that China's civil servant
independent directors improve company performance due to attainable public resources. In Malaysia, board
of directors among former civil servants are considered a stable connection and associated with higher
companies’ performance as they are not linked to a particular politician, are more professional and have better
governance (Wong & Hooy, 2018). Further, no significant results were found in the market reaction to the
former civil servant board of directors during the general election and the change of leadership in Malaysia for
similar reasons (Wong & Hooy, 2020). Hamid (2011) investigated the relationships between SCO and
performance, where the results showed that SCO contribution enhances performance more in non-GLCs than
in GLCs. The study will go more deeply by looking into SCO, which is also a member of the audit committee in
companies, particularly its links with audit prices. Figure 1 below shows further instances of SCOAC
appointments to boards of directors.
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SCOAC

Figure 1: Companies with senior civil officials as the audit committee board information
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Director Background:
Datuk Karownakaran
@Karunakaran a/1
Ramasamy
Director-General
Malaysian Investment
Development Authority

Datuk Hj Mohd Khalil
Bin Dato' Hj Mohd Noor
Auditor General in
Malaysia National Audit
Department

Cheah Tek Kuang
Served Malaysian
Investment Development
Authority

(I0I Corporation
Berhad)

Director Background:
Datuk Hj. Zainal Bin Hj.
Shamsudin

Deputy Director of the
Malaysian Special Branch
in the Royal Malaysian
Police Force

Baharom Bin Abd
Wahab

Headmaster in Malaysian
Public School

Mohd Khasan Bin
Ahmad

Assistant Manager in
Malaysian Securities
Commission

(Farm's Best Berhad)

Director Background:
Tuan Haji Ab Rahman
bin Mohammed
Former Deputy Auditor
General of Jabatan Audit
Negara

Dato’ Dr Vasan a/l
Sinnadurai

Former Head of
Orthopaedic Department,
Taiping Hospital

Datuk Dr Wan
Norashikin binti Wan
Noordin

Former Government
Dental Officer

(Perak Corporation

Berhad)

Similarly, an audit committee, according to Sultana et al. (2015), is a subcommittee of the board of directors
that handles audit, internal control, and financial reporting responsibilities. Audit pricing is better understood
from both the supply and demand viewpoints. The participation of corporate governance in improving
operational controls contributes to the lower level of potential risk observed by auditors (Urhoghide & Emeni,
2014). This represents a supply-side viewpoint, in which audit pricing is viewed as a component of an auditor's
evaluation of general audit risk. A strong corporate governance process leads to high-quality accounting
information. If good corporate governance can become a substitute for external auditing, a negative
relationship between audit pricing and governance mechanisms is expected to reduce audit pricing (Saputra &
Yusuf, 2019). A supply-side perspective or the lack of demand-side effects implies a negative relationship
between corporate governance and audit pricing (Urhoghide & Emeni, 2014).

Conversely, the demand-side viewpoint of audit pricing suggests a positive relationship resulted from
corporate governance and audit pricing (Johl et al,, 2012). In this case, the presence of corporate governance
contributes to higher audit pricing. For instance, further monitoring by institutional investors encompasses an
increasing request for audit efforts of auditors to enhance the quality of financial reporting (Tee et al., 2017).
Companies with outstanding corporate governance procedures, which include independent, quality, and
competent boards, tend to have greater audit pricing as a result of a high-quality audit. Previous scholars have
undertaken considerable research on audit prices. However, there are fewer studies on network governance
and no previously published research on SCOAC and its relationship with audit pricing. The study explains the
emergence and importance of network governance (SCOAC) that will reduce transaction costs (audit pricing).
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3. Research Design

The data for the study will primarily come from Malaysian publicly traded companies' annual reports. The
years 2014, 2019 and 2023 will be selected because it was the year after the Malaysian General Election, which
provided the stability of the information for SCO. The study's data is mainly derived from annual reports of
companies. Following previous studies, banking and financial industry companies will be left out of the total
sample, as the regulation and scope of these companies differ substantially from those of non-financial
companies (Johl et al., 2012; Kikhia, 2015).

Also, companies with insufficient financial information data and inadequate annual reports will be excluded
from the study. As an alternative source, the DataStream database will be used for the missing data. A
regression model will be used to investigate the link between senior civil officials on the audit committee and
audit pricing. In addition, the study will extend and imitate the well-established audit pricing model (see
Simunic, 1980; Che-Ahmad et al,, 2006; Abdul-Wahab et al.,, 2015; Tee et al,, 2017; Harymawan et al.,, 2020).
For the purpose to analyze the data, the study will use the ordinary least square (OLS) due to it being
extensively used in audit pricing literature (see Simunic, 1984; Abdul-Wahab et al., 2013; Truong et al., 2018;
Tee, 2019). Furthermore, additional studies will be undertaken to investigate the sensitivity of the results using
various measurements such as senior civil officials from the audit committee in the Big 4 auditor sample and
non-GLCs with the audit pricing.

4. Theoretical Framework

This study proposes a theoretical framework using Social Network Theory in network governance. SCO
preferred to be selected as corporate managers and directors because of their involvement and connection to
the government. SCO's close ties with the government are regarded as an important tool for the company's
development, as their connections and reputation encompass the resources necessary for their businesses. The
SCO could supply the corporation with lucrative contracts, potential customers, expertise, and information.
Using network governance, the study discusses the link between SCOAC and audit prices.

According to Ziggers et al. (2010), Social Network Theory in network governance discusses social structures
and claims that companies within a network intermingle as a result of dissociation, subletting, and constant
repositioning of professionals between companies. This situation binds the corporations together and
establishes a network that accepts information, guidelines, and mutual understanding. In other words, network
governance encompasses public and private institutions working together in a network of organizations to
manage resource distribution (Kapucu & Hu, 2020). Effective network governance or functioning co-
administration is capable of lowering transaction costs through efforts in a group of social networks, such as
the organization of information movement, legal matters, resource exchange, and so forth (Scarlett &
McKinney, 2016). As an outcome, such a network may provide an opportunity for the organization to enhance
its performance and, as a result, decrease the transaction costs, which the study recognizes as lowering the
audit pricing.

The study identifies SCOAC as an individual, who has previously or currently held the position of a senior officer
in the government sector as well as positioned as a company's audit committee. The study proposes that SCOAC
uses its government ties to reduce transaction costs (audit pricing). As mentioned earlier, some of the SCOs
were selected for their appointment as board members based on their good merit and seniority reputation
previously in the government department (Hamid, 2011). Boards with SCO were argued to incorporate better
governance practices and regulations based on the close ties and compliance of the government and top
officials (Ang et al,, 2013). SCO may entail providing companies with guaranteed investment prospects and
resources linked to the government (Jamaludin et al., 2015). As a result, it is reasonable to infer that SCOAC
represents the government through effective monitoring governance and solid ties with important elected
officials. The study implies that the presence of SCOAC gives knowledge and insights to the auditor and assures
that adherence to the company's regulations will help contribute to the decrease in audit inspection, therefore
reducing audit costs. The research framework and summary variables are illustrated in Figure 2 and Table 2
below:
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Figure 2: Theoretical Framework

Independent Variable

e SCO
e SCOAC

Control Variables

Dependent Variable

* LOGASSETS AUDIT PRICING
e LOGSUBS
e LIQUID
e LEVERAGE
e LOSS
e BIG.N
Table 2: Summary Variables
No Variables Name Variable Data Assessment Data Required
Type
1 Audit Pricing Dependent Logarithmic change in Ringgit Income Statement,
Malaysia's audit prices paid outto  Notes to the Financial
the auditor statement
2 Senior Civil Independent The ratio of total senior civil Total number of senior
Officials of the officials as audit committee over civil officials serving in
Audit Committee total audit committee audit committees
3 Auditee Size Control The natural logarithmic of total Balance sheet
assets
4 Auditee Control The natural logarithm of the Notes to the Financial
Complexity overall number of consolidated statement
subsidiaries
5 Liquidity Control The ratio of total current assets Balance sheet
over total current liabilities
6 Leverage Control The ratio of total debt over total Balance sheet
assets
7 Profitability Control The ratio of earnings before Balance sheet,
interest and tax over total assets, Netincome
Dummy variable, 1 for loss in the
previous year and 0 otherwise.
8 Auditor Control Dummy variable, 1 for Big Four Corporate
auditors and 0 otherwise information
9 Busy season Control Dummy variable, 1 for fiscal year ~ Balance sheet

end in December and 0 otherwise

5. Conclusion and Recommendations

The study's main purpose is to investigate the relationship involving senior civil officials on audit committees
and audit prices in Malaysian publicly traded companies. The study's sample includes Malaysian companies
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that were publicly traded in 2014, 2019, and 2023. Senior civil officials on the audit committee analyzed in the
study are expected to have a detrimental impact on audit prices. The study also anticipates that additional
analyses using senior civil officials in the sample of publicly traded companies, senior civil officials of the audit
committee in the Big 4 auditor sample, and non-GLCs will yield detrimental outcomes. The reason is that senior
civil servants on the audit committee utilized their close bond with the government to help minimize audit
work, resulting in lower audit prices. According to the Public Service Department (1985), an appointed
government officer needs to ensure that general government policy, NEP and corporate objectives are achieved
by the companies.

It is expected that the lower audit pricing with the audit committee's association ended up not being from their
preference for non-Big 4 auditors who provide lower audit quality, but instead from network governance
demonstrated by the audit committee's senior civil officials. This could be attributed to the influence of network
governance in reducing audit pricing. Besides, the enactment of Treasury Circular guidelines introduced by the
government provided the prospect for those companies to have government officers as board members, which
represented network governance that contributed to the reduction in audit pricing.

The study will add to the corpus of knowledge and understanding about the interaction involving network
governance (portrayed by SCOAC) and audit pricing. To the best of the researcher’s knowledge, studies related
to SCOAC have not been tested in the audit pricing model, therefore, this contribution will provide a deeper
understanding of how SCOAC will influence the audit pricing. In addition, the study will also provide useful
insight that the regulatory bodies might use to develop and evaluate more transparent policies based on the
findings since there is no specification on the characters and numbers of SCOAC in the Malaysian Board of
public listed companies' regulations. Furthermore, the findings of this study could benefit the Malaysian
accounting profession by giving empirical information on the structure of audit service prices from an outside
perspective. This detail is useful since reduced audit pricing usually occurs by preferred non-Big 4 auditors,
which leads to lower audit information quality.

The study does have certain drawbacks. First, the study's sample of SCOAC is based primarily on the yearly
reports available on the Bursa Malaysia web pages. Therefore, future studies can replicate the study through
other methods, such as interviews and survey measurement. Future research, for example, may take a
perceptual approach by conducting interviews with firm stakeholders about their views on SCOAC's
relationship with audit pricing, as the study will only follow a theory-driven method. Furthermore, while the
study only used secondary data as its main source, future research may incorporate primary data obtained
from auditors and other respondents, such as through questionnaire dissemination. Aside from that, future
studies could do the same research in a different corporate setting (or country).

Next, because there is insufficient and limited empirical information on SCO, future research might want to look
into the influence of SCO on various elements of committee members and the quality of the audit. In addition,
the results, while specific to Malaysia and the 2013, 2018 and 2023 GE, can serve as a reference for other
countries and elections. The study recommends further investigation on the influence of SCO at regional ranges,
as well as the use of different institutional variables, for instance, politics and culture, to identify the varying
influences of SCO throughout countries.

Lastly, future studies could investigate whether SCOs in Malaysia are valued beyond the audit price, such as
access to financing and grants. The study thus provides useful information for policymakers looking to develop
strong official frameworks that allow for transparent governance procedures for appointing SSC as board
members. Finally, the study focuses mostly on SCOs listed on Bursa Malaysia, with recommendations for
further research in non-listed government-controlled enterprises and private companies.
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