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ABSTRACT 

This paper uses the data of A-Share listed firms from CSMAR from 1999 to 2016 as a sample. 

I investigated whether auditor tenure correlates with audit quality by using earnings 

management to represent audit quality. The discretionary accruals of John’s Model express the 

level of earnings management. After calculated the discretionary accruals, I divided earnings 

management into opportunistic earnings management and informative earnings management. 

After controlling the size, financial leverage, use of big 4 audit firm, ROA, cash flow, and 

growth of the firm, this paper concludes that the long-tenured auditor is more likely to have 

high-quality audit reports, this correlation can be applied to either opportunistic earnings 

management or informative earnings management.   
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I. INTRODUCTION 

Auditing is an important part of company. Audit quality can be affected by multiple 

reasons. Some previous research points out that one of the reasons is the audit-customer 

relationship duration (Thuneibat et al. 2011). The audit-customer relationship length can also 

be called as "Audit Tenure." My primary objective in this paper is to investigate whether there 

is a positive correlation between auditor tenure and audit quality by using discretionary accruals 

to represent audit quality. Moreover, following with Gul, Ferdinand, and Srinidhi (2003), the 

earnings management performance will be divided into opportunistic earnings management 

and informative earnings management for further analyze in this paper. Because the 

opportunistic earnings management and informative earnings management represent different 

managers’ perspective. 

Since more and more people have noticed that the length of the audit-customer 

relationship can affect the auditing. Some countries began to adopt mandatory audit rotation 

started at the beginning of 21 Century. In the 21 Century, there appears several big accounting 

scandals, for example, Enron and WorldCom. After those accounting scandals, the U.S. 

promulgated the Sarbanes–Oxley Act (SOX), also called "Public Company Accounting 

Reform and Investor Protection Act" or "Corporate and Auditing Accountability, 

Responsibility, and Transparency Act". The SOX act (2002) put a time limitation on the audit-

customer relationship. According to the SOX, it is illegal for one auditor to audit the same 

listed firm for more than five continues years. In addition, Australia, Canada, and Japan are 

also having mandatary audit rotation now. In China, the auditor rotation regulation was implied 

since 2004 (Shen, Qi, and Zeng 2008). But the debate on whether to put a mandatory audit 
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rotation does not stop in China. Compare to southern countries, China's market is not mature 

enough, and regulations are still imperfection. Compared to many other countries, China’s 

market is more complex since China has a Socialist Market Economy. China has state-owned 

enterprises, collective enterprise, joint-stock enterprises, foreign enterprises, and private 

enterprises. China’s economic background is different from capitalist countries. Thus, it is 

essential to using Chinese data to draw a suitable conclusion for China's market. 

Although Auditor rotation contains partner rotation and firm rotation, I only focus on 

audit partner rotation in this paper. Some prior research claims that partner rotation has less 

effect on auditor quality than firm rotation (Shi and Yang 2015). Because the auditor belongs 

to an audit firm, they might represent the audit firm's opinion. Thus, some researchers think the 

audit partner rotation does not have considerable effects compare to firm rotation. So, I want 

to investigate whether audit partner rotation have considerable effects on audit quality. 

Meanwhile, there is also a debating of the auditor tenure’s effect on the audit quality. Some 

researchers believe that put a time limitation on the relationship between auditor and customer 

will decrease the auditor’s business-related knowledge (Petty and Cuganesan 1996). On the 

contrary, others claim that with the increasing of tenure, audit might want to collaborate with 

companies, because they are closer with the company’s top managers. This collaboration 

between audit and customer might damage the auditor’s capacity to inform the material 

misstatement (Ghosh and Moon 2005). Since those two parts get more and more familiar, the 

auditor’s independence will decrease, it increases the chance of corruption. In general, the audit 

quality can be affected by (1) the auditor's ability to detect the material misstatement; and (2) 

the auditor’s capacity to release the material misstatement reports. Thus, the short-tenured 
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auditor may not have the ability to detect the material misstatement, but the long-tenured 

auditor may not have the capacity to report the material misstatement. Thus, we should have 

more investments on auditor tenure.  

John’s Model will be used in this paper, the result shows the auditor tenure has a 

significant negative relationship with the level of earnings management, which represent that 

the auditor tenure has a significant positive relationship with the audit quality. Moreover, I also 

divided earnings management into opportunistic performance and informative performance by 

following with Gul, Ferdinand, and Srinidhi (2003). The result of this paper indicates that the 

correlation between auditor tenure and audit quality is significant under both the opportunistic 

perspective and the informative perspective. To be more specific, the auditor tenure is 

negatively correlated with the level of earnings management under the opportunistic 

performance. On the contrary, the audit tenure is positively correlated with the earnings 

management under the informative performance. This result represents that the long-tenured 

audit is less likely to misrepresent firm’s economic condition and more likely to report the 

underlying information of the company.  

This paper contributes to the literature on the appointment of auditors. In this research, 

I do empirical research by using John's model and divide earnings management into two groups 

to analyze. The first contribution of this paper is using John’s Model to investigate the 

correlation between audit quality and auditor tenure in the Chinese market. As mentioned 

before, China’s Market is complicated and large. Besides, this paper divides earnings 

management into opportunistic earnings management and informative earnings management. 

Prior researches just using John’s Model to calculate the discretionary accruals to represent the 
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level of audit quality. I put a classification on the earnings management to indicate different 

result of audit report’s results. Moreover, this paper uses the latest data of Chinese market, the 

year of this paper’s data is from 1999 to 2016.  

I divided this paper into five sections. Section I gives a briefly introduction on this paper. 

Section II reviewed the prior studies on auditor tenure and audit quality, and then I established 

the hypothesis according to previous studies. In section III, I depict the data of our firm samples 

and describe the model I used to analyze those samples. Next, I analyzed the firm samples by 

using the regression analysis in section IV. Finally, the conclusion and some recommendations 

for further researchers were listed in section V. 

II. REVIEW OF LITERATURE AND HYPOTHESIS DEVELOPMENT 

Audit Tenure 

Audit tenure is commonly viewed as the audit-customer relationship duration 

(Thuneibat, Issa, and Baker 2011), which is the duration that one auditor audit for one single 

company in their career. Audit rotation system including partner rotation and firm rotation. 

Mandatory audit partner rotation is sometimes required to improve audit quality (Carey and 

Simnett 2006). Some countries, like America, already enforce auditors to have rotation. The 

SOX prohibits the lead and the coordinating audit partner has an audit-client relationship for 

more than five consecutive years (Chi and Huang 2005). Besides of the United States, Brazil, 

the U.K., India, Italy, South Korea, and Singapore also have regulations about limiting the audit 

tenures (Ruiz-Barbadillo et al. 2009). Different countries and areas have different regulations 

about audit tenure limitation. The Bangladesh has three years mandatary audit rotation 

limitation for listed firms, India has four years mandatary rotation limitation for listed firms, 
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Indonesia has six years mandatory audit rotation limitation for all firms, Pakistan has five years 

mandatary rotation limitation for listed firms, Singapore has five years mandatary audit rotation 

for local bank, South Korea has six years mandatary audit rotation for some particular firms, 

and  Thailand has five years mandatary audit rotation for listed firms. On the contrary, in 2012, 

Japan, Malaysia, Philippines, Srilanka, Taiwan, and Hong Kong did not have mandatary 

regulation on the duration of auditor-customer relationship (Siregar, Amarullah, Wibowo, and 

Anggraita 2012).  

The Department of Trade and Industry of the U.K. and the U.K. Treasury published a 

regulation in 2003, this regulation recommended the lead audit partner tenure should be within 

five years instead of seven years (Carey and Simnett 2006). The European Union established a 

regulation that requires audit firms to have rotation after ten years (Zhang and Singer 2018). 

According to the Guidance of the China Institute of Certified Public Accountants (2002), 

accounting firms need to periodically change project leaders and Certified Public Accountants 

to maintain independence. Before 2004, China does not have a precise regulation about auditor 

tenure; the Guidance of China Institute of Certified Public Accountants (2002) does not give 

an explicit limitation. But China now has adopted the mandatory rotation system. In 2004, 

China Securities Regulatory Commission (CSRC) published a regulation on the auditor tenure. 

According to the CSRC, if audit services provided by two signed certified public accountants 

for the same customer reaches five years in the same year, one signed certified public 

accountant may extend the period of providing audit services for the relevant institution for an 

extension for one more year.  
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Definition of Audit Quality 

Audit quality is commonly defined as “the market-assessed joint probability that a 

given auditor will both detect a breach in the client’s accounting system, and report the breach” 

(DeAngelo, 1981). More specifically, audit quality is the capacity of finding and reporting the 

material mistakes by an auditor (Thuneibat, Issa, and Baker 2011), it is related with two criteria. 

The first criterion is the auditors’ professional knowledge, this professional knowledge can be 

described as the ability to discover the material misstatements of financial statements while the 

auditing (DeAngelo 1981). The professional knowledge including the audit-related knowledge 

and the customer-related knowledge. The customer-related knowledge will be enhanced while 

auditors work for their customer. The second criterion is the possibility of the reporting material 

misstatements by the auditor, in which this possibility is affected by the auditors’ independence 

(Boone, Khurana, and Raman 2008). The independence requires auditors to be integrity and 

objective during their work. If the independence is injured, the auditor may not willing to report 

the customer’s business failure.  

Measurement of Audit Quality 

Financial Accounting Standards Board (FASB) defines the “quality” is related to 

relevance and reliability (Ghosh and Moon 2005). There are many criteria to measure the audit 

quality. The following are the measurement of audit quality.  

To begin with, Audit quality can use audit failures to infer. Audit failure can be 

represented by the litigation against auditors, commercial disaster rates, investigations by the 

Securities and Exchange Commission (SEC), and earnings manipulation (Francis 2004). Carey 

and Simnett (2006) use whether the auditor issues “going-concern” opinion to detect the audit 
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quality. Because the audit needs to have enough knowledge and independence to detect and 

report a “going-concern” opinion. Audit opinion is the language of auditing, it is the 

communication between auditor and financial statement users. Many literatures discover the 

auditor opinion ’s capacity of predicting bankruptcy risk. Therefore, audit opinion is a crucial 

criterion of audit quality.  

Furthermore, since the outside investors rely on accounting reports, Ghosh and Moon 

(2005) use the investors’ behavior to represent audit quality. They use the stock rankings, debt 

ratings, and forecasts of EPS to represent the audit quality. Moreover, Ghosh and Moon (2005) 

also apply the stock market indicates, like the earnings response coefficients from regressions 

of ROE, on behalf of audit quality. This type of measurement is called as “perception-based 

measures” by DeFond and Zhang (2014). The perception-based measures also include the 

perceived threats of audit quality, the audit-related events’ impact on stick market, and the cost 

of equity. Besides, audit quality can also be inferred by the change of client firms’ market share. 

But there is a big disadvantage of using investors’ reaction as measurement of audit quality. 

The investors’ reaction is relatively indirect.  

Since the audit quality is related with the audit’s ability to detect and report the material 

misstatement, DeFond and Zhang (2014) point out that some previous literature uses the 

“restatements” and “accounting and auditing enforcement releases” to represent the material 

misstatement. However, the usage of restatements and accounting and auditing enforcement 

releases also have many deficiencies. There are many reasons why this measurement has many 

deficiencies. Firstly, this restatement will not prevent the earnings management which is 

allowed by GAAP. Secondly, the material misstatements might get undetected. Furthermore, 
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the restatements and accounting and auditing enforcement releases are not commonly appeared. 

Thus, this measurement will have deviation if the quantity of selected sample is not enough. 

Moreover, even expert auditors may not detect the material misstatements if this fraud is hide 

elaborately.  

On the contrary, the restatements and accounting and auditing enforcement releases 

could not detect the managers’ bias choice if companies do not directly violate the GAAP. 

DeFond and Zhang (2014) point out that the level of opportunistic earnings management can 

represent the less egregious bias of a company. Carey and Simnett (2006) use Working Capital 

Accruals to represent the level of audit quality. Using earnings management to imply auditor 

report’s quality is widespread (Siregar, Amarullah, Wibowo, and Anggraita 2012). Earnings 

management level can be calculated by John’s Model (Chen and Xia 2004; Thuneibat, Issa and 

Baker 2011; Manry, Mock and Turner 2008). In John’s Model (1991), the first step is to 

calculate the value of total accruals and nondiscretionary accruals. Then, John’s Model (1991) 

uses the residual of the difference value of those two parts to calculate the discretionary 

accruals. Discretionary accruals are the non-obligatory expense, which is already recorded in 

accounts but have not been realized.  

Chen, Lin, and Lin (2008) use the absolute value of discretionary accruals to represent 

the audit quality. Gul, Ferdinand, and Srinidhi (2003) divide accrued based earnings 

management into opportunistic behavior and informative behavior to analyze. Those two types 

of behaviors are derived by sharp different motivations. For the opportunistic earnings 

manipulation, it is the behavior that managers try to hide the bad financial situation. This 

behavior is happened due to the managers are trying to maximize their personal profit by using 



 9 

the asymmetric of internal information. Within this behavior, top managers may sacrifice the 

long-term benefit or expense the profit of investors. Within the opportunistic earnings 

management, senior managers may cut down the Research and Development expenses, sale 

assets, or misrepresent the firm's profit (Lin, Liu, and Noronha 2016). Thus, the opportunistic 

earnings management will decrease the financial report’s quality. For another type of earnings 

management, informative behavior is relatively beneficial for outside investors. Sometimes, 

the historical costs and accrual principles may deviate financial reports from real economic 

status. Since the financial statements are essential documents for investors to evaluate, 

managers use informative earnings management to report the underlying information. In that 

case, the informative earnings management is beneficial for either the company, the managers, 

and the outside investors (Gul, Ferdinand, and Srinidhi 2003).  

Audit quality is a constituent of the financial reporting quality. The high standard audit 

quality enhances the credibility of financial reports (DeFond and Zhang 2014). That high 

credibility of financial reports is an assurance of the company’s financial statues. Besides of 

audit quality, there are many other elements of financial reporting quality. For instance, the 

pre-audited financial statements, which is the input of audit process. But in this study, I focus 

on audit quality.  

Auditor Tenure and Audit Quality 

Many scholars point out that change the partner has both advantages and disadvantages 

for the auditing results (Chi and Huang 2005). Some papers indicate that the auditor tenure and 

their reports’ quality have a non-linear correlation. The auditor tenure and the audit quality 

have a positive correlation at the beginning of the auditor-customer relationship, this positive 
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correlation is within five years. This correlation between audit tenure and auditor tenure will 

become negative after this relationship exceeds five years (Knapp 1991). The following are the 

pros and cons of auditor rotation. 

 There are some advantages of putting a limitation on auditor tenure. To begin with, 

limiting the tenure could increase the audit quality by improving the auditors’ independence 

(Brody and Moscove 1998). Auditors, as "gatekeepers”, have more tendency to follow the 

companies' opinions on vital matters with the increasing of their relationship duration (Ghosh 

and Moon 2005). Auditors get more and more familiar with the top managers of company over 

years. Thus, auditors have more possibility to corruption. Thuneibat, Issa, and Baker (2011) 

find that Jordan has longer audit tenure than many other countries, and that conversant 

relationship is enough to break the independence of auditors. Johnson, Khurana, and Reynolds 

(2002) claim that after the increasing of audit tenure, some auditors tend to profit from their 

customers. Auditors care less about the customer’s litigation after those two parties gets more 

and more familiar with each other. The long-tenured auditors pay less attention on the income 

management behavior of their customer, they tend to give their customer more flexibility on 

their income management behavior (Myers, Myers, and Omer 2003; Davis 2002). Besides of 

the injury of independence, there are also many other reasons why increasing auditor would 

hurt the audit quality. After the auditors already have enough customer-related experiences, 

they are more likely to have stereotyped thinking patterns, which will reduce the quality of 

auditing (Xue and Yan 2013). This stereotyped was called “learned confidence” by Thuneibat, 

Issa, and Baker (2011). Due to that stereotype, auditors will become more subjective while 

auditing, and they will have less motivation to change their work procedures with the increasing 
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of their tenure.  

On the contrary, there are also some disadvantages of putting a limitation on auditor 

tenure. The AICPA Quality Control Committee has noticed that the auditor quality is better 

after auditors have two years’ tenure. Since the audit quality can be represented by the failure 

of business, the audit-related lawsuits can be used to detect the audit quality. St Pierre et al. 

(1984) and Stice (1991) detect 406 audit-related lawsuits to investigate whether auditor tenure 

have relation with the audit report’s quality. According to their researches, those auditors with 

longer tenures have more tendency to give "going-concern opinions" for those clients who 

declared bankruptcy later. Besides, the audit quality is lower for those auditors whose audit 

tenure is less than three years. The research results of St Pierre et al. (1984) and Stice (1991) 

shows that the long-tenured auditors are more likely to have correct estimation on business 

failure conditions.  

There are some reasons for long-tenured auditors to have a high possibility of making 

high-quality auditing reports. Firstly, the client-specific experience is vital for audit quality. 

Due to the learning effect, the more familiar with the business and operation process, the more 

accuracy the auditor could find the material misstatements (Petty and Cuganesan 1996). 

DeAngelo (1981) claims that changing auditors would lead to material start-up costs. New 

auditors would rely more on company’s managers’ instructions in their initial years of auditing 

one company. Besides of the learning effect, small accounting firms may not have enough 

resources to implement the rotation. In January 2013, the American Institute of Certified Public 

Accountants (AICPA) submitted Strengthening the Commission's Requirements Regarding 

Auditor Independence to the SEC.  AICPA believes that due to the restriction about audit 
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tenure, most accounting firms have to use inexperienced accountants, which will have a bad 

influence on the audit quality. Thus, AICPA recommends that the SEC allow small firms to be 

free from the constraints of audit rotation. Moreover, Ruiz-Barbadillo et al. (2009) point out 

that auditors have reputation concerns. The auditor's reputation is essential for this auditor's 

future business. Since the market already has a sufficient procedure, the auditor partner tenure 

limitation is not necessary.  

Hypothesis Development 

Previous research demonstrates both the pros and cons of auditor rotation. The 

prevailing view is the increasing of auditor tenure could jeopardize auditors’ independence 

while increasing those auditors’ experience. But in general, most previous literatures hold an 

opinion that auditor tenure and audit quality have a positive relationship. The customer related 

knowledge is essential for an audit to detect the material misstatement. The long-tenured audits 

will have more experience in their work, which could strengthen the audit quality (Petty and 

Cuganesan 1996). This correlation is examined by the following hypothesis: 

H1: The auditor tenure and audit quality have a positive correlation. 

III. RESEARCH METHODS 

Research Model 

Following previous research (Chen and Xia 2004; Thuneibat, Issa and Baker 2011; 

Manry, Mock and Turner 2008), I run the following regression model to test whether audit 

quality increase when auditor tenure increases by using discretionary accruals (DA) to indicate 

the audit quality.  
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DA = β0 + β1 TENURE + β2TENURE2+β3 SIZE + β4 LEVERAGE + β5 BIG4 + β6 ROA 

+ β7 CASHFLOW + β8 GROWTH + INDUSTRY DUMMY+YEAR DUMMY + ε 

Where:  

DA = the absolute value of discretionary accruals, 

TENURE = the length of the audit partner-customer relationship length, 

TENURE2= the square of TENURE, 

SIZE = the natural logarithm of total assets, 

LEVERAGE = financial leverage ratio, 

BIG4= 1 if the auditor belongs to Big 4 audit firm, otherwise 0, 

ROA = return on assets, 

CASHFLOW = operating cash flow in year t divided by total assets in year t-1, 

GROWTH = the increase or decrease in total assets in year t divided by total assets in year t-1, 

ε = an error term.  

Audit Quality 

Prior research using the extent of earnings management to represent the audit quality 

(Chen and Xia 2004). Jones (1991) indicates that a high discretionary accrual is related to 

strongly earnings manipulation. Those audit firms which have highly cautious are less likely 

to have high discretionary accruals (Francis, Maydew, and Sparks1999). In order to obtain the 

discretionary accruals (DA), Jones (1991) tries to control the influence on nondiscretionary 

accruals, which is influenced by the economic environment of the company. Thus, I adopt the 

Jones model (1991) to represent audit quality’s level. Since the data is limited, I adopt total 

noncurrent assets to replace the PPE (Mock and Turner 2005). I compute the discretionary 
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accruals beginning with total accruals: 

TAit/Ait-1=α1jt(1/Ait-1) + α2jt[(△REVit-△ARit)/Ait-1] + α3jt (NCAit/Ait-1) + εit (I) 

Where, for firm i in year t: 

TAit = total accruals, 

Aijt-1= total assets for the company i in year t- 1, 

△REVit = net revenue for the company i in year t minus net revenue for company i in year t-1,  

△ARit = change in accounts receivable in year t compare to year t-1, 

NCAit = the ending balance of noncurrent assets, 

The following equation represents the nondiscretionary accruals (NDA): 

NAit/Ait-1 =α1(1/Ait-1) + α2(△REVit -△ARit/Ait-1) + α3(NCAit/Ait-1) (II) 

Where for firm i from industry j in year t: 

NAit = nondiscretionary accruals. 

According to equation (I) and equation (II), the following equation can be inferred: 

DAit= TAit/Ait-1- NAit/Ait-1 (III) 

To sum up, the residual of the first equation can represent the value of discretionary 

accruals. 

Optimistic Earnings Management and Informative Earnings Management 

The Optimistic Earnings Management is the Earnings management performance when 

the discretionary accruals value is positive. On the other hand, the Informative Earnings 

Management performance is the Earnings management performance when the discretionary 

accruals value is negative. Thus, in this paper, after the analyze of absolute value of 

discretionary accruals, I divided the data into two groups. The first group is those firms with 



 15 

positive discretionary accruals (ODA), and another group is those firms with negative 

discretionary accruals (IDA).  

Audit Tenure 

Audit tenure is the duration of the audit-customer relationship (Thuneibat, Issa, and 

Baker 2011). With the intent to count the audit tenure, I compare the signing auditor name of 

the current year with the previous year (Firth, Rui, and Wu 2012). In this paper, I use the longer 

accumulative auditor tenure of two auditors for the firm in the current year. For example, if 

one audit-customer relationship was interrupted for several years, and then this auditor was 

back to work for this firm several years later, the auditor tenure should with the addition of 

previous years (Shen, Qi, and Zeng 2008). TENURE is the value of audit tenure, and it is an 

indicator that can be used to measure the coefficient of audit tenure and DA (Chen and Xia 

2004; Thuneibat, Issa, and Baker 2011).  

Control Variables 

Besides audit tenure, many other variables could also infect our dependent variables. 

Control variables need to be considerate to avoid errors. Carey and Simnett (2006); and Manry, 

Mock, and Turner (2008) claim that firm SIZE, LEVERAGE, and GROWTH are associated 

with DA. Manry, Mock, and Turner (2008) show that CASHFLOW, ROA, also can have 

impact on the level of DA. 

Control for Time and Industries 

As the change of audit quality might be caused by the reason of different years’ 

economic condition, this paper adopts the year dummy in order to control the effect of years. 

This paper also divides the operating cash flow in year t by the total assets in year t-1. And 
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the increase or decrease in total assets in year t divided by total assets in year t-1 was 

calculated as a control variable in order to control the effect of time changing. All other 

variables are indicators which do not require year-level adjustments.  

Besides of the effect of year, there are differences in different industries’ auditing 

(Gerrard, Houghton, and Woodliff 1994). The external auditors’ reliance on internal auditors 

is different in different industries (Stein, Simunic, Keefe, and Terrence 1994). Thus, this 

paper also controls the effect of industries.  

IV. EMPRICAL RESULTS 

Data and Sample Selection 

The data for this paper is gathered from CSMAR (China Stock Market & Accounting 

Research Database), one of the largest Chinese financial data providers. This paper uses the 

data of Shanghai and Shenzhen stock markets listed companies. The data for calculating the 

discretionary accruals is selected from 1999 to 2016 since the selected data of this paper is 

available from 1999 in CSMAR. And the audit tenure data is selected from 1990 to 2016, 

because that data is available since 1990. Following Firth, Rui and Wu (2012), I compare the 

previous signing auditor name with the present year's signing auditor name to analyze the 

auditor-partner rotation condition. Further, I excluded some sample, which does not have 

available data to calculate DA. After all those adjustments, this paper included 25961 firm-year 

observations. The Financial industry (Industry code J) is deleted for this paper by following 

Firth, Rui, and Wu (2012).  
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Table 1. Distribution of Tenure 

TENURE Frequency Percentage 

1 3100 11.94 

2 5201 20.03 

3 4446 17.13 

4 3799 14.63 

5 3105 11.96 

6 2070 7.97 

7 1428 5.50 

8 828 3.19 

9 508 1.96 

10 358 1.38 

11 240 0.92 

12 176 0.68 

13 138 0.53 

14 109 0.42 

15 94 0.36 

16 84 0.32 

17 78 0.30 

18 71 0.27 

19 69 0.27 

20 59 0.23 

 25961 100 

   

Table 1 shows the distribution of audit tenures from 1999 to 2016, according to Table 

1, many companies have 2 audit tenure (5201, 20.03%), 3 audit tenure (4446, 17.13%), and 4 

audit tenure (3799, 14.63%).  

Table 2. Descriptive Statistics and Univariate Analysis 

Variables N  Mean   Std.Dev   Min   Max  
 25th 

Percentile  

 75th 

Percentile  

DA 25961 0.072 0.110 0.000 6.073 0.021 0.090 

TENURE 25961 4.263 3.045 1.000 20.000 2.000 5.000 

TENURE2 25961 27.450 47.340 1.000 400.000 4.000 25.000 

SIZE 25961 21.730 1.293 14.940 28.510 20.850 22.410 

LEVERAGE 25961 0.489 0.870 -0.195 96.960 0.301 0.616 

BIG4 24636 0.062 0.241 0.000 1.000 0.000 0.000 

ROA 25961 0.037 0.694 -6.776 108.400 0.013 0.062 

CASHFLOW 23418 0.058 0.253 -8.571 21.600 0.007 0.103 

GROWTH 23418 0.307 3.942 -0.987 317.300 0.009 0.235 
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Table 2 establishes the descriptive statistics of selected variables. DA, the dependent 

variable, has a mean value of 0.072, a minimum of 0.000, a maximum of 6.073, and a standard 

deviation of 0.110. This result represents that the dependent variable DA has a big difference 

in different corporates; the audit quality is different between different firms. The mean, 

minimum, and maximum value of TENURE are 4.263, 1, and 20, respectively. It represents 

that most firms change auditors frequently. As regards the mean of control variables SIZE, 

LEVERAGE, BIG 4, ROA, CASHFLOW, and GROWTH, the values are 21.730, 0.489, 0.062, 

0.037, 0.058, 0.307, respectively; The standard deviation of them are 1.293, 0.870, 0.241, 0.694, 

0.253, and 3.942 respectively. It represents that the selected firms have the diversiform size and 

operating situation. Due to the missing data of the CSMAR database, the observation of control 

variables BIG4, CASHFLOW and GROWTH is 24636, 23418 and 23418, respectively 

Table 3. Coefficient among DA, Tenure, and Other Selected Variables 

To avoid the multicollinearity problem, I use Table 3 to measure Pearson correlation 

coefficients. According to Table 3, the Pearson correlation between TENURE and TENURE2 

is relatively high, which is 0.929 (p<0.01). The results of this table indicate that there is no 

material multicollinearity problem of our data. Moreover, I can infer that TENURE has a 

Variables (1) (2) (3) (4) (5) (6) (7) (8) (9) 

(1) DA 1   

(2) TENURE -0.036*** 1        

(3) TENURE2 -0.014** 0.929*** 1       

(4) SIZE -0.037*** 0.199*** 0.185*** 1  

(5) LEVERAGE 0.086*** 0.004 0.007 -0.024*** 1  

(6) BIG4 -0.027*** -0.044*** -0.024*** 0.352*** 0.005 1    

(7) ROA -0.004 -0.004 -0.003 -0.011* -0.069*** 0.004 1  

(8) CASHFLOW -0.073*** -0.018*** -0.015** 0.032*** -0.033*** 0.033*** 0.005 1  

(9) GROWTH 0.156*** -0.027*** -0.015** 0.044*** 0.002 -0.002 0.002 0.430*** 1 

*** p<0.01, ** p<0.05, * p<0.1  
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negative correlation with and audit quality (DA). The GROWTH is positively correlated with 

DA, which is consistent with Chen and Xia (2006).  

The Correlation between Auditor Tenure and Audit Quality 

Table 4. Multiple Regression of Auditor Tenure on Audit Quality 

VARIABLES DA ODA IDA 

 Coefficient Coefficient Coefficient 

  (t-stat) (t-stat) (t-stat) 

    

TENURE -0.005*** -0.004*** 0.004*** 

 (-7.553) (-5.354) (4.446) 

TENURE2 0.000*** 0.000*** -0.000*** 

 (6.725) (4.867) (-3.753) 

SIZE -0.005*** -0.001 0.008*** 

 (-7.388) (-1.210) (8.200) 

LEVERAGE 0.016*** 0.009*** -0.013*** 

 (14.969) (3.277) (-10.567) 

BIG4 -0.004 -0.008* 0.001  

 (-1.253) (-1.920) (0.129) 

ROA 0.000  0.003*** 0.092*** 

 (0.211) (3.001) (16.894) 

CASHFLOW -0.064*** -0.152*** -0.118*** 

 (-20.529) (-43.590) (-20.008) 

GROWTH 0.006*** 0.006*** -0.003*** 

 (30.663) (28.809) (-8.630) 

CONSTANT 0.232** 0.111  -0.300*** 

 (2.155) (1.138) (-3.789) 

    

Observations 22791  11267  11520  

R-squared 0.107  0.210  0.169  

Fyear FE YES YES YES 

industry FE YES YES YES 

Adj.R-sq 0.103  0.204  0.162  

*** p<0.01, ** p<0.05, * p<0.1 

After the analyze, Table 4 is the result of multiple regression of Auditor Tenure on Audit 

Quality. The Table represents the coefficient and significance levels.  

The coefficient of DA on TENURE is -0.005 (p<0.01); it indicates that the auditor 
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tenure and DA have a significant negative correlation. DA in this paper is the absolute value 

of discretionary accruals. The value of DA is a representative of the Earnings Management’s 

level. Thus, discretionary accruals (DA) can express the level of audit quality (Francis 2004), 

the higher DA is, the lower level of audit quality. Since the high value of earnings 

managements means the low quality of audit reports, the negative correlation between DA 

and TENURE can represent a positive correlation between Audit Quality and Auditor Tenure. 

It means with the increase of auditor tenure, the audit quality is increasing, which is 

consistent with my hypothesis. Besides, this result also consistent with Petty and Cuganesan 

(1996). 

The dummy variables of the year and industry are included in the regression model. 

The Adj R-squared of 0.103 represents that the model can explain 10.3% of variables. Adding 

more control variables might improve this value.  

The positive value of earnings management represents different managers’ perspective 

compare to the negative value of earnings management. In order to analyze the detail of audit 

quality, the earnings management is divided into opportunistic earnings management (ODA) 

and informative earnings management (IDA) in this paper. The coefficient between ODA and 

TENURE is -0.004 (P<0.1); this result means that under the opportunistic earnings 

management, auditor tenure and earnings management have a negative correlation. On the 

contrary, the coefficient between IDA and TENURE is 0.004 (p<0.01). There is a significant 

positive coefficient between audit tenure and Informative earnings management performance. 

Since the opportunistic earnings management represents the hiding of economic status, the 

negative auditor tenure-audit quality correlate represents long-tenured auditor are more likely 



 21 

to give a high-quality audit report. Meanwhile, the informative earnings management 

expresses the report of underlying financial conditions, or it can also represent earnings 

smoothing. Thus, this positive correlation between auditor tenure and audit quality also 

confirms the previous conclusion. For investors, the auditor tenure and audit quality have a 

positive correlation under the informative performance. This result is consistent with Petty 

and Cuganesan (1996) and Bae et al. (2007). In the research of Bae et al. (2007), the audit 

quality has a significantly positive relationship with the auditor tenure, and this correlation is 

significant under both the optimistic earnings management and informative earnings 

management.   

V. CONCLUSION 

This study focuses on whether the auditor tenure have correlation on audit quality. The 

outcome of the analyses supports my hypothesis, which is the long-tenured auditors have 

higher audit quality than short-tenured auditors. Furthermore, this relationship is significant 

under both the optimistic earnings management and informative earnings management. The 

following are the specific explanation:  

Flowing with prior researches, I use the level of earnings management to represent audit 

quality. The earnings management is measured by John’s model (1991). John’s model (1991) 

uses the discretionary accruals to represent the earnings management’s level. In this study, I 

also divide the earnings management behavior into Opportunistic Earnings Management and 

Informative Earnings Management (Gul, Ferdinand, and Srinidhi 2003). Because those two 

types of earnings management behavior represent different attitudes, and it also will have 

different results. Further analysis revealed that the audit quality has a significant positive 
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correlation with auditor tenure in the high level of Opportunistic Earnings Management. While 

the audit quality has a significant negative correlation with auditor tenure in the high level of 

Informative Earnings Management. In Conclusion, the auditor's experience and knowledge of 

the firm will increase with the increase of their tenure. Audit quality will also increase. Thus, 

the mandatory audit rotation seems to need perfection for China’s market.  

Although I use John's model to analyze the correlation between audit quality and auditor 

tenure, there is still some limitation in this paper. As mentioned before, there are plenty of 

measurements on audit quality. However, due to the time limitation, I only use John's model to 

represent audit quality in this paper. It is better to use multiple representatives, because different 

criterion represents audit quality on different aspects. Moreover, this paper only uses listed 

firms, but there are a great number of non-listed companies in the market. This paper might not 

be suitable for those non-listed companies.  
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APPENDIX 

 

Definition of Variables 

Variables Definition 

DA  The absolute value of discretionary accruals for firm i in year t 

ODA 
The value of discretionary accruals for firm i in year t under the 

opportunistic earnings management 

IDA 
The value of discretionary accruals for firm i in year t under the 

informative earnings management 

TENURE  
 The length of the relationship between audit partner and client 

for firm i in year t 

SIZE   The natural logarithm of total assets 

LEVERAGE   Financial leverage ratio in year t 

GROWTH  
 The increase or decrease in total assets in year t divided by total 

assets in year t-1 

CASH FLOW   Operating cash flow in year t divided by total assets in year t-1 

ROA   Return on assets in year t 

FC   The Altman Z-score 
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