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Abstract 
This study  assesses  whether “mandatory auditor rotation” is likely to improve 

earnings quality and potentially audit quality. The results find that, on average, the 

mean, median, and standard deviations of accruals are smaller with longer the auditor-

client relationship. These results hold controlling for firm age, size, audit firm quality, 

and period, and are consistent across numerous accruals definitions. Building on 

previous research that uses accruals to proxy for the quality of earnings, I interpret the 

results as suggesting that imposing mandatory auditor rotation may have a negative 

impact on earnings quality. Further, if audit quality is thought of as constraining 

extreme management decisions in the reporting of financial performance, this results 

suggest that mandatory rotation may lead to lower audit quality. 
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The issue of earnings quality and the quality of financial statements in general has been 

the focus of recent Indonesia regulatory, and financial statement user discussions. 

Recent events have focused the public’s eye on the quality of earnings and on auditing 

quality in general. The ensuing debate over the party responsible for instances of low 

quality earnings has lead to numerous legislative proposals at the regulator levels. One 

of the proposal attempts to place limits on the term of a given auditor-client 

relationship. Our regulator currently in every event suggest that the limit on an auditor’s 

tenure with a client should be as long as five years for an audit firm. In addition, some 

large institutional investors are also calling for limits on auditor tenure as a preventative  

measure (Benson 2002). 

 

Limits on auditor tenure are predicated on the notion that an extended auditor-client 

relationship allows for auditor complacency about and possibly complicity in the 

decisions that management makes regarding the presentation of financial results. 

Advocates of mandatory auditor rotation have explicitly stated the belief that poor 

quality earnings can be directly associated with the duration of the auditor-client 

relationship. Poor quality earnings are problematic because they may mislead investors, 

resulting in the potential for misallocation of resources at a societal level. 

 

Advocates suggest that changing the party responsible for earnings quality oversight 

would offset the naturally occurring decline in earnings quality. In its defense, the 

accounting profession has argued that mandatory rotation increases audit start-up costs 

associated with the incoming auditor’s learning curve. The profession argues that this 

increases the risk of audit failure because the incoming auditor must place increased 

reliance on the client’s estimates and representations in the initial years of an 

engagement. Over time, auditors may gain firm-specific expertise, which helps them to 

understand the business and allows them to rely less on management estimates. 
 

 Managers of firms being audited are also opposed to mandatory rotation because 

changing auditors is costly. These managers believe that an auditor better understands 

their particular business with experience and managers have concerns about whether a 
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new auditor will have the requisite industry expertise and/or will be able to put forth the 

additional effort required to audit a new client (Dunham 2002). 

 

The major background is force by the incoming issue of Indonesia Public Accountant 

Act that arrange the length relationship between auditor-client. This study wants to give 

empirical evidence about the influence of audit firms tenure on audit quality by using 

accounting accrual. Using earnings response coefficients from returns-earnings 

regressions as a proxy for audit quality, I analyze whether investors perceive earnings 

quality as being affected by tenure.  

 

This study assesses the potential effect of mandatory auditor rotation on the quality of 

reported earnings. In addition, this paper asserts that earnings quality may be used to 

draw inferences about audit quality.  I claim that when audit quality is high, auditors 

constrain the extreme (and presumably self-serving) choices that management would 

like to make in presenting the financial position of the firm. When audit quality is low, I 

posit that auditors do not constrain these extreme management choices and that in some 

cases, auditors may even aid management in “pushing the boundaries” of Generally 

Accepted Accounting Principles (GAAP).  

 

The choices made by managers (and permitted by the auditor) culminate in accounting 

accruals, and by studying these accruals, I draw inferences about the effect of 

mandatory auditor rotation on earnings quality and by proxy on audit quality. 

 

I assume that producing higher quality earnings is the goal of recent legislative 

proposals and claim that the extent to which the length of the auditor-client 

relationship either enhances or inhibits earnings quality should be addressed before 

legislative or regulatory 

changes impose limits on the length of this relationship. Borrowing extensively from 

previous research that uses accounting accruals as a proxy for the quality of reported 

earnings, I test the association between the length of the auditor-client relationship and 

the quality of reported earnings. 
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Therefore, my study provides potentially important evidence for Indonesia regulators, 

and financial statement users about the consequences of extended auditor tenure on 

earnings quality. In this way, I ultimately address the issue of audit quality. As 

Mayangsari (2006) suggested that the longer auditor auditee relationship the higher 

investor perception about earnings quality.  Actually, this paper based on Myers et. al. 

(2002), but I make some differentiates. First, I use forward looking model to measure 

accruals because in Jones model the growth factor does not exist. Second, this paper 

also use cash flow approach to measure total accrual to mitigate bias that comes from 

business combination. Third, I use others variables, such as RULE to test the influence 

of mandatory period on the level of accruals, and PERIOD to investigate the influence 

of crisis period on accruals. Fourth, I only classify tenure as 3-5 years and more than 5 

years.  

 

The paper demonstrates that, on average, not only are the mean and median signed and 

unsigned accruals lower but also the extremes of the accruals distribution are reduced 

(i.e., the standard deviation is smaller) the longer the auditor-client relationship. These 

results hold after controlling for firm age, size, auditor type, and period. Therefore, the 

results suggest that arbitrarily imposing mandatory auditor rotation may have an 

opposite  

effect to that intended. Or the mandatory auditor rotation may have a negative impact on 

earnings quality. Because accruals are the product of management’s judgment and audit 

quality may be thought of as constraining extremes in management’s judgment, our 

results suggest that mandatory auditor rotation may, in fact, lead to lower audit quality. 

 

The remainder of the paper is organized as follows. Section II provides an overview of 

previous research and related literature. In this section, I also develop hypotheses.  

The discussion of  data and the methods in section III, and in section IV,  I present the 

results. Section V, there is conclusion, limitation and  the implications of this study. 

II. RELATED LITERATURE AND HYPOTHESES 
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2.1. Mandatory Auditor Rotation 

 

Whether auditor rotation should be made mandatory is an issue that has been debated 

for 

many years in many countries. Proponents of mandatory auditor rotation are generally 

concerned about the deterioration in auditor independence and the effect on audit 

quality as auditor tenure increases. They suggest that as the length of an auditor-client 

relationship increases, auditors are more likely to align themselves with management, 

and thus do not act independently. This deterioration in auditor independence may result 

in auditors allowing managers to make aggressive accounting choices (within or beyond 

the bounds of GAAP) or even their aiding management in structuring transactions or 

making reporting choices that “push the boundaries” of GAAP. 

 

In extreme cases, a lack of independence could lead to failure to detect material fraud 

and/or misstatements or the future restatement of financial information. Proponents 

argue that this deterioration in auditor independence is minimized when the length of an 

auditor-client relationship is limited.  

 

They also suggest that introducing a new auditor brings a fresh perspective to the 

financial statements and reduces auditor reliance on the economic benefits of the 

extended relationship. In response to the recent Enron/Anderson audit failure, several 

bills have been proposed in the House and Senate that contain provisions limiting the 

term of the auditor-client relationship and mandating auditor rotation as part of an effort 

to improve financial reporting and protect investors. 

 

Prior research has incorporated auditor tenure into studies of audit quality. For 

example, Deis and Giroux (1992) try to explain audit quality using a metric developed 

from quality control reviews of small, independent CPA audits of school districts in 

Texas between 1984 and 1989. Based on the argument in DeAngelo (1981a) that over 

time auditors are more likely to reduce audit quality and audit price to retain clients, 

they include audit tenure in their model. Their results support DeAngelo’s argument but 

generalizing their results is problematic for several reasons: 
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1. because their sample consists of small, independent CPAs, the extent of the   

subjects’ dependence on any specific client’s audit fees may have been greater 

than that for audit firms with a larger client base.  

 

    2.  Catanach and Walker (1999) suggest that audit quality is, in part, a function of  

         auditor ability, which may be related to size of the audit firm. Finally, the audit    

         clients in the Deis and Giroux (1992) study represented quasi-governmental  

         entities in the public sector and there is little evidence that the public sector    

audit environment is generalizable to the private sector. Thus, although the 

results in Deis and Giroux (1992) tentatively support mandatory rotation, they 

may have little bearing on the current debate. 

 

Opponents of mandatory rotation suggest that auditors are likely to be less aggressive 

in their oversight of management early in an auditor-client relationship. This occurs 

because auditors must attempt to recoup losses from the competitive practice of low-

balling (i.e., pricing the audit below its expected cost). To recoup these losses, auditors 

take actions that reduce the quality of their audits.  

 

Geiger and Raghunandan (2002) summarize this view in their analysis of auditor tenure 

and the reporting of going-concern opinions before client bankruptcy (which is their 

proxy for audit quality). They suggest that auditors are more likely to lack independence 

and objectivity in the early years of the relationship largely because auditors are 

interested in keeping new clients long enough to offset start-up costs and because new 

auditors lack sufficient knowledge regarding firm-specific risks. They find that auditors 

are less likely to issue going-concern opinions before client bankruptcy the shorter the 

auditor-client relationship.  Thus, evidence on mandatory rotation is mixed with most 

studies conditioned on events that make generalization to the audit population at 

large problematic. 

 

2.2. Audit quality and the relationship auditor-auditee 
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Absent from these public discussions and prior research is a cogent picture of the 

(inter) temporal relation between audit quality and auditor tenure. The results of prior 

studies do not easily generalize to the broad issue of audit quality because they focus on 

events where management incentives to aggressively report was high and ex-post, audit 

quality was considered low (SEC violations, bankruptcy, qualified opinions) or 

incumbent auditors were replaced. That is, prior studies address the association between 

auditor tenure and audit quality only in cases where the quality of the audit is 

questioned because of ex-post outcomes. However, the relation between auditor tenure 

and the quality of the audit is of interest in a broader, ex-ante setting.  

 

By linking earnings quality and audit quality, I am able to address this relation more 

globally. I suggest that a more thorough analysis of the relation between the length of 

the auditor-client relationship and audit quality should be undertaken before the case for 

mandatory auditor rotation can be reasonably assessed. To address this issue, first there 

is must a plausible definition of audit quality. For our purpose, I argue that accounting 

accruals measures are a plausible descriptor of global audit quality. Our rationale is as 

follows. 
 

There is general agreement that accounting accruals represent management decisions 

about the presentation of their firms’ financial performance and/or position. The 

definition of audit quality as mitigating more extreme management reporting decisions, 

and suggest that accruals can be used to identify these extreme reporting decisions. For 

our purpose, extreme reporting decisions not only create accounting accruals that, on 

average, appear to deviate from the norm but also result in greater relative dispersion in 

accruals over time. In this case, one could reasonably argue that auditors should oversee 

accounting accruals on an ongoing basis.  

 

If the length of the auditor-client relationship is related to the level of audit quality, 

proponents of mandatory auditor rotation should expect this oversight to loosen over the 

length of the relationship with a resulting decline in audit quality (i.e., in an increase in 

extreme accruals and increased dispersion). Alternatively, this oversight could increase 
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over the length of the auditor-client relationship, as auditors gain a better understanding 

of the firm and its environment, with a resulting improvement in audit quality (i.e., in a 

decrease in extreme accruals and smaller dispersion).  

 

Thus, the following alternative hypotheses regarding the relation between the length of 

the auditor-client relationship and accruals stated: 

 

H1a: Audit quality (as measured by accounting accruals) is decreasing in the 

        length of the auditor-client relationship. 
 

H 1b : Audit quality (as measured by accounting accruals) is increasing in the 

         length of the auditor-client relationship. 

 

2.3. Accruals and Audit Quality 

 

Prior research has examined the association between accruals and proxies for audit 

quality. These proxies include auditor litigation, qualified audit opinions, audit failures 

(defined as client bankruptcy (Geiger and Raghunandan 2002, probability auditor will 

be sued (Mayangsari (2005))), and auditor conservatism. Results suggest that higher 

levels of accruals are positively associated with eventual auditor litigation (Heninger 

2001), the issuance of qualified audit opinions (Bartov et al. 2000), and audit failures 

(Geiger and Raghunandan 2002), as well as auditor changes (Defond and Subramanyam 

1998).  
 

 Lower levels of accruals are associated with greater auditor conservatism, and this 

greater conservatism has been interpreted as suggestive of higher quality audits (Becker 

et al. 1998; Francis et al. 1999; Francis and Krishnan 1999). 

 

Based on the results of prior studies that explicitly consider the association between 

accruals and earnings quality, and on prior research that interprets lower accruals as 

evidence of higher audit quality, we posit that the effects of the length of the client-

auditor relationship on audit quality can be investigated by studying the relation 
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between the length of the auditor-client relationship and accounting accruals. If the 

length of the auditor-client relationship constrains management reporting decisions, 

then we would expect, on average, higher initial accruals accompanied by a decline in 

accruals over the term of the auditor-client relationship.  In this case, an increase in 

the length of the auditor-client relationship would suggest higher earnings quality and, 

thus, higher audit quality.  

 

On the other hand, if the length of the auditor-client relationship 

introduces complacency or complicity in the oversight of management reporting 

decisions, then we would expect, on average, lower initial accruals accompanied by an 

increase in accruals over the term of the auditor-client relationship. In this case, an 

increase in the length of the auditor-client relationship would suggest lower earnings 

quality and, thus, lower audit quality. 

 

I do not purport to add to the discussion of the ‘most appropriate’ measure of accruals 

(as a proxy for management discretion in reporting firm performance); however, I posit 

that accruals (in general) are a reasonable measure of management discretion, and that 

as such, the level of accruals may be associated with the length of the auditor-client 

relationship.  
 

 

III. RESEARCH METHODS 

 

3.1. Data and sample. 

Our sample consists of all firm-years from 1994-2005. The sampling method is 

judgement sampling. To get sample, there are some criterias, as follow: 

1. The sample must be not financial industry, such as banking, insurance and 

investment. 

2. The firms must be publish their financial report completely. 

3. The firms must be disclose if there was auditor switch  

Based on those criterias, I have 1200  firm years.   
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3.2. Operational Definition 

a. Discretionary Accrual  

This variable uses to measure earnings quality. I use forward looking model as 

suggested by Dechow et.al. (2003). The formula is: 

 

ATit/ait-1 = κ0 + κ1 ((1+k)∆PENJit - ∆PIUTit)/a it-1) + κ2ATit-1/a it-1  +  

                   κ3GR_PENJit+1/ a it-1+ ε……………..   (1) 

 

Notes: 

ATit      =  total accrual in t year  

ATit-1  = accrual total in t-1  year  

∆PENJit = change in sales 

∆PIUTit = change in accounts receivable 

GR_PENJit+1 =  the sales growth  

Ait-1  =  total assets  in t-1 year 

 

k  in equation (1) comes from the following formula: 

 

          ∆PIUTit = αt + kt. ∆PENJit+ εit………….   (2) 

 

Notes: 

∆PIUTit =    change in accounts receivable    

∆PENJit =  change in sales 

 

           Before measure discretionary accruals, we must know total accruals. Total 

accruals is measured by Hribar dan Collins’ formula (2002) that using cash flow 

approaches. The reason choosing this formula because with this formula the biased that 

comes from corporation action can eliminate. This formula is: 

         ATit/ At-1 = EBEIit /At-1–((AKOit-EIDOit) /At-1)………………… (3) 

 

Notes:  
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ATit = total accrual  

EBEIit =  earnings before extraordinary items  

AKOit  = operating cashflow  

EIDOit = extraordinary items 

At-1 = total assets in t-1 

 

b. FirmAGe (AGE) is  the number of years the firm exist in JSX 

c. Auditor tenure (TENURE) is the number of years a firm has retained the same auditor 

d. Total assets (ASET) is log total assets 

e. Audit quality (QUALITY) is the capability of auditor to find the misstatement and    

   discloses it. 

d. YEAR is measurement of the kind of the period. Because I include both period and    

    nonperiod crisis 

 

d. RULE is measurement to differentiate between mandatory and voluntary period for    

   auditor switching.  

 

 

3.3. Hypothesis testing  

 

To perform the analyses, I separated observations into two auditor tenure groups: 3-5 

years; and greater than 5 years. I selected these groupings for two reasons.  

First, the Indonesia government cited 3-5 years and greater than 5 years are most 

representative of the suggested periods to rotate auditor. Second, the argument for (or 

against) mandatory auditor rotation hinges, in part, on the potential for 

reducing extreme management reporting decisions with unbiased oversight by auditors 

in the initial years of the auditor-client relationship (or on the uncertainty that occurs 

during the initial years of an audit relationship).  

 

For test hypothesis, I use the following regression: 
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ACCRUALS = α + β1TENURE + β2AGE + β3QUALITY + β4YEAR  

                         +β5RULE+β6ASET+ε ……………………………………………(4) 

 

Notes: 

 

ACCRUALS = discretionary accruals by forward looking model 

TENURE =   number of years a firm has retained the same auditor 

QUALITY = audit firm quality which 1 for audit firm with specialization industry;  

                     0 vice versa 

YEAR =  dummy variable. 1 for period crisis, 0 otherwise 

RULE = dummy variable. 1 for mandatory period, 0 otherwise 

ASET = log total asset 

 

 

IV. Results 

 

4.1. Univariate Results 

In this section, the univariate results concerning the length of the auditor-client 

relationship and discretionary accruals.  

In Table 1, Panel A, the estimates of accruals by tenure group.  

 

-----------Insert Table 1 here ---------- 

 

 

The result seems to imply that, on average, management discretion is associated with 

auditor tenure, the dispersion in management discretion increases with auditor tenure.  

 

In this paper does not use total accruals to measure abnormal accruals because total 

accruals do not differentiate between discretionary and nondiscretionary accruals. 

Further, Total Accruals contains the reversal of investing accruals but not the 

origination of these accruals, making Total Accruals less informative about earnings 
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quality (Richardson et al. 2002). Based on these argument, this paper use total net 

accruals1to measure earnings quality. With these measurement,  we can detect properly 

about the quality of earnings as Richardson suggested (2002).  

 

Richardson et al. (2002) examines the information contained in investing accruals. They 

argue that studying investing accruals in conjunction with operating accruals provides 

relatively more information about earnings quality and that focusing on the information 

about earnings quality contained in operating accruals alone results in a loss of 

information. They also conclude that both operating accruals and investing accruals 

provides a robust and parsimonious measure of earnings quality.  

 

Analyses of Total Net Accruals and Discretionary Accruals lead to a different 

interpretation of the association between management discretion over earnings and the 

length of the auditor-client relationship. Mean Total Net Accruals and mean 

Discretionary Accruals move toward zero as auditor tenure increases. More importantly, 

dispersion in these measures of accruals decreases, suggesting that less aggressive 

reporting occurs as the auditor becomes familiar with the client’s business environment. 

The differences in means and standard deviations are significant across all tenure 

groups.  

 

While the median accruals for both measures increase significantly (and these results 

moderate our conclusions somewhat), the overall results in Table 1 suggest that 

longer auditor tenure is associated with less aggressive reporting and higher earnings 

and audit quality. 

 

In Table 2,  I present analyses on the components of Total Net Accruals. That is, I 

separate Operating Accruals from Investing Accruals. By separating Operating Accruals 

from Investing Accruals, I aim to determine whether auditor tenure is differentially 

associated with the components of Total Net Accruals. I find that Operating Accruals 

and Investing Accruals exhibit the same trends as Total Net Accruals (see Table 1, 

                                                 
1 The formula of total net accrual is operating accruals + investing accruals 



                                                                                                                         
     

INT-02   14 

Panel B). Specifically, for both accruals measures, means and standard deviations 

decrease with longer auditor tenure while the medians increase. Further, the means, and 

standard deviations of the Operating Accruals and Investing Accruals are decreasing 

in auditor tenure. This suggests that the increasing Operating Accruals and Investing 

Accruals are due to initial large negative accruals that dissipate as the auditor-client 

relationship evolves. These large negative accruals can be thought of as the aggressive 

reporting of income decreasing accruals rather than as indicators of earnings quality 

(Elliott and Shaw 1988; Francis et al. 1996; Kinney and Trezevant 1997; Moehrle 2002, 

Myers et.al. (2002). 

 

------------------Insert Table 2 here ------------- 

 

 

4.2. Multivariate Results 

In this section, I perform multivariate analysis to ensure that the results discussed above 

are not due to an association between auditor tenure and other factors that generally 

affect the cross sectional variation in accruals. Since the goal is to document the general 

association between auditor tenure and accruals (i.e., in the cross-section rather than in 

cases where extreme audit failures occur), this research does not condition on events 

suggested by prior literature as events associated with extreme accruals. I separately 

analyze the positive and negative Discretionary Accruals, as well as operating accruals 

and investing accruals. 

 

The results provide additional evidence on our conjecture regarding large negative 

accruals at the beginning of the auditor-client relationship along with information about 

changes in positive accruals as auditor tenure increases. The means and medians of 

positive discretionary accruals decrease significantly as auditor tenure increases, while 

the means and medians of all negative discretionary accruals measures increase 

significantly as auditor tenure increases. That is, as the auditor-client relationship 

lengthens, managers report less aggressive average positive and negative accruals. 
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 For regression results, the tenure influence negatively significant on accruals. It 

means that the longer auditor client relationship, the lower positive and total 

discretionary accruals level. The other side, the sign of the influence change positively 

when discretionary accruals is negative. It means that for negative discretionary 

accruals, the longer auditor client relationship the higher negative discretionary 

accruals. Or with simple conclusion, auditee more conservative with the auditors that 

have been long relationship with them. For detailed results see Table 3.   

 

          --------- Insert Table 3  here -------- 

     

Robustness Check 

This result for this section as shown in Table 4. In this section, I differentiate accruals as 

operating accruals and investing accruals. The overall results are same with the main 

results. It means that the results in this research are robust even the measurement of 

accruals are changed. 

 

--------- Insert Table 4 here ---------- 

 

 

IV. CONCLUSIONS, LIMITATION AND IMPLICATIONS 

 

In this study, we examine the cross-sectional association between the length of the 

auditor client relationship and earnings quality.  Prior literature uses various measures 

of accruals and examines how the reporting of accruals varies around extreme events 

such as SEC Enforcement Actions and client bankruptcy. These studies find that the 

level of accruals around the examined events is generally higher than in the absence of 

these events.  

 

I conceptualize audit quality as the extent to which auditors constrain management from 

making extreme financial reporting decisions (which are manifested in accruals). 
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Therefore, the results of prior studies cannot speak generally to the issue of audit quality 

since they are conditioned on extreme events.  

 

The limitation of this study on sample. I only use manufacturing sample, so it can 

influence on generalization.  
 

I contribute to the literature on earnings and audit quality by documenting that longer 

auditor tenure is associated with lower accruals and with less dispersion in accruals, and 

that this relation holds in general (rather than in cases of extreme audit failures and/or 

client distress). This result holds across multiple accruals measures, particularly those 

suggestive of greater management discretion. In the multivariate setting, I document 

that the inverse association between auditor tenure and accruals exists even after 

controlling for firm age, size, auditor type, and industry. 

 

This study also contributes to the ongoing debate over the plausibility of mandatory 

auditor rotation as a means for increasing the quality of the financial reporting system. 

The evidence is consistent with arguments made by members of the auditing industry 

who suggest that mandatory rotation may decrease the quality of financial reporting 

because auditors will increasingly rely on estimates and representations made by clients 

concerning the clients’ business environment and potential business risks.  

 

Greater reliance on client estimates and representations would likely reduce earnings 

quality, which could negatively influence resource allocation at a societal level. 

Imposing mandatory auditor rotation on the auditing industry is predicated on the 

benefits that are expected to occur when different responsibility over the issuance of 

financial statements is provided. However, the benefits of auditor rotation are 

undocumented and any benefits may be more than offset by the potential reduction in 

earnings and audit quality suggested by our results. 
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Table 1 

Accruals Measures by Tenure Group 

_____________________________________________________________________ 

Panel A: Descriptive Statistics 

Tenure group Discretionary Accruals 

Mean 

(Median) 

[standard deviation] 
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3 or 5 years  -0.006 

(0.005) 

[0.153] 

More than 5 years 0.000 

(0.005) 

[0.117] 

 

_____________________________________________________________________ 

Panel B: Descriptive Statistics 

Tenure group Operating Accruals 

Mean 

(Median) 

[standard deviation] 

Investing Accruals 

Mean  

(Median) 

[standard deviation] 

3 or 5 years  

(Group1) 

0.022 

(0.005) 

[0.353] 

0.232 

(0.065) 

[1.452] 

More than 5 years 

(Group 2) 

0.018 

(0.005) 

[0.292] 

0.294 

(0.045) 

[0.941] 

 

Notes: 

Operating accruals = ((ΔCA - ΔCASH) – (ΔCA - ΔSTD)) 

Investing accruals = ΔNOA (noncurrent operating assets) - ΔNOL (noncurrent                          

                                                                                                            operating   

                                                                                                            liabilities) 
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   (0.145)   (-0.174)   (0.198)   (-0.085)   (0.074)  (-0.084) 

   (0.145)   (-0.052)   (0.178)   (-0.012)   (0.087)  (-0.008) 

   [1.105]   [0.235]   [0.310]   [0.275]   [0.0812] [0.089] 

   [1.457]   [0.312]   [0.323]   [0.321]   [0.157]  [0.095] 

Table 2 

Signs of Accruals by tenure group 

Tenure   Operating   Operating  Investing  Investing  DACC* DACC 

> 5 years  0.457   -0.221   0.214   -0.132   0.121  -0.115 

3 to 5 years  0.521   -0.125   0.301   -0.025   0.194  -0.013 

   Mean   Mean   Mean   Mean   Mean  Mean 

Group   Accruals (+)  Accruals (-)  Accruals (+)  Accruals (-)  (+)  (-) 

_____________________________________________________________________________________________________________________ 

   (median)   (median)   (median)   (median)            (median)            (median) 
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Table 3 

Regression results 

ACCRUALS = α + β1TENURE + β2AGE + β3QUALITY + β4YEAR 

+β5RULE+β6ASET+ε 

      Dependent variable 

Independent Variable  Discretionary   Discretionary  Discretionary 

Accruals   Accruals (+)  Accruals (-) 

Coefficient  Coefficient  Coefficient 

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

                                                 [p-val]  [p-val]   [p-val] 

________________________________________________________________________ 

 

Intercept   -0.014   0.124   -0.087 

    (-2.209)  (10.57)   (-11.25) 

    [0.034]   [0.001]   [0.000] 

 

TENURE   -0.014   -0.001   0.002 

    (-2.209)  (-2.45)   (4.785) 

    [0.034]   [0.001]   [0.003] 

 

 

AGE    -0.014   0.001   0.004 

    (-2.209)  (1.48)   (4.050) 

    [0.034]   [0.154]   [0.001] 

 

 

QUALITY   -0.014   -0.154   0.012 

    (-2.209)  (-8.52)   (3.28) 

    [0.034]   [0.002]   [0.015] 
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YEAR    -0.014   0.214   0.154 

    (-2.209)  (1.254)   (1.755) 

    [0.034]   [0.258]   [0.08] 

 

RULE    -0.014   0.178   0.376 

    (-2.209)  (6.77)   (2.25) 

    [0.034]   [0.001]   [0.052] 

 

ASET    -0.014   -0.008   0.012 

    (-2.209)  (-3.68)   (6.26) 

    [0.034]   [0.001]   [0.001] 

 

 

Table 4 

Robustness Check  

ACCRUALS = α + β1TENURE + β2AGE + β3QUALITY + β4YEAR 

+β5RULE+β6ASET+ε 

      Dependent variable 

Independent Variable  Operating    Investing    

Accruals    Accruals  

________________________________________________________________________ 

 

Intercept   0.034    0.246     

    (1.809)     (2.750)  

    [0.064]    [0.005]   

 

TENURE   -0.002    -0.008  
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    (-1.850)   (-8.67) 

    [0.058]    (0.001) 

 

AGE    -0.004    -0.005    

    (-1.709)   (-2.14)   

    [0.054]    [0.004]   

 

 

QUALITY   -0.011    -0.001    

    (-0.25)    (-0.121) 

    [0.434]    [0.919]  

 

 

YEAR    -0.214    -0.005    

    (-0.125)   (-0.33) 

    [0.254]    [0.741]   

 

RULE    0.352    0.014   

    (0.452)    (0.345)  

    [0.528]    [0.897]   

 

ASET    0.002    0.015    

    (2.258)    (2.77) 

    [0.010]    [0.001]  

 

________________________________________________________________________ 
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