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EFFECTS OF AUDITOR TENURE ON AUDIT QUALITY: CASE ST UDY OF LISTED
BANKS IN NAIROBI SECURITY EXCHANGE
ABSTRACT
Large and small companies are collapsing even aft@uditor has issued unqualified opinion.
With the collapsing of these firms there is a dezin the trust from the public on the audited
reports issued by an auditor. The decline coman fre experience that many companies have
collapsed and their financial statements were addiy an independent auditor giving a
qualified opinion on audit report. The issuanceidualified opinion is suspected to be because
of a long term relationship between the auditor treédclient. Therefore audit tenure is suspected
to have an effect on the quality of audit. The otiyes of the study were to determined the
effects of auditor independence on quality, theai¥eness of human capital on quality when
the auditor audit the same client over time andllyrnto identify the measures to be in place in
order to avoid auditor being compromised when auglithe same client. Purposive sampling
technique was employed to identify the respond@uogstionnaire was used for collecting data,
descriptive statistics was used in the analysismanitiple regression model to find out the
relationship between the dependent and independeiables. The research study established
the effects of audit tenure on audit quality whitwe research found out that there is a positive
relationship between effectiveness of human cagitdlaudit quality and a negative relationship
between auditor independence and human capital.
Key Words
Audit tenure, audit Quality and auditor independenc



OPERATIONAL DEFINITION OF TERMS
Auditor: Is an approved or authorized accountant with tipaci#y to carry out audit, not to be
declared bankrupt or subject to trading and coasait prohibitions, have an education and
experience required for the audit business, havesquh the examination of professional
competence as an approved or authorized accousgariily the Supervisory Board of Public
Accountants or Supervisory Board of Authorized Agaants, and be fit and proper person to
carry on audit process”

Auditor tenure: Audit tenure is a situation where an auditor offauslit services to the same
client for consecutive number of years (Almutaidyi and Skatz, 2009).

Audit Quality: A chance or probability in which an auditor canntiyy and report the client’s
material misstatement on the financial system thotige period of audit work (DeAngelo,
1981).

Auditor Independence: This can be measured by checking on the booksadumts of and
audit to determined the types of income from thent! This can be also as a result of a long
term auditor-client relationship. Lack of innovatjaomplacency, less rigorous audit procedures
and learned confidence in the client can affectitatld independence. These elements are
brought about by fear of loosing a client and dejgg on the client for audit firm revenues
(Wahid and Nasser, 2006)

Human Capital Effectiveness:Effectiveness of human capital can be checked orobyparing
the reports prepared by auditors over tirkkiman capital is the vital element in public
accounting organization. For the firm to be effeetit has to have enough personnel who have
the required skills and professional charactesstic

Audit Tenure Risks: when an auditor provide audit services to thentlifor a long term. this
compromises on how the audit work is performedrettere risks associated with long term
auditor-client relationship such as issuing sulddasth or biased audit reports and material
misstatements
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CHAPTER ONE

INTRODUCTION

1.1 Background of the Study.

Users of accounting information use the auditedrfaial statements in making their economic
decisions because the audited financial statenaeatselieved to have quality. Therefore it is the
responsibility of those entrusted to run the a$faf an organization to provide the organizational
true and fair financial information of businessoiingh financial statements (Al Thunabeit, Issa
and Ata, 2011). Managers are entrusted with theatipas of the organization by shareholders
and they will always do their best to switch auditdrom one to the other so as to get
unqualified opinion and this kind of opinion wilhdrease the confidence of shareholders.
Because they will have trust in that the organaredl financial statements reflects the true and
fair view of financial transactions of an organiaat(Jackson, Moldrich and Roebuck, 2008). An
audit report helps in verification of the accougtiand financial transaction of a firm so as to
identify whether what is reflected in the financtdcuments gives true and fair picture of the
financial data for an organization and audit qyahas been identified to be an important
element for financial credibility in Nigeria, thas the higher the audit quality the more
believability the financial reports by the usersgfddme, Tragbhe and Osazuwe, 2012).

Audit tenure is as a situation where an auditoersffaudit services to the same client for
consecutive number of years (Wuchun,HUichi and ¥imnh2004). It is believed that CPA firms
are at a greater risk of losing their independehtieey have performed audit in the same firm
for a period exceeding five years than firms whindtve performed the audit for less than five
years (Shockley,1981)

Auditor tenure is suspected to affect an auditabity to identify the misstatements and correct
them; short term audit tenure will not give an appoity to an auditor to identify any

misstatements because of lack of proper informadtmout the entity while a very long tenure on
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the other hand might make the auditor less objecfihe objectivity comes with the issue of
correcting them or reporting those misstatements Was evidently in U.S. after research done
on restatements and audit quality (Woodlands €043).

As stipulated by the International Auditing and éAssice Standard Board (IAASB) on
International Standard on Auditing (ISA) (220) thedit firm shall ensure that it maintains and
provide a system of quality control in carrying ¢l audit work. The auditor is required to be
incompliance with the code of ethics when carryondthe audit work.

Today the relationship between audit tenure andt guality has attracted a lot of research, this
is believed to be because in most cases auditeesagit unqualified opinion when they offer
service to the same client for a long durationTAUneibeit et al (2011) realized that in Jordan
most firms retain the same auditor since they thstbig firms to provide quality audit and also
acknowledged that long client relationship do affiee@ quality of audit as a result of lack of
independence created by the closeness of the alehthe auditor.

It has been proven and widely accepted that awdility provide three important functions and
this include helping in checking the performancenainagers, provision of better information in
the market and giving insurance about businessatipas. There is much confidence in the
quality of audit work that has been conducted lyflsims. This has been observed in the most
firms of Jordan where the audit firms are retaif@mda longer duration with the view of high
audit quality (Wallace, 1980)

However in Malaysia audit tenure is not clear as\gared to other countries where the audit
tenure is restricted to be five years where aftex period they should switch to another client
that is audit rotation (Nasser et al, 2006). klisays that a company which has been audited by
the same audit for a longer period raises sometignesto those who own share on whether the

audited reports reflect the true fair view of tirefcial transaction of the organization.



It is believed that when an audit firm offers seed to the same client for a long duration the
auditors’ independence is suspected to be compeoimemd this could lead to a low audit
quality. As it is believed in Malaysia that audantre is one factor which affects auditor’'s
independence which in turn could affect the quaditaudit (Wahid et al, 2006).

A policy for auditor change has been in place farenthan 20 years in Italy and it has been
discovered that as audit tenure increases the qudiity tends to increase and when comparing
rotation in terms of mandatory and voluntarily, waary auditor rotation is suspected to increase
audit quality than mandatory rotation and this ige do the fact that auditors tend to be more
independent when they offer audit services for artsperiod of time (Cameran, Prencipe and
Trombetta, 2006). Since this was the first Europgamtry to enforce audit rotation since 1974,
it was not in a position to avoid financial scarsdahd which led EC (European Commission) to
suggest that audit tenure should be within a peofosix years with a cooling off period of four
years (Velte et al 2012).

Audit tenure helps an organization to have lowest @ capital, the accrual discretionary are at
lower levels and good debt rating and this is essalt of employing and using the same auditors
for a long period of time. This means that firmsiashhretain their auditors for a while assist in
improving the audit quality (Almutairi et al 2009)

The failure of high corporate firms such as EnnorJiS. indicates that it is much important to
focus on the quality of audit work and the othestdas affecting audit process such as audit
tenure, independence, due diligence, competencyidaity and other related factors.

Chadegani (2011) highlighted different variablesedito measure audit quality in Singapore and
these measures are direct (financial reporting VB#WAP, performance in SEC, review of
guality control) and indirect measure ( reputatising of audit firm, fees charged for audit work,

cost of obtain capital, being the expert in thédfief audit). Kaklar (2012) in Iran advocated that



audit quality cannot be directly observed and dlg hard to measure audit quality but there are
some proxies used to measure audit quality onleerh tbeing accrual measure.

Audit quality is defined by DeAngelo (1981) as cbaror probability in which an auditor can
identify and report the client's material misstagsts on the financial system throughout the
period of the audit work. This likelihood depends the auditor’'s professional conduct where
the auditor’'s conduct is being guided by auditimogples such as objectivity, due profession
and conflict of interest. With the chances of sgeiine material misstatements and reporting
them enable the users of financial information aoéhtrust on the audited financial information
in decisions making.

Audit quality is viewed from two dimensions and gbeinclude actual and perceived audit
quality. Actual quality is seen in the reductionnedterial misstatements risks by the way auditor
reports them and on the other hand perceived is thewfinancial statements is believed to
reduce the level of misstatements after the audik\Taylor 2005).

Audit helps in reducing the level of conflicts infermation asymmetry by giving out high
quality audit in a situation where the sharehold®ms monitoring the work of managers in
running the affairs of the organization Dang (20@4)d this was also supported by Almutairi et
al (2009) where they reported that audit qualitippsen reducing information asymmetry where
high audit quality will enable to identify and pext accounting errors and misstatements than
lower audit quality.

Auditors in most cases give out quality reporte@void loosing audit fees from the client and
this may include the larger share of the auditort®me (Hotaish, 2007).

This is also evident in Texas where auditor coulk g low audit quality with a view of
retaining the client or as a result of pressurenftbe client to replace the auditor, however large
firms prefer to maintain the professionalism analvde high audit quality rather than giving out

low audit quality for the purposes of retaining ttieent, the researches concluded that audit
4



quality is affected by two aspects that is the neindf clients and the amount of fees audit is
expecting when retains a clients. (Deis and Girb@92).

There has been a high-profile fraud and misstat&srignbig firms which had led to increase in
the assessment of the work done by the auditorns. 83sessment is due to the conflict which
arises from information asymmetry between insi@derd outsiders (Mansi et al 2004).

A reported provided by the world bank (2001), Reéor the observance of standards and codes
(ROSC) in Kenya highlighted that a number of bafailed in 1990s and they were audited by
independent auditors. The auditors failed to prewdarning signals about the failures of these
banks after they have audited the financial statenoé the banks. Therefore this has raised
concerns in eyes of the public about the qualitawditing in Kenya. Kenyan banks were not
legally required to follow the IASs requirementstiu@001 that is when all listed companies
were advised to comply with IASs by Capital Marketthority (CMA). This is also evidently
seen when Deloitte misreported the CMC motors’rfaial statements where they were accused
of not disclosing subsidiary annual reports andse@ng the company’s inflated revenues (IAB
editorial 2012). This was after a complaint fileg the Capital Market Authority in Kenya.
Kenya being a member of IFAC the auditors are ttovio the policies and guidelines as
established by IAASB (International Auditing andsfisance Standard Board) when conducting
their audit work.

Since there are more factors which affect the @mglit process such as audit tenure,
independence, due diligence, competency familianty other related factors. The study focuses
on auditor tenure because in Kenya less reseaschden done on audit tenure and audit quality
and many companies are retaining their auditordierdfore this study seeks to determine

whether audit tenure affect audit quality in Nairob



1.2 Statement of the Problem.

Scandals from different parts of the world haveus®d a lot of attention on the audit tenure and
audit quality such as the case of CMC motors (lAlBagial 2012). Researchers, regulators, and
other stakeholders alike express concerns on twinritant issues which they believe could
compromise the auditor’s independence (Chi et @42 These are the client importance and
audit tenure. There is a continuing decline inttarsthe quality of audit report from the public,
this is evidently seen when most of audit firms eabhhave audited their clients and issue audit
reports (unqualified audit opinion) which turndot be different from the actual view (IAB
editorial 2012). Many auditors issue unqualifiednogn after they have audited their clients and
this report shows that the information reflectedha financial statements is a true and fair view
of organizational financial transactions. Since soiifrms have been collapsing even after an
auditor issued unqualified opinion there is a stispi that the auditor get compromised on how
they work or they just assume that they underseaaalything about the firm when they audit the
same client for long duration in order to retaia tient (Sajad, Farazmand and Gorbani, 2012).
This brings in a dilemma for many firms as to wieetto change auditors after some time or
maintain the long-term relationship with their @nt auditor. The study aimed at identifying the

effects of audit tenure on quality using the bdrgtsed in the Nairobi Security Exchange.

1.3 Objectives of the Study.

The general objective of the study was to deterrtiieeeffect of audit tenure on audit quality.
1.3.1 Specific Objectives.
The specific objectives of the research are to:

1. Determine the continued effectiveness of existiognan capital where the same clients

are audited by the same audit firm over long period
2. Assess elements of continued independence in edsse auditors audit the same client

over a long period.



3. Identify the measures put in place by the seleetedit firms to mitigate the risks
associated with long term audit tenure.

1.4 research Questions
The research questions are:
1. Does the auditor employ effective human capital nvhaditing the same client over a

long period?
2. Is the auditor independent when auditing the sdiapt@ver along period?
3. What are measures to be in place to mitigate #ies rassociated with long term audit

tenure?

1.5 Significance of the Study.

Quality audited financial statements provide coerfice to the users of financial information in

making economic decision such as shareholders wadydacide whether to put in more capital

or making drawings. The results of the study asssts of audited financial information. This is

because a quality audit reflects the true pictfir@ @dmpany’s affairs. The study provides a clear
picture to the corporations and individual investahether the duration of an auditor with the

client can affect the quality.

It is also important to the users of policy regotatin setting the policies on areas such as
duration for auditing a given client because theraeo standard on the duration of auditing a
given client. Since the research on effect of audgnure on audit quality has not been enough

done therefore it is useful to the academiaiteéndture reviewing.

1.6 Scope of the study
The study was limited to the banks which are distethe Nairobi Security Exchange. The study

focused on a 5 years period between 2008 to 2 .sTudy covered five year period because

most audit companies do audit rotation after agaeof 5 years. The study only concentrated on



the quality of audit work done by the auditors wlarditing the same client and using banks

listed in the Nairobi Security exchange.

1.7 Limitations of the study.

The study covered the banks which are listed imd¥aiSecurity Exchange. There were many
banks which includes the branches for the studycdweer. The study focused only their
headquarters to overcome the challenge. All thé&kbdiated in the Nairobi Security Exchange
have their national head offices in Nairobi therefthe study had less challenge of getting

respondents to be used in data collection.



CHAPTER TWO
LITERATURE REVIEW

2.1 Empirical literature.

In many researches audit tenure has been considerege of the independent variable affecting
dependent variable. Since audit independence impartant element for users to be confident
with financial information, therefore audit qualityll be important to the same users of financial
report for the purpose of making economic decisions

A research conducted by Yuniarti (2012), on thedacthat affect audit quality and the study
focused on audit tenure and dysfunctional behamorudit quality, the study used successive
interval method where ordinal scale is convertdd interval scale. The study found that audit
quality can be affected by both factors that isutenand dysfunctional behavior, as when the
audit tenure is increased the audit quality alsweases and audit quality can be affected by
dysfunctional behavior due to lack of researchTAuneibat et al (2011) had contrary findings
where they found out that audit quality and audrure are negatively related and they used
discreationary accruals as a measure of audittyushere they concluded that this relationship
arises due to the fact that close relationshipgsrilmyalty and this impair auditor independence
and objectivity in carrying out the audit work. Fhalso found out that the size of a firm do not
have any effect on audit quality. They recommenitiedl there should be audit rotation of audit
firms in order to have independent and objectivditawhich in turn will lead to a high audit
quality.

Audit effort as described by the hours taken imygag out an audit and it has been also seen as
the most important aspect that affects the auddlitgju A study carried by Leventis and
Constantinos (2005) to find out the determinantuadit quality and using time as a proxy of
audit quality. The two focused on variables suck@apany size, gearing, public issue and type

of auditor as a class of audit effort. A multiplgression method was used by the researchers



and they found out that firms which source fundasrirthe public will have high audit quality,
locally auditor conduct low audit quality, as safea company increases and the audit effort also
increases and finally the firm with high gearindl\always have a high audit quality.

Yuniarti (2011) studied on the audit firm size andlit fee on audit quality, using a descriptive
research design where the study was to find otliefe is any correlation between these two
factors on audit quality. By the use iottable to test on the validity of the items used time
analysis the study found out that audit quality oahbe significantly measured by the size of
the firm and on the other hand audit quality camatbected by audit fee that is the higher the fee
the higher the audit quality. Fernando et al (20U8¢d audit size, audit tenure and audit
specialization as factors which affect audit qyatih the cost of equity of a firm. Their focus
was whether these audit quality characteristicsecafthe cost of equity of a firm. They use a
regression model to regress the independent vagagainst the dependent variable and the find
out that audit industry specialization and coseqtity are negatively related and the client of
big audit firms incur the low cost of equity in éincing and this is consistent with the work of
Leventis and Constantinos (2005) because high ayhtity leads to more confidence on
financial information by users.

Mandatory audit rotation is an important aspecthenquality of audit report. Using the level of
discretionary accruals and issuance of going conasrthe main reasons for mandatory rotation
Jackson et al (2008) found out that going conceinion will actually improve audit quality due
to increase of audit tenure and the level of disamary accruals has no effect on audit quality.

A study by Cameran et al ( 2006) on the differeffiéects on audit rotation in compulsory and
voluntary nature with audit quality and audit temuwsing earning management, they found out
that when audit rotate voluntarily than mandatibwy audit quality improves while mandatory
change reduces audit quality. They also found lwait dvertime audit quality tend to improve as

audit tenure increases.
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Ding (2004) carried out research assessing thealaetudit quality where the aim was to
distinguish between perceived and actual auditityuahd if market thinks on the right direction
about audit quality that is if the perception abautit quality gives real quality. By the use of
accounting information the study reveals that therk®t assess quality on the right direction
therefore market perception on audit quality cagduss a measure of audit quality.

In most cases audit tenure is associated with auility, a research conducted by Almutairi et
al (2009) studied on the audit tenure, audit spieai@on and information asymmetry where their
focus was to determine whether audit specializaéiod audit tenure are the main determinant
for a quality financial information perception frothe market. The findings shows that tenure
assists in reducing information asymmetry to soméerel and audit specialization and
information asymmetry are inversely related. Thasvafter undertaking the research on how
bid-ask price is associated with these two factors.

An empirical analysis research was conducted byavigbet al (2012) on audit partner tenure
and audit quality using Binary Logit Model Technégto analyze the relationship between audit
quality and audit tenure. Their research conclutthed] there is a negative relationship between
audit tenure and audit quality after which the &bles used in carrying out the research were not
significant.

A research conducted by Deis and Giroux (1992) somguon the factors which determine the
quality audit for independent school districts ypded by small, independent CPA firms in
Texas. They studied on different factors which deiee the quality of audit by looking onto
QCR (Quality Control Review) results to know theaex measure of quality audit. The
conclusion was that as audit tenure increasesuthi¢ guality is expected to decrease.

Carey and Simnett (2006) carried out a researatxémine the extent to which audit quality
decreases as audit partner tenure is prolonged,stinely used a cross-sectional analysis for all

listed companies in Australia to determine whettihere was any association between audit
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quality and the audit tenure. The research fourtdiwat there is a reduction of audit quality as

the audit tenure is extended.

2.2 Theoretical literature.

The theory of relationship marketing brings in sobenefits between the seller and the buyer.
In the audit practice the auditor-client relatiopsts important as marketing tool for them to
sustain existing service and promote cross-sellihgrefore it helps in reducing costs for
example setup costs that can be amortized ovengadaration. The reduction in setup cost is
generally viewed as benefits from the audit-cliemg-term relationship. Therefore the firm can
sustain an auditor for a period of time for thegmse of ensuring they get some benefits (Clark
and Payne, 1994).

In the agency theory (managers —owners), auditaysplan important function in reducing
information asymmetry and agency problems. Thecpal and the agent (manager) differ in
information and contradictory motives. Informatiaeymmetry comes in when one party has
more information than the other and contradictogtives include compensation, labor market
opportunities and the relationship with other @artnot directly engaged with the principals.
Differences on the two issues decrease reliabditynformation which causes lack of trust
between them. The auditor as third party come® iensure the interests of the two parties are
aligned. This introduces a new relationship whéee duditor acts as an agent for the principal
and this will lead to lack of independence, lacktmist and also lack of objectivity. When
auditors conduct the audit they are the agentfircipals and this liaison therefore brings
similar issues of trust and confidence as theioglahip of director and shareholder, leading to
guestions on who is auditing the new agent (aud{femir and Farooq, 2012).

Audity quality theory by Watkins, Hillison and Mamft (2004) differentiated audit quality

from perception of audit quality. The two were veato be different using factors such as
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monitoring strength and reputation which are thei@cand perceived audit quality. Monitoring
strength can be measured using the elements audittygwhich includes the degree of
competence and auditor's independence. The peoceptn the two elements’ degree as a

measure for audit quality from the market woulcered as auditor reputation.

2.3 Conceptual Framework.

The study aims at determining the kind of relatiop$etween audit tenure and audit quality.

Independent variable Dependent variable.
Effective Human -
Capita
j Audit Qualit
[Audit Independence ] R 3 gl Quality ]

mitigative measures

[ Audit tenure risks }_,

» ISA provisions.
» ICPAK policies.

Intervening variables.
Source Author (2013)

2.4 Interpretation of the variables.

With an increase in audit tenure the auditors nssyime to understand client system to an extent
they may use personnel with low level of educatiank of experience and lack of professional
qualification of which this could lead to low audiality.

Auditor independence could be affected by the regsmreceived by the auditor and fear of
loosing the client. Given that the auditor as @ratle economic agent can be assumed that the
revenue of auditing client has an impact on auditodependence. If the auditor has recently

loose some clients this could lead to fear of logshe current client.
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As tenure increases the auditor becomes to clo#e tve client the auditor is compromised

therefore auditors should put in place measuressore they are not compromised.

Level of measurement of variables

Conceptual framework Measurement/ Operational/level of

measurement of variables.

-Educational level,
Effectiveness of Human Capital -work experience,

-Audit reports comparativeness.
-professional qualification.

Elements of Independence -revenues (audit fees)

-fear of losing a client
-checking on the books of accounts and check
the payments.

Measures to put in place -audit rotation

-disclosure of non audit services
-partner review.

2.5 The Gap to be Filled.

Several studies have been done on audit qualityrandthe literature review we have seen that
audit quality is affected by many aspects suchud# gize, audit fees, independence and tenure.
Cameran et al (2006) compared audit rotation oontalily and mandatory and with their study

it shows that voluntary rotation increases auddliqyt Al Thuneibat et al (2011) found out that
audit quality and audit tenure are negatively egladnd they used discreationary accruals as a
measure of audit quality. Where they concluded thiat relationship arises due to the fact that
close relationship brings loyalty and this impaid&or independence and objectivity in carrying
out the audit work. With all this different studiear research is aimed at determining the effect
of audit tenure on audit quality in Nairobi usinigetbanks listed in the Nairobi Security

Exchange.
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CHAPTER THREE

RESEARCH METHODOLOGY

3.1 Research Design.

The research design was descriptive design. Thizetause the study seeks to establish the

effects of audit tenure on audit quality.

3.2 Population of Study.

The study seeks to determine the effect of auditiree on audit quality therefore we will be
focusing on the banks listed in Nairobi Securitgleange. There are 180 accountants in 10 listed
banks in the Nairobi Security exchange during th&r\2013, therefore the study will be focusing

on the accountants in these banks as the targatgimmp.

3.3 Sample Design.

The study focused on the banks listed in the Nai#rurity Exchange. There are 10 banks
listed in the Nairobi Security Exchange. The stutjuded all banks listed in Nairobi Security
Exchange in gathering the data and purposive sagwias used to select the respondents based

on the criteria that the chief financial accountamdl other assistants deal with the auditor.

3.4 Sample Size.

Since there are only 10 banks in the Nairobi Seclkchange, it is manageable to conduct a
study on all listed banks. Out of these banks thdyswill use 18 accountants in each bank, that
is the chief financial accountant and other assidiaancial accountants will be picked giving
the number to 180 accountants as respondents. s Wili enable the study to gather more

information on audit tenure because the auditorswact with the financial accountants.
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3.5 Data Collection Method.

The data was collected using questionnaire thg&ended and closed ended questions in the
guestionnaire. The questions gave our respondbatfréedom to express the views about the
study. Questionnaires enabled us to gather accunatenation since the respondents filled the

guestionnaires according to the instructions predidy the researcher.

3.6 Pilot Test.

A pilot study was done to detect the face validifythe instruments used in collecting the
information from the respondents. This assists amrecting errors which may occur during

actual the actually time of research.

3.7 Validity and Reliability

After the pilot study have been conducted and askthat the instruments used in collecting
data meets the criteria of face validity. The stadwlyzed the data collected from the pilot test
using Cronbach’s alpha. The cronbach’s alpha =0tA&€efore the elements in the study were
reliable to be included in the study. The studyueed that the questionnaires were administered
to the right sample population. The questionnaivese given out to the accountants of listed
banks in Nairobi Security Exchange and this is bseaauditors do highly interact with

accountants of a firm.

3.8 Data Analysis.

The study employed descriptive statistics methadtipte regression model was used to test the
relationship between the dependent variable andnttependent variables, with the assistant of
SPSS to analyze the data collected. The study geettstermine the effect of audit tenure on
audit quality therefore the model to be used hasdaeve the objective in determining the
relationship between audit tenure and quality. fidggression model to be adopted will take the

form of the regression equation of X and Y as esged below.
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Y = a +B1X1+ P2X2+ P3X34€....equation 1.
Depending with the number of variables in the study
Where: Y= the dependent variable, the audit qualit
X1=Human Capital.
X2 = independence.
%-measures put in place.
e= error term

B=the determinant of relationship.

17



CHAPTER FOUR

DATA ANALYSIS AND INTERPRETATION

4.1 Response Rate.
The study used 18 questionnaires in each bamkggavtotal of 180 questionnaires and only 150

guestionnaires were filled and given back after tmeeks. This represents 83.33% rate. This
reasonable response was achieved after the reseanede frequent visits in order to remind the
respondents to fill the questionnaires.

4.2 Background Information.

The respondents were from the listed banks in Maig®curity exchange. They were asked to
provide information based on gender, years of serwi the bank and the type of education they

posses. The findings are discussed below.

4.2.1 Gender.
Table 1: The Respondents Gender.
Gender
Frequency Percent Valid Cumulative
Percent Percent

Male 106 70.7 70.7 70.7
Valid Female 44 29.3 29.3 100.0

Total 150 100.0 100.0

Source: Research Data, 2013.

Fig 1: The Respondents Gender.

The Respondents Age

m MvMale mFemale

Source: Research Data, 2013.
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In the study 70.7% of the respondents were male 28h8% were female. This shows that

majority of employees in the accounting departnieianks are male.

4.2.2: Years of service to the bank.
Table 2: Duration of the Respondent has Worked witlihe Bank.

Frequenc| Percent Valid Cumulative
y Percent Percent
Below 5 94 62.6 62.6 62.6
years
5-10 years 48 32.0 32.0 94.6
Valid 11-15 years 4 2.7 2.7 97.3
over 15 year 4 2.7 2.7 100.00
Total 150 100.0 100.0

Source: Research Data, 2013.

Fig 2: Duration of the Respondent has Worked withhie Bank.

Duration Worked with the Bank

3% 3%

N

m Below 5 years

M 5-10vyears

11-15 years

M over 15 years

Source: Research Data, 2013.

Regarding the number of years the accountants lwked with the bank, 62.6 % of the
respondents had worked with the bank below fivergjeaf the respondents 32% had worked
with the bank for 5-10 years, of the respondent8ahad worked with the bank for 11-15 years

and of the respondents 2.7% had worked with thek dan over fifteen years. From the
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information it shows that organizations have a htgmover of employees in accounting

department within a period of 5 years and below.

4.2.3: Type and Level of Education.
Table 3: Education Background.

Frequenc| Percent Valid Cumulative
y Percent Percent
Academic 44 29.3 29.3 29.3
Professional 68 45.3 45.3 74.7
Valid Both professional & 38 25.3 25.3 100.0
academic
Total 150 100.0 100.0

Source: Research Data, 2013.

Fig 3: Education Background.

Type of Education

m Academic m Professional Both professional & academic

Source: Research Data, 2013.
According to the findings 29.3% of the respondepitsse’s academic qualification, 45.3% of

the respondents posses professional qualificatiehoait of the respondents 25.3% posses both
academic and professional. The majority of emplsyae in professional qualification and this
is because professional qualification has widesrimftion in accounting field.

4.3: Effectiveness of human Capital.

This part captures how the auditing team worksblves the procedures they used in order to
carry out the audit work and also if the auditingrkvis done in accordance with the set

principles.
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4.3.1 Years of service by auditor.
Table 4: The Period Auditor has been Auditing the @ent.

Frequenc| Percent Valid Cumulative
y Percent Percent
Valid 1-3 years 67 44.7 44.7 44.7
3-5 years 45 30.0 30.0 74.7
Over 5 years. 38 25.3 25.3 100.0
Total 150 100.0 100.0

Source: Research Data, 2013.

Fig 4: The Period Auditor has been Auditing the Clent

The Period Auditor has been

Auditing the Client.

m1-3 vyears

= 3-5 years

Owver 5 years.

Source: Research Data, 2013.

The research sought to find out the period thatiteudas offered auditing their client.

According to the respondents 44.7% of the respasdgrowed that auditor has offered auditing
services for a period of 1-3years, of the respotsd@0.0% of the respondents showed that
auditor had offered services for a period of 3-argeand of the respondents 25.3% of the

respondents showed that auditor has been audhigig tcompany for over Syears. The study

discovered that most banks retain their auditare¥er three years.

Table 5: Continuous Use of Auditor.

Frequency Percent Valid Cumulative
Percent Percent
Yes 122 81.3 81.3 81.3
Valid No 28 18.7 18.7 100.0
Total 150 100.0 100.0

Source: Research Data, 2013.
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Fig 5: Continuous Use of Auditor.

Have you been using the auditing firm
continuously for those years

HYes

B No

Source: Research Data, 2013.
The research study found out that out the respdad&h3% indicated that auditor audit the

bank continuously and out of the respondents 1&#7#&e respondents said that the bank do not

use the auditor continuously. Banks have beenniaitheir auditors for over three years and

this shows that there is familiarity between thditur and banks.

4.3.2: Personnel Involved.

Table 6: The Capacity of Human Resources.

Frequenc| Percent Valid Cumulative
y Percent Percent
Strongly 26 17.3 17.3 17.3
agree
Agree 88 58.7 58.7 76.0
., Don’t know 9 6.0 6.0 82.0
Valid .
Disagree 18 12.0 12.0 94.0
Strongly 9 6.0 6.0 100.0
disagree
Total 150 100.0 100.0

Source: Research Data, 2013.
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Fig 6: The Capacity of Human Resources.

Audit Personnel

6% M Strongly agree
m Agree

Dor’t know
W Disagree

m Strongly disagree

Source: Research Data, 2013.

The findings shows that 17.3% strongly agreed thataudit firm have enough personnel to
carryout audit work, 58.7%of the respondents agthatithe audit firm have enough personnel
to carryout audit work,6.0% don’t know that the &doim have enough personnel to carryout
audit work, 12% that the auditor carry out theirrkvon accordance with the auditing standards,
and 6% of the respondents strongly disagreed ieaaiditor carry out their work in accordance
with the auditing standards. The highest numberespondents agreed that audit firms have
enough personnel to carryout audit work this shaudit firms do have the necessary capacity to

audit their clients.

4.3.3: Information about the Client.
Table 7: Auditor-Client Information.

Frequenc| Percent Valid Cumulative
y Percent Percent
Strongly agree 36 24.0 24.0 24.0
Agree 80 53.3 53.3 77.3
Don't know 18 12.0 12.0 89.3
Valid Disagree 14 9.3 9.3 98.7
Strongly 2 1.3 1.3 100.0
Disagree
Total 150 100.0 100.0
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Source: Research Data, 2013.

Fig 7: Auditor-Client Information.

The Auditing Team has Information
about the Client

124

|

M Strongly agree

W Agree

Don’t know
m Disagres

W Strongly Disagrea

Source: Research Data, 2013.

The response shows that 24% of the respondentsgbtragree that the audit team have client
information, 53.3% agreed that the audit team hebemt information, 12% of the respondents

have no idea about whether the audit has clienttsmation, 9.3% disagreed that the audit team
have client information and 1.3% of the respondstisngly disagreed that the audit team have
client information. The study gathered that thei@ug teams auditing the listed banks have
more information about their clients this allowninéo wok effectively and gather all necessary
evidence while a small margin strongly disagre¢ aluaitor have information about their clients.

4.3.4: How Audit Team Works.
Table 8: Carrying out Audit Work in Accordance with Standards.

Frequency| Percent | Valid Perceny Cumulative

Percent

Strongly agreq 58 38.7 38.7 38.7

Agree 70 46.7 46.7 85.3

Don’t know 16 10.7 10.7 96.0

Valid Disagree 3 2.0 2.0 98.0
Strongly 3 2.0 2.0 100.0

Disagree
Total 150 100.0 100.0

Source: Research Data, 2013.
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Fig 8: Carrying out Audit Work in Accordance with Standards.

Carrying out audit work in
accordance with auditing standards

2% 2%

11%
W Strongly agree

m Agree
Don’t know
M Disagree

m Strongly Disagree

Source: Research Data, 2013.

The study found out that 38.7% of the respondenisgly agreed that the auditor carry out their
work in accordance with the auditing standardsy%6of the respondents agreed that that the
auditor carry out their work in accordance with gugliting standards, Since the highest numbers
of auditors are accountants the respondents agjiaethey work in accordance to the standards.
10.7% did not know that the auditor carry out therk in accordance with the auditing
standards, 2.0% of the respondents disagreedh@atuditor carry out their work in accordance
with the auditing standards and 2.0% of the respotsdstrongly disagreed that the auditor carry
out their work in accordance with the auditing stanals.

4.4: Auditor Independence.

This captures data with regards to how independeditor is. It involves: whether auditor offers
other services other than auditing work, if the itardhas interest in the bank and whether

auditor depends on the client fees as part oféjeddent revenues.

4.4.1: Other Services Offered by auditor.
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Table 9: Confirmation on whether Auditors offer other Services.
Does the auditor offer any other services other thmauditing your

bank?
Frequency Percent Valid Cumulative
Percent Percent
Yes 134 89.4 89.4 89.4
Valid No 16 10.7 10.7 100.0
Total 150 100.0 100.0

Source: Research Data, 2013.
Fig 9: Confirmation on whether Auditors offer other Services

If auditor offers any other
services.

M Yes

m No

Source: Research Data, 2013.

The findings showed that 89.4% of the respondeaitd that auditor offer other services and
10.7% of the respondents said that auditor doe®ff@t any other services other than auditing
the client. Offering of services to the client ltmithe auditor from making objective decision

because if the auditor offers other services thi#yoe auditing their own work.

4.4.2: Other Services offered by Audit Firm.

Table 10: Other Services offered by the Audit Firm.

If yes tick any of the following services

Frequency] Percent | Valid Percenf Cumulative
Percent
Bookkeeping 54 36.0 42.2 42.2
Financial information 50 33.3 39.1 81.3
Valid systems design
Internal audit outsourcin 16 10.7 12.5 93.8
services
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Missing

Legal and expert serviced
unrelated to the audit
Others
Total
System
Total

128
22
150

4.0

1.3
85.3
14.7

100.0

4.7

1.6
100.0

98.4

100.0

Source: Research Data, 2013.

Fig 10: Other Services offered by the Audit Firm.

Services offered by auditor

5% 2%

m Bookkeeping

m Firancial information

systems design

Interral audit outsourcing

services

MW Legal and expert services
unrelated to the audit

m Cthers

Source: Research Data, 2013.

The table above shows the services which the refgme indicated that are offered by the audit
firm other than auditing services. 42 % of the oesjents indicated that auditors also offers
bookkeeping services, 39% of the respondents iteticdhat audit firm offers financial
information design, 12% of the respondents inditaibat audit firm offers internal audit services
and 5% of the respondents indicated that audit difiers legal and expert services. The auditors

offer services such as bookkeeping as the higleestl rservice and this is because they are

accountants

4.4.3: Interest in the Bank.
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Table 11: Interest of Auditing Team Members on theBank.

Frequency|] Percent Valid Percent Cumulative Percent
Yes 72 48.0 48.0 48.0
Valid No 76 50.7 50.7 98.7
3.00 2 1.3 1.3 100.0
Total 150 100.0 100.0

Source: Research Data, 2013.

The above table shows that, out of the respons#sat8he respondents indicated that members
of the audit firm have interest in the bank whilé®®@ of the respondents indicated that audit
members do not have any interest in the bank bowss that auditors distinct from the banks and
expected to be objective in giving out audit opimi

Fig 11: Interest of Auditing Team Members on the Bak

Auditors having interestin the bank

o Yes

mMNo

Source: Research Data, 2013.

4.5: Measures put in place.
This part assisted the researcher to capture imfioomn on whether there are measures put in

place to control auditors being compromised whetiteng the same client for a long period of

time.

4.5.1: Measures Put in Place.
Table 12: Confirmation on the Availability of Measures.
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Frequency Percent | Valid Percent Cumulative Percent
Yes 110 73.3 74.3 74.3
No 30 20.0 20.3 94.6
Valid 3.00 2 1.3 1.4 95.9
4.00 4 2.7 2.7 98.6
5.00 2 1.3 1.4 100.0
Total 148 98.7 100.0
Missing System 2 1.3
Total 150 100.0
Source: Research Data, 2013.
Fig 12: Confirmation on the Availability of Measures.
If there are measures in place
HYes
H No

Source: Research Data, 2013.

From the study as shown in the figure above, 79%@ftespondents reported that auditors have
measures in place and 21% of the respondents egptitat auditors do not have measures in
place to avoid being compromised as they offer taselivices to same client overtime. This
shows that most auditors do have measures in plaaeoid being compromised by their clients

when auditing them continuously.

4.5.2: Auditor Rotation as a Measure.
Table 13: Auditors Rotation Period.

Cumulative Percent
20.0

Valid Percent
20.0

Percent
20.0

Frequency
| year 30

Valid
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2 years 30 20.0 20.0 40.0
3 years| 66 44.0 44.0 84.0

4 years| 2 1.3 1.3 85.3
5 years 18 12.0 12.0 97.3
6 years 2 1.3 1.3 98.7
others 2 1.3 1.3 100.0
Total 150 100.0 100.0

Source: Research Data, 2013.
Fig 13: Auditors Rotation Period.

Period to rotate after offering audit to
the same client.

1% 19

M | year

m| 2 years
W 3 years
W 4 vyears
m5vyears

m 6 years

others

Source: Research Data, 2013.

The above table indicates the auditor rotationgaer0% of the respondents indicated after
auditor be rotated after every 1 year, 20% of gspondents indicated after auditor be rotated
after every 2 years, 44% of the respondents inglicafter auditor be rotated after every 3 years,
1.3% of the respondents indicated after auditorrddated after every 4 years,12% of the

respondents indicated after auditor be rotatedr afeery 5 years, 1.3% of the respondents
indicated after auditor be rotated after every @ ar3% of the respondents indicated after

auditor be rotated after a period above 6 yedlse(s). From the study the respondents reported

that auditors need to be rotated after every theaes.
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4.6: Effects of Audit Tenure on Audit Quality.

4.6.1 Effectiveness Human Capital.
Table 14: Effectiveness of Human Capital and AudiQuality.

Frequency| Percent Valid Cumulative Percent
Percent
Very Large 88 58.7 58.7 58.7
extent

) Large Extent 44 29.3 29.3 88.0
Valid ot know 10 6.7 6.7 94.7
Small extent 8 5.3 5.3 100.0

Total 150 100.0 100.0
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Source: Research Data, 2013.

Fig 14: Effectiveness of Human Capital and Audit Qality.

Effect of effective human capital on
audit quality.

mVery Large extent
m Large Extent
don’t know

m Small extent

Source: Research Data, 2013.
The above table shows that out of the responseis quality is affected to very larc

extent by 58.7% audit quality is affected to a ¢éasxtent is 29.3%, and audit quality is

affected to a small extent is by 5.3% is to smatkeet.

qguality can be highly affected by effectivenesshafman capital and this is because if

The study reported that au

auditors do not work effectively the reports withftrbe presenting the true nature as

records.

4.6.2: Auditor Independence

Table 15: Auditor Independence and Audit Quality.

Frequenc| Percent Valid Cumulative Percent
y Percent
Very Large 86 57.3 57.3 57.3
extent
Large Extent 52 34.7 34.7 92.0
) don’t know 2 1.3 1.3 93.3
Valid
Small extent 8 5.3 5.3 98.7
Very small 2 1.3 1.3 100.0
extent
Total 150 100.0 100.0

Source: Research Data, 2013.
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Fig 15: Auditor Independence and Audit Quality.

1%

5%

effect of Auditor Independence on

audit quality.

1%

.ﬂ!

W Very Large extent

m Large Extent
don’t know

B Small extent

m Very small extent

Source: Research Data, 2013.

The above table captures the extent to which aypditity is affected by auditor independence.
The findings showed that 57.3% of the responderdicated that audit quality affected to very
largely extent, this shows that as auditor becolass independent the quality of audit is low
because the auditor will not be objective. 34.7%hefrespondents indicated that audit quality is
affected to large extent, 1.3% of the responderdgated that they don’t know to what extent
audit quality is affected, 5.3 % of the respondémdécated that audit quality is affected to small
extent and 1.3% of the respondents indicated thdit guality is affected by audit tenure to a

very small extent.

4.7 Audit Quality in Banks listed in Nairobi Secuity Exchange.
Table 16: Audit Quality in Banks listed in Nairobi Security Exchange.

Frequend Percent Valid Percent | Cumulative Percent
y
Very 8 5.3 5.3 5.3
High
Valid High 7 4.7 4.7 10.0
Average 37 24.7 24.7 34.7
Low 56 37.3 37.3 72.0
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Very 42 28.0 28.0 100.0
Low
Total 150 100.0 100.0

Source: Research Data, 2013.
Figure 17: Audit Quality in Banks listed in Nairobi Security Exchange.

Audit Quality in Banks Listed at
Nairobi Stock Exchange

5%

m Very High
W High

Average
W Low

mVery Low

The study reported that, of the respondents 37%rteg that the quality of audit is at low level

in the banks listed in Nairobi Security Exchang&Ya2reported that the quality of audit is at a
very low level in the banks listed in Nairobi SdatuExchange, 25% reported that the quality of
audit is at average level in the banks listed inrdda Security Exchange and 5% reported that
the quality of audit is at high level in the barlsed in Nairobi Security Exchange and 5%
reported that the quality of audit is at very higlel in the banks listed in Nairobi Security

Exchange. The study indicated that in banks mgjafitauditors do not provide a high quality

audit as indicated in the above figure.

4.8 Reliability Test.

Table 17: Reliability Test.
Reliability Statistics
Cronbach's Alpha Cronbach's Alpha N of Items
Based on Standardize
ltems
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.710 .663 42
Source: Research Data, 2013.

According to Beuningen (2012) the satisfactiorhviife scale examining construct validity with

a Cronbach coefficient reported of 0.85. In theenir study the researcher carried out reliability

test using the variables and the results appeasesbave table (16) indicating a Cronbach’s

Alpha 0.710.

4.9 Multiple Regression Analysis.

In addition to the above frequencies the researbeducted a multiple regression analysis so as
to analyze the influence of auditor tenure on aqddlity. The researcher applied the statistical
package for social sciences (SPSS) to code, emtec@mpute the measurements of the multiple
regressions for the study.

4.9.1 Testing for Significance.
Table 18: Anova Table

ANOVAP®
Mean
Model Sum of Squares df Square F Sig.
1 Regression 12.399 4 3.100, 2.821 027
Residual 159.341 145 1.099
Total 171.740 149

Source: Research Data, 2013.
A one way between-groups analysis of variance e@awlucted to study the effect of audit

tenure on audit quality. The above table showstti@variables used in the study are significant
as indicated the p is 0.027 which shows to be tleas 0.05 suggesting that the independent

variables combined well explain the variationsha tependent variable.

Table 18: Regression Table.

Coefficients

Unstandardized | Standardized
Coefficients Coefficients
Model B | Std. Error Beta t | Sig.
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1 (Constant) 3.656 373 9.807| .000
How many auditors are in the 327 125 230 2.616.010
auditing team?
For how long have you been auditgd-.294 104 -.245 - | .005
by the current auditor? 2.828
There should be partner to the| -.029 .090 -.026 -.319 .75D
auditor to review the work of the
auditor
The auditors do rely mostly on | -.048 .060 -.065 - 791 .43
information from the management
rather than their own evidence

a. Dependent Variable: How do you rate the qualitgudit in your bank.
Source: Research Data, 2013.

The researcher conducted a multiple regressiorysisao as to determine the relationship
between audit tenure and audit quality. The regsassquation (Y 0 + X1 + f2X2 + B3X3
+0) was:
Y=3.656+3.27 X-0.048 %-0.029X%.
Where Y = audit quality

X1 = human capital

X, = auditor independence

X3 =measures put in place
According to the regression equation establishaking) all factors constant at zero, the audit
quality as a result of these independent factolisbeipositive 3.656. The data findings analyzed
also shows that taking all other independent véght constant, a unit increase in effectiveness
of human capital will lead to 3.27 increases initagdality in the listed banks in the Nairobi
Security Exchange assuming other variables argaons unit increase in auditor independence
will lead to 0.048 decrease in audit quality angh# increase in measures such as rotation will
lead to 0.029 decrease in quality assuming otheahllas are constant. This implies that human
capital has a positive relationship with audit gyahat is when auditors work as required by the
standards the quality of audit will increase andli@mu independence and measures have a

negative relationship with audit quality.
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4.10 Discussion of Findings.
This part discusses the interpretation of datayaighnd gives the discussion on the outcome of

the research based on the findings obtained aatpbieted from the data collected. The objective
of the study was to determine the influence of ateiure on audit quality in the listed banks in
the Nairobi Security Exchange. The specific vaegabthat determined the influence of audit
guality were three namely: effectiveness of humaypital, auditor independence and measures
put in place to mitigate the risks of auditor beaognpromised.

4.10.1: Summary of Findings.

The research study was to establish the effectudita tenure on audit quality. The results
showed that auditor quality is affected by the @feeness of human capital and auditor
independence as the period of audit tenure incsed$®e study also reported that audit quality in
banks is low and as tenure increases the qualityedses and this is in contradiction to other
researchers such as Yuniarti (2012) where the stodgluded that the longer the tenure the
audit quality increases but it is in consistenthwilhe research by Simnett and Carey (2006)
concluded that as tenure increases the qualitydif decreases.

4.10.2: Effectiveness of human capital.

The study found out that 44.7% of respondents atdat that their firms were audited by the
auditor within a period of 1-3 years and they hagen using the auditor for continuously for the
number of years. Most of the auditing firms hamewgh personnel to carry out their audit work
when auditing the same client continuously andélaens have more information about the client
business. This is more important because an aedi to have information about the client in
order to carry out the duties as required per ththtimg standards and this improves the quality
of audit. The study also reported that the auditmtienvolved in carrying out the audit does it

work in accordance to the stipulated auditing séadsl This means the auditor has been working
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within the framework required therefore the auditerere more effective in carrying out the

audit.

4.10.3: Auditor Independence.

On the basis of auditor independence, the studyirfigs indicate that the auditor has been
offering other services to the client other thaniting work. Respondents indicated that their
auditor offers other services such as book keepaygl services, internal audit outsourcing and
financial system design. Most respondents (42.28ft¢ed that auditor provide bookkeeping as
the other services and this reduces the auditactbity due to the fact that the auditors are
auditing their work. The provision of other sengde the client leads to loyalty with the client
and it increases the chances of an auditor nog tobfective and thus impair independence as in
consistent with Al Thuneibat et al (2011) whereytlgeneralized that loyalty impair auditor
independence.

In this current study most of the respondentscaigid that the audit firm used to audit banks
above average do not have interest with the bankkthaerefore most auditors can not be

compromised when auditing the client.

4.10.4 Measures Put in Place to Avoid Auditor beingompromised.

The respondents have indicated that auditors haeaswnes in place to avoid being
compromised by the client firm. The study indicatiedt when auditing a client for a number of
years there should be measures in place so asoid Being compromised. Such measures
include disclosing all information with regardsdtiering of non audit services and giving the
audit report to a partner for review. The respomsi@tso indicated that even though auditors
have measures in place to avoid being compromiseyg dlso suggested that auditor need to be
rotated after a period of three years of servicethé client while other researchers, this is in

agreement with Jackson et al (2008) where theyiegush imposing mandatory audit and the
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concluded there is minimal benefits on rotatingiafidns. However in the current study is in
contrary to other studies, Nasser et al (2006) sstggl that tenure is not clear as compared to
other countries where the audit tenure is resttittebe five years where after this period the
auditor should switch to another client. Other aeslkers concluded that rotation affects audit
guality, Vanstraelen (2000) who studied on the iocbhjmé renewable long-term mandates on audit
guality and concluded that firms give clean audpart during the first two years while during

the last years the audit quality reduces.
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CHAPTER FIVE
CONCLUSION AND RECOMMENDATIONS

5.1: Introduction.
This chapter concerns itself with conclusions anakimg recommendations on the research

study.

5.2: Conclusions.
This study examined the relationship between autioure and audit quality, the auditor plays

an important role in the financial reporting of amganization, this is because auditors provide a
sense of trust to the users of financial informatiecause most users depend on the audited
financial information in making economic decisidrhe study concluded that as auditor offers
other services to the clients the independencesdses and this affects the quality. With regards
to the effectiveness of human capital the studyckmted that as auditor team becomes more
effective the quality of audit increases and fipaihe study concluded that when there are
measures in place the audit team do their workowititompromise from clients.

5.3. Recommendations.
From the Analysis, the study draws the followingommendations:

5.3.1 Recommendations for Policy

This research recommends that a policy should benpplace to make it compulsory for audit
firms to be rotated in order to improve auditorepdndence and effectiveness of human capital.
The auditor should carry out tests to gather aedilence and not relying mostly on the
information as provide by the client in making duspinion about the financial information. The
study suggests that auditors should avoid offeriog audit services this is because when an
auditing team offers non-audit services they do mamise on their independence. The study
found out that auditors do follow the standards nvaediting a client therefore the study suggest
that more policies need to be enforced in ordemisure auditors provide better services to their

clients.
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5.3.2: Recommendations for Further Studies.
Future research need to be done to unearth othiabies which affect audit quality and identify

whether it is necessary for auditor to offer otbenvices to their clients. The potential studies
should try to cover on other elements such as ausiize, dysfunctional behavior and audit fees
to research as to whether they do have effect dit quality. It will be better in the future’ if
other studies be carried out to determine the effefcvoluntary and non-voluntary audit rotation

on audit quality.
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APPENDICES:

APPENDIX I: QUESTIONNAIRE
INTRODUCTION
| am a student at KCA University and | am condugta research entitledThe effects of
auditor tenure on audit quality with reference to banks listed in Nairobi securities
exchangé. | am happy to inform you that you have been cel@ to be part of the targeted
sample population and you are requested to fill flieHowing questionnaire. Your
recommendations and suggestions will be highly eppated.
The nature of my study is academic, and | assuweoyaitmost confidentiality .This is because
the information you provide will only be publishad anonymous statistical data.

Instructions.
Please tick on the spaces provided| y |

SECTION A: PERSONAL INFORMATION

1. Name of your organization (BankK)..........c.ooeeiviiiiiiene e e e ee e eeims
2. Gender Male Female
3. Age

Below 25 years 25--30 31-39 over 40

4. In which of the following levels do you fall.

Top management middle manageme supervig

Others specify

5. How many years have you worked in your bank .

Below 5 years 5-10 yeq 11-15ye overeHssy

6. Which type of education do you fall under?

Academic Professiona Bot

If professional (CPAK) at which level are you?

Part | Part Il Part Il
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Or if academic which level are you?

Diploma

Undergradug

Master

hDH

SECTION B: HUMAN CAPITAL

1. For how long have you been audited by the curreditiag firm?

1-3 years

3-5ye

afll

over 5 yearg

2. Have you been using the auditing firm continuodshthose years?

Yes

No

3. How many auditors are in the auditing team?

1

1-3

4-6

over ¢

4. What type of qualification do the members’ posses?

Academic Professiona or Bot
If professional, at which level are they?
Part | Part Il Part IlI
Or if academic which level are you?
Diploma Undergraduate Master PhD
5. The audit firm have enough personnel to carry betaudit work
Strongly agree Agree Don’t know Disagree Strongly
Disagree
1 2 3 4 5
6. How many members are involved in auditing your Fank
1 2-4 5-7 8-10 over 1(

Please circle the number that indicates your lefralgreement/ disagreement, whers
“strongly agree SA”, 2 is “Agree A” 3 don’'t know 4 disagree and 5 strongly disagree.”
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7. The auditing team that is involved in carrying autiting work has more information

about the client.

Strongly agree

Agree

Don’t know

Disagree

Strongly
Disagree

5

8. Members of auditing team involved have informationthe following auditing practice.

Strongly Agree Don't know | Disagree Strongly
agree- disagree
1 2 3 4 5

Auditing standards

Rights of an auditor

Types of evidence

Types of opinion

9. The members in the auditing team undergo thorotaghing in their institution.
Strongly agree Agree Don’t know Disagree Strongly
Disagree
1 3 5

10. The audit team members carry out the work in acwrd with the auditing standards

Strongly agree

Agree

Don’t know

Disagree

Strongly
Disagree

5

SECTION C: AUDITOR INDEPENDENCE

1. Does the auditor offer any services other tharatigsting to your bank?

YES

NO

If yes tick any of the following services
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Service

Tick

Bookkeeping

Financial information systems design

Internal audit outsourcing services

Legal and expert services unrelated to the audit

Others

2. Do some members of the auditing team have interébe company?

YES

NO

3. If YES in your opinion having interest in businesses thegudit would members
holding any shares in such business tend to compeatimeir audit firms’ independence?

Kindly state how?

Please circle the number that indicates your lefagreement/ disagreement, whirns
“strongly agree SA”, 2 is “Agree A” 3 don’'t know 4 disagree and 5 strongly disagree .”

4. The quality of audit is low in the early years of

an audit tenure period

5. The auditors do rely mostly on information fro
the management rather than their own eviden

m

6. Auditing firms have not been
independent” when auditing the same client:

a. In appearance

“complete




7.

Auditing firms have not been “complete
independent” when auditing the same client:
a. In Fact

8.

When an auditor depends on the audit fees as
their large part of revenue they do compromis

on audit quality

(42

Due to long term relationship the auditor does
less rigorous audit procedures

10. With the information from the management th¢
auditor is likely not to come up with new ideas
on how to gather evidence for the audit.

1%

11.Too much pressure from the client for picking
another auditor next period makes the current
auditor be less objective

SECTION D: MEASURES TO PUT IN PLACE

1. Do you have audit committee in your bank? YE O N

2. Are there any risks associated with offering sewito the same client over a long period
of time?

YES NO

3. The audit quality is likely to decrease as the tmudiffers audit services for a long period.

Strongly agree Agree Don’t know Disagree Strongly
Disagree

1 2 3 4 5

4. Do the auditors have measures in place to avoidauzkeing compromised when offering

audit services for a long period to?

YES

NO

The following are some of the measures put in plate regards to auditor tenure kindly rate
them using the following scalé.is “strongly agree SA”, 2is “ agree A” 3 doit know 4
disagree and 5 strongly disagree.”
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Measures

Rate

Auditors should be rotated after a given numbeyreairs

The auditor should have an audit team which cobeaence
for the subsequent periods rather than rely on the
management information or previous information extid.

The management should ensure the auditor hireddas
relationship with any member in the organization.

The auditor should not offer any other non audivises to
the client

If the auditor offers non-audit services there $tidoe a full
disclosure of the non-audit services carried outhigyauditor.

There should be partner to the auditor to revieewtork of
the auditor

IF the auditor should be rotated, what should lesatidit tenure?

Circle a number in the table

lyr 2yrs 3yrs 4yrs 5yrs

6yrs

Other

If other Specify.......coovii

SECTION E: AUDIT QUALITY

The following are some of the measures put in platle regards to auditor tenure kindly rate
them using the following scalé.is “Highest”, 2 is “ High " 3 “Average” 4 Low and 5

“Lowest”

1. How do you rate the quality of audit in you bank

2. To what extent do the following affect audit qugtit

1is * Very Large extent VLA”, 2 is “ Large Extent " LE 3 don’t know 4 “ Small

extent”, and 5 is “ Very small extent” SM.
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Effective human capital.

Auditor independence.

Measures put in place to mitigate the audit tenure
risks.

SECTION F: ADDITIONAL INFORMATION.
Kindly give an opinion based on your understanadinghe following statements

1. The auditor developed and documented an auditfptathe audit.

2. Substantive procedures were performed byubéa in each transaction.

4. Comment on the auditor’s collection of evidengkether sufficient audit evidence has been
obtained or not.

4. In general, comment on the quality of auditedficial information released by banks listed in
the Security Exchange?
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5. Can audit quality be affected by other factors othan audit tenure?

YES NO

IF YES please circle the number that indicates yenel of agreement/ disagreement on the
following factors, wherd. is “strongly agree SA” 2 is “Agree A” 3 don’t know 4 disagree
and 5strongly disagree.

1 2 3 |4 |5

Size of audit firm

Non audit services

Audit fees

List any other factors

END

THANK YOU FOR YOUR TIME
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APPENDIX II: WORK PLAN (TIME SCHEDULE FOR RESEARCH)

2012

MONTH | 2012

SEP
2012

OoCT
2012

NOV
2012

DEC
2012

JAN
2013

FEB
2013

MAR
2013

APR
2013

MAY
2013

JUN,JU
LY,AU
G 2013

Familiari
zing

With My
Supervis
or

DISCUS
SING
THE
TOPIC
WITH
MY
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SUPERV
ISE

Drafting
the
research

proposal

Proposal
presentati
on

PROPOS
AL
CORRE
CTION

DISSER
TAION
PREPAT
ION

DISSER
TATION
PRESEN
TATION

53




APPENDIX I1l: BANKS LISTED IN NAIROBI SECURITY EXCH ANGE

1 Barclays Bank Ltd

2 National Bank of Kenya Ltd

3 NIC Bank Ltd

4 Standard Chartered Bank Ltd

5 Equity Bank Ltd

6 The Co-operative Bank of Kenya Ltd
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7 CFC Stanbic Holdings Ltd

8 Diamond Trust Bank Kenya Ltd
9 Housing Finance Co Ltd
10 Kenya Commercial Bank Ltd

Sourcewww.nse.co.ke/listed-companies/list.html

APPENDIX IV: RESEARCH BUDGET

Item Kshs
Travelling expenses to meet the supervisor 3000
Printing 5000
Browsing for research information 3000
Stationery 4000
Total 15000
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