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The Effect of Audit Firm Tenure on Audit Quality
Considering Selection Bias: Empirical Evidence from
Taiwan

Abstract: The impact of audit firm tenure on audit quality—arising from the trade-off between the
potential impairment of independence (negative effect) and the accumulation of client-specific
knowledge ( positive effect )—has long been a critical issue in auditing research with significant policy
implications. However, a key challenge faced by prior empirical studies is that the duration of the
auditor—client relationship is likely endogenously determined by the earnings quality of the audited
firm. To address this limitation, this study employs a panel data approach, controlling for audit firm—
client fixed effects to isolate variations in tenure within each audit firm—client relationship. This
design enhances causal inference regarding the tenure—audit quality relationship. After controlling for
fixed effects, the association between audit firm tenure and the absolute value of discretionary accruals
shifts from insignificant to significantly negative, suggesting that longer tenure improves audit quality.
After employing different functional forms of audit tenure, the results suggest that the positive effect
seems to diminish with longer tenure; however, there is no evidence indicating a deterioration in audit
quality as tenure increases. Moreover, this study finds that the positive relationship is primarily driven
by constraining upward earnings management, engagements of non-audit-firm-level industry experts,
and engagements with lower audit complexity. Consistent results are obtained when alternative
measures of audit quality are used, including current discretionary accruals, accrual quality, and the
likelihood of meeting or beating earnings benchmarks. Finally, although this study finds partial
evidence of a positive association between audit partner tenure and audit quality using the same
methodology, the overall empirical results appear to be more supportive of the view that audit firm

tenure is the primary factor influencing audit quality.

Keywords: audit firm tenure, audit quality, selection bias, discretionary accruals, fixed
effects
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Does directors’ and officers’ liability insurance mitigate agency
problems? Evidence from organization capital

Hsiang-Hsuan Chih® Wen-chuan Miao™ Hung-wei Lai™™

Abstract: This study investigates whether directors’ and officers’ (D&O) insurance mitigate agency
problems. Using a 2008-2022 sample of Taiwan public firms, we find that both the likelihood and the
levels of purchasing D&O insurance are significantly higher for firms with more organization capital.
We further find that firms with higher organizational capital purchase D&O insurance, which can
substantially improve the firm's financial performance. Our findings suggest that firms with higher
organizational capital have higher agency problems, and that D&O insurance can significantly

mitigate the agency problems. Our results are robust to endogeneity concerns.

Keywords: Organizational capital, D&O insurance, Agency problems

* Professor of Finance in National Dong Hwa University
** Associate Professor of Finance and Tax Planning at Aletheia University
*** Master of Finance in National Dong Hwa University
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Abnormal ESG and the Choice of Assurance Provider

Yi-Ta Lee * Yu-Hsuan Chung **

Abstract: Since 2021, Taiwan has implemented the “Corporate Governance 3.0 — Sustainable

B

Development Roadmap,” upgrading corporate social responsibility (CSR) reports to sustainability
reports and gradually expanding the requirements for assurance. Using a sample of Taiwanese listed
firms that disclosed sustainability reports from 2021 to 2023, this study examines the association
between abnormal ESG and the choice of assurance provider. The empirical results show that firms
with higher abnormal ESG are more likely to engage in independent third-party assurance. Moreover,
among firms that engage assurance services, those with higher abnormal ESG are less likely to select
CPA firms as assurance providers. In addition, we find no significant difference between the choice of
Big 4 and non-Big 4 CPA firms when firms opt for accounting firm assurance. Overall, abnormal ESG
reflects firms’ inefficiency or strategic disclosure in ESG activities, which in turn drives their demand

for and choice of third-party assurance.

Keywords: Abnormal ESG, Third-party Assurance, Assurance Provider
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Ph.D. Student, Department of Accounting and Information Technology, National Chung Cheng University.
* Associate Professor, Department of Accounting and Information Technology, National Chung Cheng University.
(Corresponding Author)
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