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<B 2> £Q BI40] J|ISEHZH(N=1,339)

AHOUR 6.900 0.671 9.240 6.780 5.663
AFEE 18.183 0.683 20.469 18.005 16.659
TENURE 1.153 0.757 2.565 1.09 0
SIZE 26.291 1.362 30.861 25,987 23749
BiG4 0.675 0.469 1 1 0
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LARGE 0.3% 0.169 0.916 0.393 0
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<H 4> HSZADZE ZEAK218)
Panel A. M| =20i Cigt s|HEAMZI(N=1,339)

3| HA
M -1.197 2.5 0.0049
TENURE - -0.047 -1.57° 0.0578
SIzE + 0.286 16.25" <.0001
BG4 + 0.239 7.6 <.0001
CONFM + 0.101 593 <.0001
INVREC + -0.034 -0.33 0.3714
EXPT + ~0.001 2,19 0.0027
ISSUE + 0.569 5,02 <.0001
LIQ - -0.005 -0.63 0.2649
LEV + 0.165 1.64° 0.0501
OPN + 0.056 0.18 0.4271
ROA - 0.421 176 0.0398
L0SS + 0.088 1.79* 0.0369
GRW + 0.004 0.05 0.47%
FIRST + -0.033 -0.60 0.2137
LARGE - 0.070 0.78 0.2192
FORN + 0.29% 269 0.0036
L= i s =iy
4LrAd0| gt
R 0.770
F-Value 82.84™
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ASZAIZI0| 3998 Zutet B

3| AR
Hy -3.414 -850 <.0001 0.866 0.9 0.1694
TENURE - 0.045 0.59 0.2766 -0.178 -219% 00144
SIZE + 0378 24,55 <.0001 0.203 6.13 <.0001
BIG4 + 0.155 5.46™ <.0001 0.298 483 <.0001
CONFM + 0.094 6.21™ <.0001 0.097 3.06™ 0.0012
INVREC + 0.159 .86 0.0316 -0.347 -1.75 0.0401
EXPT + -0.001 -1.89 0.0297 -0.002 -162* 0.0527
ISSUE + 0.53%6 563" <.0001 0.638 289 0.0020
LIQ - -0.015 2.3 0.0102 0.005 0.35 0.3639
LEV + -0.028 -0.33 0.3692 0.480 233" 0.0101
OPN + -0.031 -0.13 0.4466 0.350 0.52 0.3013
ROA - -0.261 -1.21 0.1024 1.231 251 0.0052
L0SS + 0.024 057 0.2828 0.139 1.49° 0.0686
GRW + -0.040 -0 0.2400 0.007 0.04 0.4829
FIRST + 0.061 0.86 0.1950
LARGE - -0.042 -0.56 0.2869 0.293 1.62* 0.0530
FORN + 0.034 0.33 0.3702 0.530 2.18™ 0.0030
o= =5t =l
Ateiciol =3t =gt
5 R 0.774 0.777
F-Value 7979 78.24
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<H 5 HSZADIZHL ZAHE10)

Panel A. x| E=0l Chet & FEMARN=1,339)

3| AS

Hy 7.79% 26.86™ <.0001
TENURE +/- 0.083 447 <.0001
SIZE + 0.379 3431 <.0001
BIG4 + 0.117 574 <.0001
CONFM + 0.076 713 <.0001
INVREC + 0.060 1.01 03119
EXPT + -0.001 -2.88" 0.0041
ISSUE + 0.276 4,60 <.0001
LIQ - 0017 -3.88™ 0.0001
LEV + 0127 2.23" 0.0258
OPN + 0.210 1.83° 0.0671
ROA - 0.284 2.85™ 0.0045
L0SS + 0.042 1.50 0.1340
GRW + 0.009 0.35 0.7238
FIRST - 0.045 1.3] 0.1889
LARGE - -0.087 -1.55 0.1217
FORN + 0.202 2.99™ 0.0028

o= =5t

LHAD| Aty

5 R 0.783

F-Value 92.48™*
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Panel B. TH| E2& 34 7|F22 EFsl0] 2A5H At

Hy 7.808 19.08™ <.0001 7.625 1777 <.0001
TENURE +/- 0.027 0.3 0.7253 0.097 251 0.0105
SIZE + 0.382 4.3 <.0001 0.381 4.1 <.0001
BIG4 + 0.080 275 0.0061 0.152 533 <.0001
CONFM + 0.080 5.2 <.0001 0.069 47 <.0001
INVREC + 0.104 1.31 0.1915 -0.022 -0.24 0.8142
EXPT + -0.001 -2.39* 0.0171 -0.001 -1.47 0.1426
ISSUE + 0.382 431 <.0001 0.148 1.80% 0.0732
LIQ - -0.024 4.4 <.0001 -0.007 -0.9 0.3425
LEV + 0.0% 1.25 0.2103 0.215 238" 00178
OPN + 0.464 233 0.0200 -0.013 -0.06 0.9527
ROA - 0372 2.80™ 0.0053 0.369 215 0.0318
L0SS + 0.025 0.66 05125 0.076 1.82* 0.0693
GRW + 0.020 0.64 05193 -0.043 -0.72 0.4748
FIRST - -0.008 -0.10 09178
LARGE - -0.03% -0.46 0.6425 -0.139 -1.65* 0.09%
FORN + 0.116 1.10 0.2102 0.244 217 0.0058
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el i) A iy A iy
2 R 0.773 0.803
F-Value 79,09 8293
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The Effect of Audit Tenure on Audit Hours and Audit Fees

Lee, Myung Gon* / Chang, Seok Jin** / Cho, Han Seok***

ABSTRACT

Absence of the independence of auditors has caused committing financial reporting fraud, therefore
discussions that address the independence with respect to auditors have started to mitigate it. In Korea,
the Mandatory Audit Firm Rotation has been introduced to enhance the independence of auditors.
However, the mandatory audit firm rotation decreases the efficiency of audit due to discontinuance of
audit tenure. Accordingly, regulations have revised as of February 2010 in order that public corporations
could appoint the same auditor for 6 business years from the application of the International Financial
Reporting Standards(IFRS).

In this context, we examines whether audit hours and audit fees are associated with audit tenure. To
be concrete, this study is to analyze that continuance of audit tenure has created the efficiency of audit
by examining the association between audit hours and audit tenure, and audit fees and audit tenure.

We expect that the efficiency of audit along with audit tenure will reduce audit hours. However, audit
fees are expected to show positive or negative direction along with audit tenure. If audit hours are
decreased by the efficiency of audit, audit fees may decrease when audit tenure is longer. On the other
hand, audit fees may increase for auditors to be compensated on improved audit quality along with audit
tenure.

The results show that audit hours decrease when audit tenure is longer than 3 years. In particular, the
efficiency of audit increases when audit is carried out for 3 years and over. On the other hand, audit fees
increase when audit tenure is longer. Under the Low Balling circumstance, this result comes from
charging a higher audit fees as a compensation for the higher audit quality due to audit tenure.

This study implies that the efficiency of audit is analyzed with a direct measurement, that is, the real
time spent in audit. The results show that the abolition of the Mandatory Audit Firm Rotation increases
the efficiency of audit. In addition, this study shows that the efficiency of audit is not reflected to audit
fees, which is expected to have important implications for follow-up studies to analyze the determinants
of audit fees. Also the findings of this study could have implications for government organizations to

decide on relevant policies.
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This study has following limitations. First, this study does not consider possibilities that the rotation of
partners and audit assistants within the same audit firm could influence audit hours. For public companies
in the Korea stock market, the same partner can not carry out audit on the same firm for 3 years and
over. For the audit assistants, it is required that over two-third of the same audit assistants is to be
rotated when audit is carried out for 3 years and over. Thus the results may be biased because these
possibilities are uncontrolled. Second, audit hours disclosed in the annual report are controversial on the
reliability. Although we pay attention to select samples of audit hours, sample selection bias may occur

in the results.
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