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Abstract: This research attempts to investigate the effect of audit quality on firm value in the
high corporate governance context. In addition, this study seeks to examine the role of
institutional shareholders as a moderating variable on the relationship between audit quality
and firm value. Dataset includes the 95 (out of 575) Thai listed companies which fully and
completely implement the Corporate Governance Code (CG Code) voluntary disclosure
recommended by OECD (Organisation for Economic Co-operation and Development) in 2021.
Multiple linear regression and Hayes’s regression-based analysis are done using market
capitalization as the dependent variable. The research results illustrate that audit quality relates
to firm value in a negative way, while profitability and institutional shareholders relate to firm
value in a positive manner. Moreover, the interaction effect between audit quality and
institutional shareholders wields a significant negative impact on the association between audit
quality and firm value, which indicates that the negative effect of audit quality on firm value is
stronger when more firm shares are owned by institutional shareholders. The results of this
study would potentially be very useful to managers, financial advisors, and policymakers to
observe the nature and vagaries of audit quality in high corporate governance environment,
especially when institutional shareholders hold a significant proportion of firm shares. The
study offers practical suggestions and recommendations for audit quality and institutional
shareholders, which are essential for overall operating efficiency and firm value. The outcomes
can help improve corporate governance practices, which in turn enhance the share price and
profits.

Keywords: corporate governance; institutional shareholders; audit quality; market
capitalization

1. Introduction

The recent scandal involving a Thai company’s finances has triggered concerns
about the integrity of audit quality. In February 2023, the Stock Exchange of Thailand
(SET) revealed failings at multiple levels of a company that was part of the Top 100.
Its 2022 financial statements initially documented a net income of around 3 billion
baht with sales amounting to more than 25 billion baht. After a special audit, what
actually happened was the firm had a loss of 5.99 billion baht and sales were only
17.49 billion baht. The external auditor who worked for one of the Big 4 firms during
the 2020 — 2021 financial year, was replaced by another Big 4 company which
produced a modified audit report in 2022. The 2022 audited financial statements were
submitted seven months late and the affected company’s stock price fell from 4.96 in
2021 to 0.02 baht per share in 2023 (SET, 2023).

Scandals such as this always cause investors to agonize over financial losses
regarding their reliance on external auditors who are trusted to produce true financial
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statements. Farouk and Hassan (2014) stated that generally, the main objective of a
financial audit is to deliver an independent assurance that companies fairly and
honestly presented their operating results and financial positions. External auditors
were required to support the achievement of high-quality financial reporting. For this
reason, audit quality is now a major concern of the trustworthiness of financial reports
(lliemena and Okolocha, 2019). Studies have long scrutinized the informative value
of audit quality for some years now. On one hand, research findings appreciate the
ability of external auditors who add information value to financial markets (Phana et
al., 2020; Al-ahdal and Hashim, 2022; Zahid et al., 2022; etc.). On the other hand,
some studies argue that based on publicly available information, external auditors may
not convey important or even correct messages to financial statement users
(Almarayeh et al., 2020). If the informative value of audit quality is inconclusive,
investors, especially minority shareholders, are in trouble.

The above scandal brings a research opportunity to revisit audit quality of an
emerging market. Furthermore, this study significantly fulfills the research gap of prior
studies. Firstly, recent events and other research motivated this study to investigate the
informative value of audit quality and what it means for firm value. However, unlike
previous studies, this one analyzes only quoted companies whose corporate
governance activities are highly reputed. This is to gain insights into the informative
value of audit quality when companies fully and completely implement the OECD-
recommended CG Code. Secondly, previous studies define firm value in different
means; however, the study introduces market capitalization as firm value measurement
for the analysis of informative value of audit quality. Market capitalization is one of
the most important indicators suggesting both company health, and efficiency and
steady progress of the capital markets (Khrawish et al., 2010). Also, based on the
formula of market capitalization, a stock price is multiplied by the number of
registered common shares. Previous studies have proven that stock price information
would immediately respond to new information sent to the markets. For this reason,
market capitalization is employed to observe the information value of audit quality in
this study.

Thirdly, this study expands on previous research by introducing the moderating
variable of institutional shareholders into the analysis. Institutional shareholders have
become important investors (Tihanyi et al., 2012). Institutional shareholders tend to
invest in emerging markets due to the high returns being made. Institutional investors
are deemed to play a vital role in capital markets. As of December 2017, De La Cruz
et al. (2019) asserted that institutional investors held 41% of the world’s market
capitalization, while in emerging Asian economies excluding China, institutional
shareholders held 16% of market capitalization. However, research on the influence
of Thai institutional investors on capital market is still limited (Saengchote and
Sthienchoak, 2021). This opens a hew opportunity to investigate this area.

Based on the preceding discussion, this study aims to investigate the informative
value of audit quality shapes firm value when moderated by institutional shareholders.
The present study’s contributions to the topic are as follows. First, it intends to observe
the linkage between audit quality, institutional shareholders, and firm value. More
significantly, it investigates the moderating role of institutional shareholders on the
association between audit quality and firm value, filling a gap in our knowledge.
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Second, rather than using all quoted companies, the study develops its sample dataset
focusing only on those which fully and completely implement the OECD-
recommended CG Code. These companies are considered as reasonable corporate
governance environments. This is to generate insights into the informative value of
audit quality in high corporate governance firms. Third, the model of this study is
based on agency theory (Jensen and Meckling, 1976) but also two related concepts:
auditor inspired confidence theory and institutional theory. Consequently, the study
intends to add to the academic knowledge by providing empirical evidence garnered
from the Thai stock market. Finally, by concentrating on audit quality and institutional
shareholders, the findings generate several explanations for the impact of informative
value by external auditors via firm value and when institutional shareholders moderate
this relationship.

The findings reported here reveal that audit quality has a negative impact on firm
value. In addition, the analysis shows that the institutional shareholders and
profitability ratios are positively linked to firm value. Furthermore, the institutional
shareholders play a good role as a moderating effect on the relationship between audit
quality and firm value in a negative way; the negative effect of audit quality on firm
value is stronger when more firm shares are owned by institutional shareholders.

The rest of the paper is structured as follows. Section 2 covers the literature
review and hypothesis development. Section 3 presents the research methodology
including dataset, measuring, hypotheses and regression models. Section 4 describes
the data analysis and results while Section 5 deals with the discussion and
implementation. Finally, Section 6 describes the conclusion of the main themes
covered here.

2. Literature review and hypothesis development

2.1. Underlining theories

The underlying theories of this study include three important theories: agency
theory, auditor inspired confidence theory, and institutional theory. Firstly, agency
theory is considered as the basis of this study. Agency theory explained the
relationship between ownership and management structure. Good corporate
governance should be used to maintain the benefits of the organization and reduce
conflicts between shareholders and managers. The first group is called the principal,
who agrees to give the resources and rights to manage the resources that they have.
The second group, called the agent who manages and ensures the principal receives
the highest return and the agent will receive compensation for that work. As
mentioned, the main objective of this study is to observe the informative value of
financial ratios which are the operating results of management on firm value (Jensen
and Meckling, 1976). In addition, Wallace (1980) identified three assumptions to
explain the need for auditing, which are the assumptions of stewardship, information,
and insurance. The best explanation of these assumptions using agency theory, which
explains the relationship between the company’s management (agent) and its
shareholders (principal), is that the agent can better represent the principal because he
has more information about the company’s value. DeAngelo (1981) stated that audit
quality is defined as the ability of auditors to identify wrongdoing by clients in their
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accounting systems and takes the form of financial statement manipulations. DeFond
and Zhang (2014) described audit quality definition in the 21st century as the higher
assurance that comes from clients’ financial reporting systems with relevant features
or characteristics. External auditors play vital roles in certifying financial statements.
So it can be state here that professional auditing standards refer to the auditor’s
responsibility to increase the confidence level of financial statement users, by
expressing an opinion on whether financial reporting is fairly presented in material
concern in accordance with the related auditing framework. Auditors must collect
sufficient and appropriate evidence to reduce audit risk (IFAC, 2017). The definition
of audit quality is subjective and based on the kind of research being done. Kneche et
al. (2013) saw audit quality as divided into four categories: inputs, process, outcomes,
and context. First, the inputs represent the audit team including professional
skepticism, knowledge, and expertise. Second, the process was measured by risk
assessment, tests of control effectiveness, analytical procedures, and working paper
review. Third, the outcomes represent various observable characteristics, for example,
restatements and quality of financial reporting, audit report accuracy, and regulatory
or legislative consistency. Fourth and finally, the context includes the audit fees,
tenure, and staff payments. This study will help researchers by enabling them to
identify audit quality proxies.

Secondly, the study employs the auditor inspired confidence theory stating that
auditors as a confidential agent whose function is derived from the need for expert and
independent examination as well as the need for expert judgment supported by the
audit work. This theory establishes a link between the users’ need for reliable financial
reports and the audit work’s ability to meet those needs. As a result, auditors must be
aware that the public expects audit failure rates to be low. As a result, auditors must
plan and carry out their audits in such a way that the risk of undetected material
misstatements is kept to a bare minimum. The auditor is required to conduct his work
in a way that does not betray his trust. In addition, the auditor’s duties and
responsibilities are derived from the public’s confidence and trust in the audit’s
success and the auditor’s assurance. In addition, it was also stated that society’s trust
in audited financial statements is misplaced when the audit process fails to address
societal expectations, resulting in a loss of the audit’s value relevance (Limperg, Flint,
and Bak, 1985).

Thirdly, this study introduces institutional shareholders as a moderating variable.
Institutional shareholders are based on institutional shareholder theory. The study by
Scott (1995) defines institutional shareholder theory by stating that in organizational
contexts, institutional theory focuses on the social structure which should be deep and
resilient. The theory is guided by the processes of systems, norms, rules, and practices,
and these become established as accepted guidelines and expectations for social
conduct. The very close definition of institutional shareholders in this study is stated
by Kraft and Furlong (2007) who contend that the creation of policies puts the focus
on the formal and legal features of government systems. More practically, Lina and
Fub (2017) remarked that there are three perspectives of institutional ownership: active
monitoring, passive monitoring, and exploitation. Active monitoring occurs when
institutional investors actively follow a firm’s operations in the hope that information
asymmetry is curtailed, addressing agency issues, and improving performance.
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Consequently, the interaction between engaged institutional shareholders may
improve performance. Passive monitoring occurs when institutional investors are
short-term speculators more concerned with short-term or immediate profits based on
access to privileged information rather than relying on monitoring to improve how
well the firm performs. As a result, it is reasonable to assume that there is no
relationship or a minimal association between business performance and institutional
ownership. According to the exploitation viewpoint, on the other hand, institutional
investors might support management in its attempt to exploit small shareholders and
undermine a company’s performance. In particular, if they stand to gain financially
from it, they might ignore the reality of management fraud. Therefore, if management
engaged in actions that compromised firm value, there would be friction between
business performance and what institutional shareholders expect. Institutional
shareholders may not directly relate to firm value and in fact, they may be outsiders of
the firms and use publicly available information including financial statements,
corporate governance, auditor opinions, etc., when making investment decisions. If
the information indicates pre-warning signal, the investments are less likely to occur.

2.2. Audit quality and firm value

Research has scrutinized the informative value of audit quality. The results
indicated both favourable and unfavourable outcomes. Many previous studies found
that audit quality influences firm performance in a positive way. Afza and Nazir (2014)
explored the impact of audit quality on firm performance. Their analysis strongly
noted that audit committee size and external audit quality (Big 4, Non-Big 4) had a
significant and positive impact on return on assets and Tobin’s Q. Aledwan et al. (2015)
investigated the influence of audit quality on companies’ performance. Their study
suggested that audit firm size and auditor independence wielded a significant influence
on firms’ operations; however, independence had a greater effect than size. Sim et al.
(2016) examined the effect of audit quality on financial success, and they suggested
that complying with financial reporting standards, disclosure of related information
and audit firm size had a positive correlation with firm performance. Phana et al. (2020)
investigated the impact of audit quality on firm performance. The study found that
firm performance was greatly improved by audit quality. The analysis also stated that
audit quality had a favourable effect on both employee satisfaction and customer
loyalty. Al-ahdal and Hashim (2022) analysed the effect of audit quality (Big 4, Non-
Big 4) on firm performance of quoted non-financial companies. The analysis noted
that external audit quality significantly and positively guided firm performance. Afifa
and Abdallah (2020) found that audit quality and earnings separately drove the share
price up.

Salehi et al. (2022) investigated the risk of stock price crashes and audit quality
(auditor industry specialization, and audit fees). The findings found a significant and
favourable relationship between the stock price crash and audit fees. Kuo et al. (2022)
stated that the quality of an individual auditor offered more informative value than
audit firms since investors realized that the knowledge acquired at an individual
auditor level was not always or completely communicated within audit firms. Zahid
et al. (2022) revealed that environmental, social, and governance (ESG) in its entirety
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or in sub-component form has a significantly negative effect on ROA (Return on
Assets). Additionally, ESG (Environmental, Social, and Governance) adversely
influences ROA. However, ESG has a significantly positive effect on revenue. Also,
audit firm size (Big 4, Non-Big 4) played a moderating role between ESG and ROA
in a negative manner. Afifa and Hamad (2023) found that auditor tenure has a negative
effect on ROA while audit firm size has a positive impact on ROE (Return on Equity)
and EPS (Earnings Per Share).

Previous studies investigated the informative value of audit quality from other
perspectives. For example, Chen et al. (2018) examined the influence of audit quality
(i.e., multinational audit firms) on stock prices. They found that high quality auditors
provided high quality financial statements. Alfraih (2016) investigated the effect of
audit quality (joint audit of Big 4 combined companies) on equity valuation, earnings,
and book value relevance. The analysis discovered that audit quality has a favourable
and significant effect on market participants. Significant differences in earnings and
equity valuation taken together among the auditor combinations were revealed. Ivungu,
Anande, Ogirah, (2019) revealed the influence of audit quality on improving the
quality of profits. Audit firm size, audit fees, auditor’s opinion, and auditor
specialization were employed to measure audit quality. The results showed that audit
fees wielded the most important influence on the quality of earnings.

In summary, some studies do not agree with previous outcomes stating that audit
quality negatively impacted firm performance. Elewa and El-Haddad (2019) examined
the impact of audit quality on firm performance. They found that Big 4 and audit
rotation had an insignificant influence on return on assets and returns on equity.
Almarayeh et al. (2020) stated that in emerging economies, external auditors did their
work very differently from those in the Western economies. In an institutional
environment, auditor size and fees had no significant relationship with earnings
management. Afifa et al. (2021) investigated the relationship among audit quality
(audit size, audit tenure, industry-specialist audit firm), firm performance (ROE, ROA
and EPS) and earnings management in direct and mediating dimensions. The study
indicated that audit quality, firm performance and earnings management have
significant effect to each other. Earnings management practices either fully or partially
mediate the relationship between audit quality and ROA, ROE, and EPS. Bakri (2021)
stated that dividends had negative effect to firm value, whereas audit quality
moderated the association between dividends and firm value. Yolandita and
Cahyonowati (2022) examined the influence of audit quality (Big 4, Non-Big 4) on
firm value and revealed that audit quality had a significant and negative effect on firm
value; Big 4 and Non-Big 4 firms elicited the same standard of performance. Afifa et
al. (2023) noted that audit firm industry specialization had positive effect to earnings
management practices. Audit firm size and audit firm industry specialization
positively affect company value. Moreover, earnings management practices had a
negative effect on company value, while earnings management practices functioned
as a mediator in the relationship between audit quality and company value.

However, even if previous studies have investigated the requirement of higher
audit quality, some studies raised some concerns about this issue. Xin (2020) stated
that the higher the audit fees charged, the better an accounting firm’s reputation
because the higher audit services means that more trustworthy information is being



Journal of Infrastructure, Policy and Development 2024, 8(3), 3428.

sent to financial statement users. Quoted corporations willingly pay reputable
accounting firms above-average fees, and this is done to reduce the possibility of their
financial statements being doubted. Gunn et al. (2019) stated that the audit market is
dominated by the Big 4 companies, which set the prices of auditing tasks. The study
found that Big 4 audit fees create barriers to entry into the market and make it difficult
for competing auditors to compete well. Audit quality can decline in a Big 4-
dominated market no matter how much is charged in terms of fees for the work done.
The above review has summarized both the advantages and disadvantages of the
informative value of audit quality. Consequently, this study challenges the informative
value of audit quality. This study offers the following hypothesis as follows:
Hypothesis 1: Audit quality is positively associated with firm value.

2.3. Institutional shareholders and firm value

Previous studies have set out to understand how ownership structures affect firm
value and business performance. For example, Lina and Fub (2107) examined the
impact of institutional shareholders on firm performance and their conclusion was that
they demonstrated that institutional shareholders positively affected firm performance.
However, not all institutional shareholders actively monitor firm performance in such
a way that it is enhanced. Domestic and small institutional shareholders, shareholders
with pressure-insensitive and foreign institutional shareholders had a significant
impact on firm performance. Ngakan and Marcellia (2021) investigated how
institutional ownership, the reputation of external auditors, and financial leverage
affect profit management. Their study concluded from three pieces of evidence that
institutional ownership had a negative impact on profit management. The auditor’s
reputation had a detrimental effect on firm performance as did financial leverage. Afifa
and Haniah (2021) noted that ownership concentration positively affects companies’
cash holdings and these in turn can negatively affect firm value. In addition, the board
of directors’ ownership, organizational ownership and foreign ownership directly
affect firm value, and had an indirect effect on firm value through the mediation of
cash holdings.

In Thailand, the government sets the policy of how institutional shareholders can
operate, through the Stock Exchange of Thailand (SET) allowing only some investors
to trade stocks in the name of institutional shareholders. These include the Bank of
Thailand, commercial banks and finance, insurance companies, mutual funds,
provident funds, social security agencies among others. These institutional
shareholders want to stabilize the stock market and shield it from volatility (Sooksarun
and Supattarakul, 2015). Sooksarun and Supattarakul (2015) investigated the
connection between the SET index’s volatility and institutional investors’ trading
activity. Their analysis indicated that institutional investors’ net purchases eventually
stabilize the SET index even if their individual purchases might either stabilize or
destabilize it. However, this analysis revealed empirical evidence demonstrating that
institutional shareholders’ net buys steadied the SET index only during downmarket
situations, not during the upmarket, so it was not definitive that institutional
shareholders were reasonable. According to Saengchote and Sthienchoak (2021),
institutional investors were crucial in the capital markets because they help with
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capital intermediation, governance monitoring, and opportunity identification. The
study noted that institutional investors contributed to the discovery of Real Estate
Investment Trusts Initial Public Offerings (REITs IPOs) prices and were compensated
in various ways for their involvement. While private institutional shareholders were
more energetic in later years following a regulatory modification of REITs, public
institutional investors were more influential in initial years when the market was less
active. In summary, institutional shareholders play a significant role in firm
performance and the Thai economy. This introduces the second hypothesis for testing
as follows:

Hypothesis 2: Institutional shareholders are positively associated with firm value.

2.4. Institutional shareholders moderate audit quality on firm value

Based on the authors’ knowledge, there is no study to date addressed the
moderating role of institutional shareholders on the relationship between audit quality
and firm value in Thailand. The very close studies of the research, for example, Ali
and Lesage (2013) investigated the use of auditors as a monitoring technique to reduce
agency issues brought on by various sorts of controlling shareholders. The analysis
noted there was no relationship between audit fees and family shareholders, a negative
relationship between audit fees and institutional shareholders, a positive relationship
between audit fees and government shareholders. These findings highlight the
conflicting influences of ownership type on audit fees. KhosroKhah (2018) suggested
that institutional ownership was a critical stock investment indication and can have a
significant influence on a company’s behaviour. The association between related party
transactions and firm performance was investigated. The study found that institutional
shareholders weakened the link between related party transactions and firm
performance. Recently, Li and Wang (2022) investigated how qualified international
institutional investors affect the audit fees paid by investee companies. According to
the study, institutional ownership has a favourable relationship with audit fees. In this
study, institutional shareholders could be considered as a moderating variable on the
relationship between audit quality and firm performance. This brings into focus the
third hypothesis for testing as follows:

Hypothesis 3: Institutional shareholders moderate the association between audit
quality and firm value.

2.5. Conceptual framework

The main aim of this study is to examine the relationship between audit quality
and firm value. Offered here is further evidence of the role of institutional shareholders
as a moderator in the relationship between audit quality and firm value. The conceptual
framework is presented in Figure 1.
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Figure 1. Conceptual framework.
3. Research methodology

3.1. Dataset

Instead of using all the companies listed on the SET, this study employs only
those companies that fully implement the CG Code voluntary disclosure as
recommended by OECD. This will help to produce insights about the informative
value of audit quality on firm value when corporate governance activities are fully
adopted. Here is the development of the corporate governance in Thailand.

The 1997 economic crisis caused damage to Thai capital market. Thai
government established the Master Plan for capital market development. One of the
key solutions was to create good corporate governance in listed companies. In 2002,
the government officially announced the good corporate governance campaign on a
national agenda. In 2004, Thailand participated in the World Bank’s Corporate
Governance Assessment Program. It is intended for both domestic and international
investors to be well informed about the development of corporate governance
regarding the supervision of the Thai capital market. The criteria used by the World
Bank in assessing Thailand are based on the OECD Principles established by the
Organization for Economic Co-operation and Development. In 2006, the Stock
Exchange Commission (SEC) proposed good corporate governance principles to listed
companies which were comparable to the OECD’s corporate governance principles.
Later in 2012, it was revised again to comply with the ASEAN (Association of
Southeast Asian Nations) Corporate Governance Scorecard, which is divided into 5
sections as follows 1) Rights of Shareholders 2) Equitable Treatment of Shareholders
3) Roles of Shareholders 4) Disclosure and Transparency 5) Board Responsibilities.
The Thai capital market has used good corporate governance principles set by the
Stock Exchange of Thailand as an important mechanism for enhancing CG in listed
companies.

The CG Code was introduced in the SET in 2017 as a guideline to support listed
companies’ boards (Self-Discipline) in their creation of a good corporate governance
mechanism or system. Compliance with the CG Code is based on the “Apply or
Explain” principle, which is for the board to apply the principles as appropriate to the
company’s business context such as the industry it operates in. The CG Code also
provides the guidelines and explanations in Compliance with the Code of Conduct. It
should be noted that the board committee may use other procedures that fulfill the
intent of the Code and if these are more appropriate, then these will be recorded as
well. Applying the CG Code properly will benefit the company itself and the
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shareholders, customers, and related parties. The CG Code is based on the CG
Principles of the Organization for Economic Co-operation and Development, which
are the same principles that the 2012 Principles of Good Corporate Governance use to
reference the guidelines for corporate social responsibility. International principles of
good corporate governance include The U.K. Corporate Governance Code (2016),
Malaysian Code on Corporate Governance (2012), King Code of Governance for
South Africa (2009) and Integrating Governance for Sustainable Success of the
International Federation of Accountants (2012) (SET, 2023).

This study employs the year 2021 as the dataset environment. This is because the
guoted companies spent one-two years training their administrators on how to deploy
the CG Code concept, but also incorporates the COVID-19 pandemic. As of December
2021, the total of 575 quoted companies were listed on the SET. This research
establishes a new coding scheme by employing content analysis to scrutinize and
measure the CG Code voluntary disclosure levels of 95 listed companies. The criteria
scores were from the Guidelines for Corporate Governance Principles recommended
by OECD, and the total of 137 practical issues were organized into 8 overarching
principles (SET, 2023). The study introduces the rating score based on a Likert scale-
type arrangement with 5 scores as follows: 5 = full disclosure, 4 = high disclosure, 3
= moderate disclosure, 2 = limited disclosure, 1 = rare disclosure (Jebb et al., 2021).
Table 1 shows the score results of CG Code voluntary disclosures of the 95 listed
companies used in the analysis. The results show that the mean value of the overall
score represents 3.88/5 which is considerably high. The set objective category is the
highest score, while the Carry out specified objectives have the lowest score. The
valuation result is shown in Table 1.

Table 1. Evaluation scores of the CG Code voluntary disclosure.

Items Mean Median SD Min Max
Principle 1 Establish clear leadership role and
o responsibilities of the board a4t 4.50 0.554 3.00 5.00
Set objective o . o
Prlnqple 2 Define obj_ect|ves that promote 391 3.90 0.504 3.00 500
sustainable value creation
Principle 3 Strengthen board effectiveness 3.82 3.82 0.501 2.73 4.95
Carry out the rpn;'rr]‘g'gr'ﬁeifnsure effective CEOand people 557 546 0716 229 500
specified objectives g
Prlpmple 5 Nurture innovation and responsible 375 367 0.650 200 500
business
Principle 6 Strengthen effective risk 375 357 0.674 214 500
management and internal control
Follow up, evaluate L . . .
performance and rnl;‘lsni:tple 7 Ensure disclosure and financial 388 400 0.712 207 500
disclose information gnty
Prlnmple 8 Ensure engagement communication 379 376 0.622 271 500
with shareholders
Total 3.88 3.86 0.369 3.11 491

3.2. Measurements and regression models

Market capitalization (LNCAP) value is employed as the dependent variable in
the analysis. The independent variables are composed of audit quality (AQ) and

10
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institutional shareholders (INST). Debt to equity ratio (FL) and profitability ratio
(PROFIT) function as control variables. Referring to only 95 observations of the
dataset, only five variables are employed as recommended by Hair et al. (2018), 15—
20 to 1 (observations: independent variables). This is to fit with the issue of
generalizability and data representativeness. Also, the study intends to use the dataset
only for the very first year of the CG Code voluntary disclosure’s implementation;
otherwise, the disclosure would be replicated and there would be no informative value
displayed by the disclosure. The variables and expected signs are documented in Table
2.

Table 2. Variables and their expected sign.

Variable

Expected sign  Measurement Previous studies

Market capitalization
(LNCAP)

Institutional shareholders
(INST)

Audit Quality (AQ)
Firm leverage (FL)

Profitability (PROFIT)

n/a

+

+

Khrawish et al., 2010;

Graham et al., 2010; Vernimmen et al., 2022;
Stock price at year-end date times  Pavone, 2019;
numbers of common shares Al-Afeef, 2020;

Farooq et al., 2020;

Alshubiri, 2021

The proportion of shares owned by ~ Linaand Fub, 2017;_
institutional shareholders to total Ngakan and Marcellia, 2021,

firm shares Afifa and Haniah, 2021a.
. - IFAC, 2017;
Audit fees divided by total assets Kneche et al., 2013
Debt to equity Pavone, 2019; Al-Afeef, 2020
zsrggt'; (loss) before tax to total Pavone, 2019; Al-Afeef, 2020).

Below are the multivariate regression models which assess the influence of
independent variables on firm value (market capitalization) and test the devised
hypotheses:

Hypothesis 1: Audit quality is positively associated with firm value.

LNCAP; = Bo+ B1AQi + B,FL;+ Bz PROFIT; + ¢; (1)
Hypothesis 2: Institutional shareholders are positively associated with firm value.
LNCAP; = B+ B1AQ; + BoFL; + BsPROFIT; + BLINST; + ¢; (2)

Hypothesis 3: Institutional shareholders moderate the association between audit
quality and firm value.

LNCAP; = Bo+ B1AQ; + B2FL; + BsPROFIT; + BLINST; + Bs(AQ; X 3)
INSTi) + By + &

4. Data analysis and results

4.1. Descriptive statistics

Descriptive statistics for the variables are shown in Table 3 and Table 4. Table
3 reveals audit firm types and indicated here is that 84.21% of audit firms are Big 4,
followed by local firms at 12.63% and non-Big 4 international firms of 3.16%,
respectively. The Table also indicates an audit fee range. The majority of audit firms
(70.53%) charge their clients around 1 — 5 million baht per year, followed by 5 — 10
million baht (14.74%), more than 10 million baht (12.63%) and less than 1 million
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baht (2.10%), respectively. The mean value of audit fees is 7.05 million baht. Table 4
illustrates that the average audit quality (audit fees to total assets) is 0.029 with the
minimum of 0.001 and maximum of 0.190. Institutional shareholders hold common
shares at 23.181% on average, ranging from 0.060% to the maximum of 87.740%.
Lastly, the average firm value measured by the natural logarithm of market
capitalization (LNCAP) is 9.116 ranging from 6.447 to 13.074.

Table 3. Types of audit firms and audit fee.

Audit firm types Frequency % Audit fee range Frequency %
Big 4 80 84.21 <1MB 2 2.10
International (Non-Big 4) 3 3.16 1-5MB 67 70.53
Local firm 12 12.63 5-10 MB 14 14.74
Total 95 100.00 >10 MB 12 12.63
Total 95 100.00
MB = million Thai baht
Table 4. Descriptive statistics.
Variables Mean Median SD Minimum  Maximum
Dependent Market Capitalization 9.116 8.857 1.551 6.447 13.074
Independent Audit Quality 0.029 0.010 0.053 0.001 0.190
Moderator Institutional shareholders ~ 23.181 15.100 24.197 0.060 87.740
Control Firm Leverage 0.465 0.475 0.216 0.042 0.894
Profitability 0.074 0.057 0.075 -0.061 0.506

4.2. Data validity and reliability

Before proceeding to the multivariate analysis, regression assumption tests are
performed. Initially, Mahalanobis statistical technique (Bhattacharjee and Tapabrata,
2019) is used to observe outlier concern. Mean-Centering (Dalal and Zickar, 2012) is
employed to reduce multicollinearity problem, especially the interaction term of
predictor and moderating variables. Variable correlations are illustrated in Table 5.
The analysis found the highest simple correlation between audit quality and firm
leverage exists at —0.497, p-value < 0.05, which means that there is no
multicollinearity problem (Bryman and Cramer, 1997). Also, Table 6 shows VIF
ranging from 1.137-1.756, close to 1. This also confirms that multicollinearity is not
a concern (Neter et al., 1989). The analysis suggests that multicollinearity among the
variables does not interrupt the regression analysis results. Table 5 indicates that the
dependent variables (LNCAP) negatively correlate to audit quality (AQ), while they
positively correlate to institutional shareholders (INST) and firm leverage (FL).
However, it is found that there is no significant correlation between market
capitalization and profitability (PROFIT).
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Table 5. Correlation matrix of variables.

Variable AQ INST FL PROFIT LNCAP
AQ 1

INST -0.298%* 1

FL -0.497%* 0.296 1

PROFIT 0.154 ~0.065 425 1

LNCAP ~0.509%* 0.335%* 0.298** 0.054 1

Notes **p < 0.05.

4.3. Regression results and analysis

Due to the fact that the study intends to use only the first year of CG Code
voluntary disclosure, time-series, cross-sectional time data and regression assumptions
are not much concern. The analysis results are shown in Table 6. Model | reveals that
audit quality has a negative impact on firm value. This finding does not support
Hypothesis 1 and does not agree with the agency theory and auditor inspired
confidence theory; however, this result agrees with previous studies by Afifa et al.,
2021; Yolandita and Cahyonowati, 2022. Possible explanations are that the companies
in this study are listed companies which fully implement the CG Code voluntary
disclosures as recommended by the OECD. These businesses have good corporate
governance practices. Therefore, audit quality may not be deemed necessary to
investors when making investment decisions. On the opposite, a high-quality audit
firms always charge higher fees, meaning that higher costs would lower a firm’s profit,
reduce the stock price, and then lower the firm’s market value. Therefore, audit quality
negatively affects firm value. This explanation is backed up by the study of Xin (2020)
and Gunn et al. (2019). Furthermore, investors consider the quoted companies as
paying premium audit fees because the inference is that their stocks are at high risk.
Therefore, investors’ demand for companies’ shares tends to decrease. On the other
hand, investors are more likely to buy stocks when audit fees are lower (i.e., low-risk
companies). The implication of this result is that investors should be careful about
companies with high audit fees when investing in their stocks. The empirical evidence
shows that higher audit fees reflect company risk. As a result, the stock price decreases
as does the firm’s market value. Regulators should be alert to those companies with
high audit fees as they are likely to be at high risk.

Institutional shareholders were designated as a main effect predictor in Model Il
referring to hypothesis 2. The analysis shows that institutional shareholders are
positively linked to firm value. The findings suggest that institutional shareholders
positively affect firm value (B = 0.012, p < 0.05), accounting for approximately 3.1%
of incremental variance in support for firm value above the main effects of audit
guality and the control variables as shown in Model I. Thus, hypothesis 2 is supported.
In addition, the result is backed up by institutional theory. Furthermore, this result is
in line with the study by Lina and Fub (2017); Ngakan and Marcellia (2021);
Saengchote and Sthienchoak (2021). This is because institutional shareholders always
search for better business operating conditions, good corporate governance practices,
financial positions, and operational results. When institutional shareholders get these
positive signals, they decide to invest in the stocks that are of interest to institutional
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investors. However, based on the scandal mentioned in the introduction section, the
proportion of institutional shareholders is quite high before the scandal breaks down.
The implication of this finding is that retail investors should scrutinize the institutional
shareholders with caution. Although, high proportion of institutional shareholders are
likely to increase stock prices, retail investors should take the information into
consideration whether to invest or not. Furthermore, regulators should carefully
observe this extraordinary event by noticing the abnormal proportion of institutional
shareholders to the publics.

Further, hypothesis 3 proposes that the influence of audit quality on firm value is
moderated by institutional shareholders as shown in Model Ill. It is revealed here that
audit quality negatively and significantly affects firm value (B = -1.353, p < 0.01).
Curiously, the regression coefficient for the multiplied audit quality with institutional
shareholders is statistically and significantly negative (B = -0.026, p < 0.05), and
accounts for approximately 4.8% of the incremental variance in support for firm value
above the main effects of audit quality and institutional shareholders, and the control
variables. The results confirm that institutional shareholders moderate the influence of
audit quality on firm value. Thus, hypothesis 3 is supported and also supported by the
study of KhosroKhah (2018); Li and Wang (2022).

Furthermore, according to the firms used in this study fully comply with the CG
Code, the influence of audit quality on firm value becomes more negative and stronger
as the proportion of institutional shareholders increases. This phenomenon is
considered from the point of view of institutional shareholders who analyze or
evaluate the value of ordinary shares for those companies listed on the SET as fully
adhering to the CG Code. They are firms with good corporate governance practices in
place. Lower audit fees reflect the company’s low risk status, so it is preferable for
institutional shareholders. Thus, having more institutional shareholders will lead to
improved firm value. Specifically, the lowest level of audit fees and the highest level
of institutional ownership will result in the highest firm value. This phenomenon
decreases as the audit fees become more expensive. However, if the audit fee is higher
than the indifference point, institutional shareholders consider such companies to be
high risk. Consequently, the business value decreases. The implication of this finding
is that in order to increase market capitalization (i.e., stock price) institutional
shareholders should invest in companies not only under a good corporate governance
scheme, but also under low risk which is evidenced by low audit fees. This is to show
the public, especially investors and auditors, that the company is in good condition
and remain sustainability.

Lastly, the analysis shows that a company enjoying better profitability is more
likely to have a higher stock price and higher market capitalization. This means
profitability information is still important information when buying stocks. The
implication of this result suggests that management should pay attention to their
company’s operating results because it is fundamental to highlight the firm’s viability
and sustainability well into the future.
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Table 6. Multivariate regression results.

Variables Model I Model 11 Model 11
g:gitdﬁg;\garket B(t) Beta p-value B(t) Beta p-value B(t) Beta p-value
(Constant) 8.338  0.001*** 8.496  0.001*** 8.615 0.001***
(17.642) (18.031) (18.762)
Main effect
AQ -1.129 -0.464 0.001***  -1.039 —-0.428 0.001***  -1.353 -0.557 0.001***
(-4.550) (-4.194) (-5.030)
Control variable
FL 1.056 0.147 0.189 0.753 0.105 0.348 0.239 0.033 0.766
(1.323) (0.943) (0.299)
PROFIT 3.862 0.188 0.057* 3.630 0.177 0.069* 3.652 0.178  0.060*
(1.927) (1.839) (1.908)
Moderator effect
INST 0.012 0.188 0.045** 0.010 0.162 0.077*
(2.030) (1.790)
Interaction terms
AQ x<INST -0.026 -0.245 0.011**
(-2.594)
Model summary
R Square 0.290 0.321 0.369
Adj.R? 0.267 0.291 0.334
R Square Change 0.031 0.048
VIF 1.226-1.590 1.137-1.648 1.152-0.756
F-statistics 12.409*** 4.119** 6.728**

Notes ***p < 0.01, **p < 0.05, *p < 0.1; n = 95 for all models, t statistics in parentheses.

4.4. Further analysis of the moderating role of the institutional
shareholders

The PROCESS macro for SPSS by Hayes (2012) was applied to identify the
conditional impacts of audit quality on firm value at different levels of institutional
shareholders as shown in Table 7. The interaction effects between audit quality and
institutional shareholders are: 1) when institutional shareholders are at a low level (one
standard deviation lower than the mean), the interaction effect is negatively
insignificant at a level of .05 (p = 0.0057) with a coefficient of —0.7507; 2) when
institutional shareholders are at a moderate level (the mean value) and at a high level
(one standard deviation above the mean), the interaction effect is negatively significant
at a level of 0.01 with a coefficient of —1.3535 and —1.9843, respectively. Thus, the
effect of audit quality on firm value was moderated by institutional shareholders, such
that the effect is negative and stronger when the proportion of institutional
shareholders increases.
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Table 7. Conditional effects of audit quality on firm value at different levels of institutional shareholders. Output from
PROCESS macro for SPSS.

Test (s) of highest order unconditional interaction (s):

X*W o F 6.7275 df1 1.0000 df2 89.0000 pue
Focal predict: MAQ X)

Mod var: M_INST (W)

Conditional effects of the focal predictor at values of the moderator (s):

M_INST Effect se t p LLCI ULCI
—23.1214 —0.7507 0.2648 —2.8349 0.0057 —1.2769 —0.2245
0.0000 —1.3535 0.2691 —5.0301 0.0000 —1.8881 —0.8188
24.1972 —1.9843 0.4364 —4.5469 0.0000 —2.8514 -1.1172

To demonstrate the conditional impacts of audit quality on firm value at the 3
levels of institutional shareholders—high, moderate, and low—the graph was plotted
as shown in Figure 2. The interaction effect between institutional shareholders and
audit quality leads to a decrease in firm value when institutional shareholders at the
high level are greater than the moderate and the low level, respectively. It is obvious
that higher audit quality leads to a decline in firm value when institutional shareholders
are at a high level more than when they are at a moderate level, and at a low level. The
conditional effect of audit quality on firm value when institutional shareholders are at
a high, moderate, and low level equates to —1.9843, —1.3535, and —0.7507, respectively.

When institutional shareholders are at high, medium, low level, where audit
quality is at one standard deviation below the mean (AQ = 0.0025), firm value is equal
to 10.5075, 9.8564, 9.2342, where audit quality is at the mean (AQ = 0.6379), firm
value is 9.2485, 8.9976, 8.7579, and where audit quality is at one standard deviation
above the mean (AQ = 1.2763), firm value is at 7.9818, 8.1336, 8.2786, respectively.
Interestingly, there is an indifference point that occurs when audit quality (fees) is
about 1.05. At this point, firm value is the same at about 8.4 regardless of the level of
institutional shareholders. Beyond the indifference point, a higher level of institutional
shareholders leads to diminished firm value, such that when institutional shareholders
are at a high level, firm value is lower than when there is a moderate and low level of
institutional shareholders.
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Conditional effect of audit fees on firm value at different levels of institutional shareholders
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Figure 2.

Conditional effects of audit quality on firm value at different levels of institutional shareholders.

5. Conclusion

The study explores the link between audit quality and firm value when moderated
by institutional shareholders. More critically, it scrutinizes the moderating effect of
institutional shareholders on the relationship between audit quality and firm value. The
dataset includes the 95 quoted companies, which fully implement the OECD-
recommended CG Code of voluntary disclosure, on the Stock Exchange of Thailand.
The contributions of the findings are three folds. Firstly, show that audit quality (audit
fees) has a negative impact on firm value. This means that if audit fees are higher,
market capitalization is more likely to be lower. Secondly, the study also finds that
when institutional shareholders were designated as a main effect predictor of firm
value, the analysis shows these shareholders are positively associated with market
capitalization. This means the proportion of institutional shareholders increase, market
capitalization is more likely to increase. Thirdly, when adding the interaction term
between audit quality and institutional shareholders to the analysis, the result shows a
significant negative impact on the association between audit quality and firm value. In
addition, the negative effect of audit quality on firm value is stronger in firms with
higher level of institutional ownership. This means that institutional shareholders
enhance the relationship of audit quality and market capitalization.

Limitations and further studies

Finally, the analysis realizes the limitations of this study. The study intentionally
chose the very first year of the CG Code’s adoption. If the analysis employs more
years, the application of the CG Code in later years by other companies may not reflect
the truth of the analysis results. However, for the purpose of generalization,
longitudinal datasets should be considered in further study. In addition, the factors
influencing market capitalization tend to change all the time. Therefore, new factors
influencing market capitalization should be introduced. Both company information
including financial ratios and outside information including economic indicators (i.e.,
GDP, Income per capita), stock exchange index, interest rate should be used in future
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analyses. Finally, the study should further examine audit quality in terms of audit risk,
auditor independence, audit tenure, audit firm type (Big4 and non-Big4) and auditor
characteristics, such as audit skills, knowledge, experience, quality monitoring
practices, auditor-audit firm relationships, client relationships, and number of
companies the auditor is auditing. It should also examine additional variables that may
affect performance, such as the shareholder structure of management and institutional
investors, which serve as proxies for good corporate governance mechanisms.
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