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ABSTRACT

This study conceptually explores the influence of firm internal characteristics in
presenting timely audited report which is one of the parameters for quantifying a quality audited
report. The reviewed studies reveal that although longer audit tenure might reduce the auditor
independence and influence negatively quality of audited reports. However, considering audit
report timeliness, longer audit tenure significantly reduce audit report lag, therefore positively
have significant contribution to the quality of audited report. With this, the author suggests
empirical investigation into the argument of elongated audit tenure on quality audit report in
terms of impaired quality and timeliness.
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INTRODUCTION

In recent times, quality audit reports have been used in securing investors, shareholder
and stakeholders’ interest and confidence. However, the extent to which this statement is true
and effective has continued to raise some concerns for editors and scholars (Gray et al., 2011).
The issue of quality audit report has been one of the major concerns of investors, shareholders
and stakeholders as well as key considerations for auditors across the globe. Audit as a
profession was argued to have suffered a lot because it is believed to be the pancreas that cure all
ills. For example, executing high quality audit task implies reduced audit risk and minimal
chances of issuing biased audit option (Francis, 2004). Meanwhile, reality has it that audit
process has limitation of what is included in the auditing exercise. As such, the audit users’
expectations differ from the reality of what auditors can accomplished (Du & Roohani, 2007;
Gold et al., 2012). Nevertheless, audit practitioners and scholars had devoted attention on
improving public confidence via close calls in devising means of enhancing the quality of audit
report produced (Hoag et al., 2017; International Auditing and Assurance Standards Board,
2014).

One of the major pitfalls of achieving audit quality report is that audit scholars find it
difficult to explain what a quality audit report should entail. Rather, audit quality reports are
proxied based on the authors’ interest (Abdullah, 2006; Afify, 2008; Al-Tahat, 2015; Ika &
Ghazali, 2012). Hence, an audit report which is assumed to be of high quality might just be
another normal report in another context. Since there is no agreed scholarly definition of what
audit quality entails, it is therefore a difficult task for scholars to conclude the optimal level of
audit quality (Francis, 2004).

Despite this, insights into prior studies reveals that even though there is no agreed
definition of what audit quality entails, nor what firm characteristics should be audited, in earlier
studies present that some similar characteristics does exist among the proxies of audit quality
investigations. These are not limited to audit committee, auditor partners’ rotation, audit tenure
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and audit report timing. These factors, according to earlier scholars are highly important in
achieving audit quality report (Mansi et al., 2004; Sultana et al., 2015).

Theoretically, as observed by Francis (2004) and Hoag et al. (2017), measures to improve
audit quality reports is yielding significant positive results. Hence, the question is if these
theoretical findings are real, why did high profile companies defunct? The reality in this sense
reveals that the accounting profession is witnessing credibility issues (Krishnan, 2005). Insights
into earlier studies on the quality of audit reports several studies reveals the contributions of
different factors not limited to demography, audit report time lag, firm internal characteristics
and auditor tenure contributes to the inconclusive arguments reported by earlier studies.

Focusing on Indonesia, this study aims to examine conceptually, the relationship between
audit report time lag or audit timeliness and quality audit report. Not only this, the objective of
this study is to identify the contribution of firm internal factors such as the audit committee, audit
tenure and audit independence on audit timeliness that technically influence the perceived audit
report quality. With this, some of the primary causes of audit quality issues and mix evidences
and perhaps are unearthed, suggest a framework that has the potential to mitigate these recurring
issues in audit quality reports.

LITERATURE REVIEW

One of the factors that were found by earlier scholars to influence the quality of the audit
report is audit timeliness. Audit timeliness or audit time lag is the time frame needed for the
auditors to complete and present the findings from the audit process (lka & Ghazali, 2012). This
construct has been investigated extensively and was believed to be a major factor that influence
audit quality report as it translates to corporate transparency and value (Abdullah, 2006; Almilia,
2015; lIka & Ghazali, 2012). For example, the study of Ika & Ghazali (2012) concludes that audit
timeliness contributes to audit quality report achievement however through audit committee
effectiveness. The authors remarked that the effectiveness of audit committee can drastically cut
the report lead time. Contrary to the timeliness significance in predicting the quality of audited
report, the study by Rahmawati (2018) argues that in Indonesia, the audit timeliness report has
no significant effect on its quality.

On the account of Almilia (2015), audit reporting via the internet has improved the
quality of the audit reports in Indonesia based on its timeliness. Despite this claim, evidences
from literatures shows that audit reporting in Indonesia is at its infancy stage and needs
improvement. Attempt to reduce audit report time lag via the engagement of information
communication technology apparatus births the study of Budisusetyo & Almilia (2011), from the
intention of these authors, it could be seen that they wish to explore innovative ways of prompt
financial reporting. However, they found that technology usage among the firms surveyed
contribute less innovativeness in financial reporting techniques and the time required.

Meanwhile, the study of Nuryanto & Afiah (2013) tends to examine why the level of
innovativeness and timeliness of audit reporting among government parastatals that is, local
government officials in Indonesia. It was discovered by these authors that technology
competence among audit committees contribute significantly in ensuring timeliness in audit
reporting and presentation.

In a similar study, Afify (2008) conducted a regression analysis to examine the
significance and as well measure the extent of audit report lag in Egypt. It was revealed that from
the 85 companies examined, audit report lag ranges from 19 days to 115 days. The author
concludes factors such as the audit committee, board of independence and CEO duality
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significantly influence audit report lag or timeliness in these firms. Concerning the study of
Hussin et al. (2018) and Lee et al. (2009), suggests that late timing of reporting financial audit
can be leveraged through elongated audit tenure.

Therefore, the issue of auditors’ tenure comes into play. Similar to the discussion above,
there are ongoing inconclusive arguments among scholars. Some believed that elongated audit
tenure enhances audit quality report via acclimatization and deeper knowledge of firms’ practices
(Dao & Pham, 2014; Hussin et al., 2018; Lee et al., 2009; Rusmin, & Evans, 2017; Walker &
Hay, 2013). The study from Malik et al. (2017) argues that elongated audit tenure has better
implication for the firm than reducing the quality of audited reports. In their study, they found
that during the early years of auditors, there is a considerable increase of discretionary accruals
because these auditors are less equipped with client specific knowledge. However, as times goes
on, these discretionary magnitude decreases, hence, the quality of audited reports is enhanced.
While, Carcello & Nagy (2004) mandatory rotation of audit firm so as not to have elongated
audit tenure could have an adverse effect on the firm’s audited report.

Findings from scholars such as Walker and Hay (2013) and Wan Hussin et al. (2018)
supports the notion that elongated audit tenure significantly and positively contributes to reduced
audit report lag. The authors conclude that longer audit tenure mitigates the adverse effect of
impaired quality of presenting the audit report on time.

On a contrary, Gonzalez-Diaz et al. (2015) argues that audited reports begin to lose its
quality precisely after six years of elongated audit tenure. This is consistent with the conclusion
of the study of Azizkhani et al. (2018) contending that frequent audit rotation enhances quality of
audited reports.

Meanwhile, in Australia, Sulatana et al. (2015) concluded that companies who tends to
present their audit report in due time, that is, shorter Audit Report Lag (ADL) are those firms
with experienced audit committee members with prior financial expertise. In view of this,
legislation or policy mandating financial expertise of audit committees as well as independence
of these committees was recommended by these authors. While, Armanda and Adi (2018) in
their study argue that firm’s size predict the timelines in presenting the audited report. Further,
findings from these authors shows that leverage and audit opinion does not influence the audited
report timeliness. On a different note, the findings from the study of Al-Tahat (2015) contends
the argument of Armanda and Adi (2018) Al-Tahat in the Jordanian context argues no significant
influence of firm size on audit report timeliness

On the other hand, scholars such as Abedalgader Al-Thuneibat et al. (2011); Knechel &
Vanstraelen (2007) believed that elongated audit tenure creates unprofessional familiarity
between the auditors and the managers thus, causing under reporting or non-issuance of ongoing
concern. Other primary sources of arguments of quality audit report is the contribution of audit
firms on the audit reports itself. There have been ongoing debates between the “Big-Four” and
“non-big four,” with several scholars (Brown et al., 2016; Kumar & Lim, 2015) arguing in favor
of the notion that the quality of audit reports produced by Big Four is high.

On a contrary, Kumar & Lim, 2015 and Semba & Kato (2019) argues that the services
provided by non-big four firm differs not from that of the big four. Examining audit quality
indicators from junior auditors, the result from the study from Brown et al. (2016) presents that
factors such as demography ‘gender and auditors’ experience level’, and firm size summing up
to be audit characteristics significantly influence certain audit quality indicators. In, summary,
the study of Brown et al. (2016) exposes some fantastic source of audit discrepancies. Similar
study by Hoag et al. (2017) investigates the effects of audit characteristics on financial audit
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quality before and after implementation of Sarbanes-Oxley (SOX) Act 2002. The findings
indicate a no difference in audit firm size in post SOX implementation between Big four and
non-big four audit firms indicating that there is an optimal compliance comparing to pre-SOX,
where there is a significant difference between the Big N and no Big N audit firms. A recent
study by Agyei-Mensah (2019) conclude that audit committee plays a significant role among Big
Four in ensuring quality audit report.

Similarly, the findings from the studies by Houmes et al. (2013) and Zgarni et al. (2016)
also notes the significant influence of audit committee in reducing earning accruals which
enhance quality of reported financial audits over time. As such, this study concludes a no
significant difference between audit quality report presented by Big four and not big four
auditing firms. But concur with the notion that factors such as audit firm internal factors have
significant influence on audit report time lag/audit report timeliness which automatically
influence audit report users’ perception on the quality of audit report produced. In the wake of
this, the below framework which is to be empirically verified is proposed.

Firm’s internal factors

Audit tenure . )
Audit committee _»| Audit report Time Lag

Audit independence

Quality audit report

A 4

Where ... represents some other internal factors
FIGURE 1
PROPOSED CONCEPTUAL FRAMEWORK

SUMMARY OF FINDINGS

As observed from the pieces of reviewed literatures, one of the issues audit report
users have is the time lag in presenting audit findings. The faster it is, the higher the quality
they perceived. While, the longer it takes, the lower they perceived the quality of the
reports.

More so, evidence from earlier studies present that elongated audit tenure is
beneficial in reducing the timeliness of presenting audited reports. However, the elongated
audit tenure can be as well not a good idea for the firm in the sense that the auditor has the
tendencies of compromising his auditing task therefore leveraging the intended quality audit
report. However, this problem can be solved by the solution provided by Abbott et al.(2000)
suggesting a close monitoring of auditors. In spite of the significant findings in this study, the
author acknowledges some lapses during the course of conceptual investigations. These include
human bias in the selected literatures used in this study.

Meanwhile, no difference in quality of audit report between big four auditing firms and
non-big four auditing firms.
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