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Abstract
In the present days of emerging market and corporate scandals such as financial crisis task of the firm’s performance and way of improvements are important for the companies, investors and others party. There is one way that the impact of firm performance is auditor selection, which is known as external monitoring of the financial performance of the firm. So the purpose of the study is the examination of the impact of the auditor selection on the firm’s performance for listed companies in the banking sectors. In this report, I show the use of audit fees and organizations rotation as techniques for auditor selection and the quality of the audit. The return on asset is the way to measure the firm performance. I found that there is a close relationship between the audit quality and ROA. Now a day’s companies are changing the auditor more frequently than in the past to judge the performance of the firms and find out the differences.
Nowadays  in  the  emerging  market  and  after  corporate  scandals  as  well as  financial 
crisis the  issue of firm performance and ways to improve it are crucial  for companies, investors and 
third  parties.  One  of  the  ways  that  it  can  impact  firm  performance  is  audit  quality,  which  it  is 
recognize as external monitoring. Therefore, the purpose of this research is to examine the impact of 
audit quality on firm performance for Malaysian listed  companies for the period of 2003 to  2012. In 
this study, we use audit fees and audit firm rotation as proxies for audit quality. Return on assets and 
Tobin’s q are used as measures for firm performance. We found that there is insignificant relationship 
between audit  quality  proxies (audit  fees  and  audit  firm  rotation)  and  ROA.  We  also found  that  an 
audit  fee  is  significantly  and  positively  related  to  Tobin’s  Q.  However,  audit  firm  rotation  is 
insignificantly  related  to  Tobin’s 
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That’s why a good auditor selection process is important in which way of process of auditor selection can be performed most effectively. For a good selection process is suitable to participate in the debate to achieve the following goal. To create a good auditor selection process the firm should focus on the quality of the audit to get a good audit for the firm. From this study, it is helpful to know that every firms on company cited for a quality full auditor or audit firm for their excellent quality controls share ideas and techniques on how improve audits while saving time and increase profits of the firms. An efficient helps the company to detect errors and frauds at the beginning and provide actual views about financial information. This task based on secondary date of collected from previous annual reports and financial statements. By achieving audit efficiency the company’s would be more profitable. Manage and train the client, Retain clients and staff & Plan Property etc. The auditor should relate the audit efforts with the level of risk and materiality is more efficient way. 
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CHAPTER ONE: INTRODUCTION
Introductory part of the Report:
Generally accepted auditing standards (GAAS) is the set of some guidelines that the auditors used to conduct audit of the company’s financial performance, to ensure the accurate performance, consistent, and verifiable of the auditor’s report. The auditing standards board identifies the required attributes of the auditor and ensures the selection process appropriately. It is the policy of the external auditors to provide an annual declaration of their independence to the Audit Committee. To met the market response and others demand of the current market place the firms are changing their auditor more frequently than the past decades. So an appropriate selection process is important to perform performed most effectively.













OBJECTIVE OF THE STUDY:
The objective of an audit is important to express an opinion on the firm’s financial statements. The auditor examines the financial statements of the firm and the current market position and operations of that firm to give the opinion about the audited statements. There are some limitations of the audit examination that would not be possible for the auditor to find out all the errors of the statements due to the limitations. Here in the report I mention of two types of objectives those are describe below: 


1.1 Primary objective:
The main objective of the audit is the primary objective such as:
1. Checking the internal systems of the firms.
2. Check how much accurate the accounts, posting, casting, balancing etc.
3. Verifying the authenticity and validity of the transactions of the firm
4. Check the revenue and capital related transactions in proper way.
5. Confirm the existence and value of asset and liability.
Verify all the requirements that are weather fulfill or not. Prove the true and fair operation results that are presented below by the income statement and the financial position are showing by the balance sheet.








1.2 subsidiary objectives:
Those objectives are used to and help to achieve the primary or main objectives that are known as the subsidiary objective. Those are given below:
Prevention and detection of errors:
The errors which are created by mistakes, carelessness, or the lack of knowledge those are known as the errors of audit. There are several types of errors I mention below:
· Principle errors.
· Omission errors.
· Commission errors.
· Errors of compensation.

Prevention and detection frauds:
This type of mistakes is occurred committed knowingly with the interest of the direction of the top level management, at the time of audit. Management is committed to this type of frauds to decrease the tax of the firm, and show the management is effective and expect to get more commission by selling the share in the market at a minimum price. So the detection of frauds is the main job for the auditor, such as:
· Cash misappropriation
· Goods misappropriation
· Account manipulation.

Under or over valuation of stock:
Though there are such frauds are committed by the top management of the firm, so whatever information or data they are provide to the auditor are also be false that normal. So the auditor should be aware about to audit those firm statements as well.



Other objectives:
Except those objectives are given, there are such some other objectives we see, those are:
· Provide the information to the income tax authority.
· Satisfy the requirements of the company act.
· Must have the moral effect.

1.3 Research methodology:
The recent scandals and frauds law of international and regional company that the internal control only is not so much strong as need and there are many weaknesses let to the outcome of the firms lacking. So the researchers interested to investigate the internal control of the firms of listed companies and large corporations and highlight those problems. Many researchers and executive find out the main causes of those problems are insufficient relevant functions of the internal auditor and they are not assigning this with the real importance of the firms. They are trying to find out how the companies are getting too much larger and their operations are how exceeds the more number of volume and the competition among the companies around the world.  The internal audit activities of the firm affect others in inside or outsides of the firms for example, when the external auditor assess the several levels on the work has been done by the internal auditor of the firm, when the external auditor come to take the decision of the sample size as those are increase or decrease in accordance with how much the external auditor trust the internal auditor done accurately the audit tasks. Recently a lot of improvements have appeared to extent the activities of the internal control systems to work with independency after the emerging of the audit committee and the responsibility in front of board of directors and the shareholders to make the worth of researching. In 1947 the first internal auditor agency was formed and became international, now the agency has 150 branches over the world. The agency has more than 1000,000 members, and it was stands for to define the clear moral position of the internal auditing. In 1999 the agency defined a clear manner as, independent assurance of objectives and consulting activities are designed to add value to improve the company’s operations. It helps the firms to achieve its goals by its systems, disciplinary approaches to evaluate and improve the effectiveness of risk management, control and government policy. The research refers to improve the internal audit and the responsibility inherited with it and the important role it has control over the performance as required to the managerial and financial sectors.

1.4 Limitation Audit Report:
The audit report is limited by the management and it’s a popular task of audit discussion. In the standard of audit report, the auditor has the full right to access to any kind of information that may help to obtain evidence to express the opinion. However the practice of audit report, management tries to prevent auditor to achieve some important information. This is for the management don’t trust the auditor fully in relation with the ethic related confidentiality of some integrity problems. Those problems might prevent the auditors to give the appropriate quality opinion that should provide like:
· Constraints of time for the auditor to practice normally face to time constraints which may not provide them enough time to perform their activities as they should do.
· The ethic required the auditor to stay independence from the audit client. That make obvious that the auditor don’t bias when they perform their tasks and when they provide audit opinion.
· Risk may not be detected by the auditor like the inherent risk and the fraud risk. The audit standards let the auditor to create proper planning along with the risk assessment to make sure that the quality of audit is maintained and the risks which are related with the topic are minimized. The auditor could not eliminate all of that risk of material misstatement from the statements.
· The qualification and competency of the auditor is also an important point to consider auditing a firm. To audit a firm, the auditor needs to hold a CPA qualification but in terms of huge competition and amount of tasks, the quality of audit report may be suffered in some area.



1.5 Scope of audit:
The main task of the scope of audit is to determine the range of the activities and the time period of records that is the subject matter of any audit task. The scopes of audit are: 

Legal requirements:
The auditor determines the activities of the audit of financial statements according to the required legislation and regulations of professional bodies.
Entity aspects:
The auditor must be organized to complete all the aspects of entity as far they are relevant to the financial statements that should be audited. There are many areas where the business entity works. Small entity has few functions where as a large entity has many functions. The auditor responsibility is to go through all the functions at the time of auditing.

Reliable information:
Auditor should acquire reasonable assurance whether the accounting records contained information and the source of data should be reliable and enough to prepare the financial statements.

Proper communication:
The auditor will decide the shared information is appropriately communicated in the books of account. From the accounting figures and facts the presented information should be understandable for the readers to know about the business entity.

Evaluation:
The auditor examines the reliability and sufficiency of the contained information in the records and another source data to make a study and evaluation of the system and internal controls.
Test:
The auditor inquiries and verify the procedures of accounting transactions and account balance as they consider clearly in the particular situations.

Judgment:
The auditor determine the communicated information whether those are properly relevant or not by considering the judgment that the management of the firm prepare the financial statements according to the law or not.

















CHAPTER TWO:  Literature Review on

2.1 Auditor Selection:
Now a day’s the companies are changing their auditor frequently to adjust with the current market response and to cope up with other demand. An additional selection of audit is very important to enhance the quality of audit and ensure the independence of the auditor. Companies are seeking to get the auditor selection process in the effective way and way of cost minimization and shareholders and investors of the company could include in the selection process.
To select a high quality process when selecting an auditor in an efficient way and low cost way first of all should select the applicable environment. To arrange a debate in order to pursue some goals to achieve like: to create a transparent and informed auditor selection process, ensure the appropriate focus on the audit quality and their contribution to the selection of an auditor who is independent in nature with the laws and regulations. In present days there are several studies about the audit quality, and to respond of several questions one may be referred to an important task by the IAASB to develop the framework of the audit quality. The service quality and the value of the client and all the stakeholders as well as the need of the established interaction amongst the stakeholders that increase the quality of the audit. The selection process may be the information gathering before selection of auditor, pre-selection of the auditor or the audit firms to be invited to participate in the selection process. Develop the criteria, ranking the importance of those criteria developed before that will help to review and analyze and assess the candidates. By this process a quality auditor can be select to audit the firm’s financial statements.




2.2 Audit Environment:
In general, the environmental audit is reflected on various types of evaluations intended to find out the environmental compliance and management system implementation gaps, and along with the related corrective actions. In this way of performing a similar function to the financial audit program. 
In order to improve its capabilities the environmental effect of assessment is moving slowly into the new period of self examination. So, there is increasing number of articles, research projects on many types of audit in terms of the effect of the fresh environment. Those papers represent a literature review on the audit techniques. It is important to think that those articles, research papers and projects share a theoretical development of models and other predictive techniques those are not widely used to EIAs and it is excluded from this review. There are six major techniques of audit are illustrate to the increasing number of attentions being given to this subjects of US. The audit reports contain the financial statements as to the unsatisfactory nature of some data those are included in term of audit a firm.











2.3 Corporate Profitability:
In all the companies, profit is the main factor of those companies and the companies are running for the achievement of the profit, and the accomplishment of the goals of the companies is entirely depend on the profitability of that firms. The performances of the firm is mainly depends on the profitability and it is the main index of any profit organizations. Banks are the specific type of firms and the rate of profit is very important for the performance of the banking sectors. The profitability and the efficiency are classified into two types of elements, and these are interrelated in one way of the firm. This profitability and the efficiency are two important issues which contribute to the improvements of the bank’s performance; this will help to evaluate the banks operations and determines the management planning. The improvements of the banks performance are very important for the economy because the contribution of the bank of the economic growth is higher. The internal and some external factors are considered to find out the bank’s profitability. The internals factors are such as the capital and the expense should be consider finding out the bank’s profitability and these factors are controllable by the management of the firm. The external factors are out of control of the management such as concentration, inflation and the gross domestic growth of product. Such as the bank generally maximize the profits through the employment of the resources and control the internal factors as they could. 









Steps of selection an auditor:
Several steps should be followed in the process of selection of an auditor:
Steps: 
1. Gather information before selection.
2. Taking help from audit firms to participate in the selection process.
3. Develop the criteria to select to the auditor.
4. Ranked the criteria was developed to help the review, then analyses and assess the candidates.

Step-1: Gather information before selection:
In the process of selecting and appointing of the auditor should be independent of the management. The board of supervisor is responsible for decision making for a selection process.

Step-2: Invite audit firm to participate in the selection process:
To invite the audit firm to participate in the process of selecting a audit for the firm. Become a standard process cannot suits all the companies. So the primary objectives need to know very well before starting the process. The primary object may be:

· Regulation or corporate Governance best practice.
· Improvement of services.
· Assess the current audit system.
· Market testing.
The auditor should be able to show their independent nature of objectives and their behavior are selected in before.
Step-3: Development of criteria to select auditor:
Transparent criteria should be evaluated by the auditor selection panel. Transparent process will help outside parties like, shareholder, investors, regulatory etc.

Step-4: Ranked the criteria 
Many idea and criteria have to be taken at the time of evaluation process. Some criteria may be move easier to measure which is subjective; some may be harder to measure. Not all the criteria are strategic for all companies depending on the company their importance will be evaluated. The selection panel should be followed these criteria for selecting the auditor:

· Importance of the upcoming task.
· Important of audit criteria.
· Nice behavior.
· Depend on the audited of the company.

To take all of the risks, to consider the process of selection of audit for a suitable auditor for the firm need to audit its statements. The value of selection of a quality auditor is very high for any firm.







CHAPTER THREE: Industry Overview
(Banking industry)
Gradually improvement of the overall sectors has enabled Bangladesh to improve its economic performance in present years. The Bangladesh government has been struggled with the increasing problems of stimulating the growth or the economic rate in the country where there is a huge population in the country. The policy of the economy is still guided by the five years planning, but some progress has been made over a year such as the self-sufficiency of the food grain production, decreasing the population growth rate in the country, decrease the poverty by creating the educational improvement, and boosting the export income for the country. The GDP in Bangladesh is expanded by 7.11% in 2016 from the previous years, and the rate is increased in average 5.69% from 1994 to 2016, reached all time high in the year of 2016. 
The upcoming economic growth in our country in the recent years will be depended on the reformation of the pace and the macroeconomic quality for the country. For the acceleration of the economic growth will be increase, if the rate of investment will increased. Primarily this investment comes from the private sectors direct investment in foreign sectors. This can be established, if the financial system will be reform. The Bangladeshi financial systems are relatively very small and less developed than many other countries in the south East Asia. The financial sectors contribution to the GDP remained static at 1.5% during 1999-2000 periods. The commercial banks are the heart of this financial sectors and their contribution is 80% of the total contributions to the economy of the country. The depth in our financial system, as measured by the average ratio of the supply of the board money to the GDP, has growing very slowly and that was low at around of 32% in 1999-2000. Whatever, as the government is sometimes the owner of the system and the regulations as well as the supervisor and customer of the bank, so there has been a great opportunity for mismanagement over the near future. In our banking sector is plagued with a lack of credit discipline, loan recovery law, corruption, inefficiency, overstaffing etc. Some reformation measures of the financial sectors should be taken to develop the current situation. Support extended stability should be taken by both the Central Bank and the Government of the country. The banking sectors of Bangladesh at present are the growth stage. 
CHAPTER FOUR:  Analysis & Findings
In this study, here I investigated the audit function and the effect of the auditor selection, audit function and the audit quality is on the financial performance and profitability of the organization. This study is correlated with a research design. Here for collecting the data, both the qualitative and the quantitative methods are followed and appropriate analysis was used. The respondent were selected from the different department such as HR, Finance, Audit department, Procurement department, Sales department and the processing department as well. The accurate and pure information is very important in any organization in measuring the internal control in an organization. 
The proper monitoring of the internal control system and auditing of the firm, the employees are agreed that the assets register is updated daily and this information are finding out through the analysis and proper monitoring of the assessment. By considering the impact of the reputation, the company analyzed its risks. The company has the ability to assess the risk in consideration of the impact of the respondent and they also consider the sources of the strategic risk when they are identifying risk of the company. The study is too related with the assessment of the financial accountability. For this study, it is wanted to find out whether the worker weather they verify and validate the internal audit control and the financial statements of the company.







4.1 Generally Accepted Auditing Standard (GAAS)
Generally accepted auditing standards are the guidelines for the auditor to audit on a company’s financial statements, ensure the financial truthfulness, consistent or not, verify auditor’s report etc. generally accepted auditing standards provide 10 standards, and divided these standards into three subsections:
A. General standards :
1. Auditors need to have the technical training and proficiency.
2. Auditor has to maintain independence attitude at all the audit related matters.
3. Auditor should have professional care and performance to prepare the audit report.
B. Field work standards:
4. Plan adequately and supervise properly an assistant.
5. Auditor should have the understanding about the internal control, assess risk, misstatement, find out error or fraud, timing etc.
6. Auditor must collect the enough evidence to audit properly of the firm.
C. Reporting Standard:

7. State the report is in accordance with the generally accepted accounting principles.
8. Auditor identify weather such principles are observed or not.
9.  Disclosures are reasonably adequate or not.
10. Auditor obviously provides an opinion for the audit report.

These are the listed guidelines the auditor has to follow at the time of auditing the firm’s performance.
4.2 Average Audit fees of the Shahjalal Islami Bank Limited:

	2016
	2017

	39,500
	39,500



Here we see that audit fee of Shahjalal Islami Bank ltd. of 2016 and 2017 is 39500, there is no difference between 2016 and 2017 audit fees of the bank.
Average Audit fee of Banking Industry: 
In the perspective of Bangladesh, the audit fees are getting higher at an average rate of 18.48% each year as the consideration of the DSE listed banks from the year of 2007 to 2017. The dramatic change occurred in 2007 is 77% higher than in the year of 2006. In 2013, the audit fee has decreased at a rate of 10% in the comparison of the year of 2012. On the other hand, it is seems that. In the real sense the audit fee is getting higher. But it is not so much higher if we think about the client sizes and adjust the purchasing power.
4.3 Average Net profit of the Shahjalal Islami Bank Limited:
	2016
	2017

	111,811,607
	296,888,472



These are the profit figure of 2016 & 2017 financial years as comparison is given above.
Average net Profit of banking sector:
The on an average of the net profit of the commercial banks is probably 24% as the report of the year of 2018. The comparison of favorability with the average market is about 8.5%. The profit margin of the regional banks tends to be higher than the amount of money that, to the central bank is about 20%. The average margin of the investment bank is around 23% with a slightly lower profit margin is maintain by them.
4.4 Average Assets of the Shahjalal Islami Bank Limited:
	2016
	2017

	8,619,687,005
	7,332,949,679


These are the asset figure of 2016 & 2017 financial years as comparison.
Average Assets of banking sector:
Capital of bank is the difference between the asset and the liability that means the net equity of the bank value to the investors. The asset includes cash, government securities, and interest earning loans. And the liability includes the loan loss reserves and any debt it owes. The bank’s capital means the as the margin where the creditors are covered, when the bank liquidate its assets.

4.5 Average ROA of the companies:
	2016
	2017

	1.02%
	0.64%



Average ROA of the banking sector:
The return on asset ratio is known as the ROA. It is a common ratio to the bank’s profitability. The ROA determines the company how much get return from its investment and it could easily compared with the other companies. The net income ratio is produced by the total assets used during the period of time. In other way, it determines how efficiently a company can manage its assets to make profits. The ROA rate of more than 1% is much better for the company, but sometimes this ratio fluctuate with the economic times. The big banks tend to maintain a lower ratio.


4.6 Average Cash flows of the companies:
	2016
	2017

	379,276,662
	675,807,255



Here is the difference between cash flows of 2017 and 2016 of Shahjalal Islami Bank Ltd.
Average cash flows of banking sectors:
The cash flow statements contain three important financial statements for a business owner. The business person uses these analysis investors use these to determine the company’s financial strength and for the small business, cash flow is the lifeblood for the business firms. The cash flow statement shows the company’s actual cash amount. The analysis of cash flows ratios that the company how much solvent, liquid and viable the company is.









4.7 The no of good/bad audit opinions of the companies:

The Types of Audit opinions:
Audit report contains different audit opinion and the main reason of the different misstatement found in the statements cause all the audit reports and the process or operating systems are not same in the different companies. The four types of report I have mentioned below:

· Unqualified Opinion:
This audit report is issued by the auditor, when the auditor that there is no material misstatement in the financial statements of the firm after the auditing is done. Then those reports will contain an unqualified opinion provide by the independent auditor.
Those report shows that the company’s financial statements are created and maintained and represent true and fair accounting information and guidelines are followed, then that will under the unqualified opinion.


· Qualified Opinion: 
When there the auditor found the material misstatement on them, then the audit opinion will be the qualified opinion provided by the auditor. But those misstatements are not pervasive.
For example: the opening balance of the firm contains a big amount of inventory but that amount is not verified. In this situation, auditor issue qualified opinion, but if the auditor think that this misstatement is may be pervasive then auditor could provide an adverse opinion.



· Adverse Opinion:
This type of audit report issues when there the auditor found that there is material misstatements in the financial statements. 
· Disclaimer Opinion:
When the auditors matter to independence and those matter may hamper that auditor may not be able to collect the sufficient evidence that need to support the audit opinion that time the opinion will be the disclaimer opinion. 
When the auditors are prevented to have the access over the information is related with the accounts in the financial statements and believes to be materially misstated and pervasive. 

















CHAPTER FIVE: Recommendations & Conclusions

Recommendations: This study recommends a similar study to be done but concentrate on the government ministries. There is need for a study to be conducted to determine the challenges facing internal audit in commercial banks, this will help in enhancing the internal audit in the commercial banks and thus positively affecting their performance. There is a need for a study to be conducted on the roles and challenges of internal auditing in the banking industry. The study recommends that an in-depth study should be done on effects of central banks regulation on commercial banks on internal audit & auditor selection among commercial banks.











Conclusion: The study revealed that internal audit standards, independence of internal audit, professional competency and internal control and external auditor selection had a positive relationship with financial performance & profitability of commercial banks. The study found that a unit increase in internal audit standards would lead to increase in financial performance of commercial banks, a unit increase in independence of internal audit would lead to increase in financial performance of commercial banks, a unit increase in professional competency would lead to increase in financial performance of commercial banks and further unit increase in internal control would lead to increase in financial performance of commercial banks. 50 The study found that measures that can enhance the efficiency of auditors are important for effective fraud detection. The study concluded internal Controls audits & external audit control in the organization have features built into them to ensure that fraudulent transactions are flagged or made difficult to transact. The study further concludes that an internal auditor must be independent of both the personnel and operational activities of an organization. The statutory requirement of external audit is investigated and its key function, which is to provide an opinion on the financial statements, is analyzed. However, its role remains a cornerstone to certify the integrity of the financial statements. Within the regulatory framework, external auditors have a duty to shareholders to perform the role of a watchdog.
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