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Abstract 
This study examines the effect of auditor tenure and industry specialization on financial 
reporting timeliness. Using evidence from the corporate report of public listed companies in 
Malaysia, the results from multivariate regression analysis show that audit firm tenure and 
industry specialization are associated with financial reporting timeliness. The findings show 
that audit tenure is positively associated with a timelier financial reporting, indicating a 
shorter audit period. This evidence is consistent with the knowledge spillover arguments. The 
results also indicate that industry specialist is linked with less timely financial reporting, in 
which the appointment of industry specialist would result in a longer period to complete 
audit, probably because a large number of clients to be handled. The result is robust even 
after including various controls namely auditor size, audit fees, audit committee size, CEO 
duality, financial year end, firm size, leverage, and growth. The evidence suggests that 
financial reporting timeliness can be improved by retaining incumbent auditor and selecting 
a non-industry specialist. This study contributes to the existing literature on the role of auditor 
in providing timely financial reports. The results of this study are useful for regulators in 
Malaysia as an input for their effort in setting the rules and regulation relating to auditor 
tenure to enhance the relevance of corporate reports produced by publicly listed firms. 
Keywords: Auditor Tenure, Auditor Expertise, Industry Specialist, Timeliness, Financial 
Reporting. 
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Introduction 
Financial statements are vital to the corporate stakeholders especially in making business and 
economic decisions. It enables assessment of the financial condition and performance of 
related companies. However, the financial statements must be timely; otherwise, it would 
lose its relevance and economic value. The length of time taken to complete the financial 
statements audit is one important factor that affects the fast publication of financial reports, 
and thus becomes a subject of interest when ensuring that financial statements are presented 
to users on time. Timely reporting is important to businesses and their stakeholders. It is an 
important qualitative characteristic of financial statements that demands the information to 
be available to the users as rapidly as possible (Kythreotis, and Constantinou, 2016; Soltani, 
2002). The accounting profession, users of accounting information, regulatory and 
professional agencies have recognized timeliness of financial statements as an imperative 
property of financial accounting information. Hence, recent regulatory actions suggest that 
improving financial reporting timeliness is a priority for regulators (Schmidt & Wilkins, 2013). 
 
Prior research suggests that financial reporting timeliness affects the degree of uncertainty 
associated with decisions based on the reported information (Ashton, Willingham, and Elliott 
1987; Alwi et al., 2013). Givoly and Palmon (1982); Kross and Schroeder (1984) document 
evidence that delayed earnings announcements are associated with lower abnormal returns 
than those of timely announcements. Later, Schwartz and Soo (1996) find that earnings 
release delays can lessen the value of public disclosures pertinent to the security pricing and 
lead to use inequity among market participants due to information asymmetry. Though large 
numbers of studies have examined this issue, but evidence from emerging market remains 
scarce (Kamarudin et al., 2022; Kamarudin et al., 2021; Kamarudin et al., 2019; Kamarudin et 
al., 2018).  
 
Motivated by the regulatory actions to accelerate the efforts to increase the quality of 
financial reporting in terms of its timeliness and relevance, and the lack of research that 
examine this issue; this study aims to reveal the important characteristics of auditors that 
have significant relationship with timely reporting. In this study, we concentrate on two 
determinants that are auditor tenure and industry specialization. The first issue is whether 
cumulative client-specific knowledge gathered after long audit tenure enhances audit 
efficiency, thereby improving financial reporting timeliness. The second issue is whether the 
appointment of industry specialist who has vast experience in serving other clients in the 
same industry will improve financial reporting timeliness or will lead to a longer auditing 
period.  
 
This study provides a number of contributions, in terms of useful addition to literature, theory 
and practice. First, the study extends the research on the Malaysian capital market by 
providing insights into Malaysian auditing and financial reporting environment, through the 
examination of financial reporting timeliness. Our analyses on 663 Malaysian publicly listed 
companies’ documents evidence that the longer audit tenure is associated with a timelier 
financial reporting hence supporting the knowledge spillover arguments. The appointment of 
industry specialist, however, result in longer audit time which leads to less time reporting of 
financial statements, probably due to a large number of clients handled by an industry 
specialist. While most of the prior studies focusing on developed market, this study 
contributes new evidence from an emerging market.  
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Second, this study also provides useful information to the regulators, standard setters and 
other agencies including the Security Commission, Malaysian Institute of Corporate 
Governance, Minority Shareholders Watch Group, Malaysia Accounting Standard Board, and 
the Financial Reporting Foundation. It is in line with the country’s efforts to improve the 
quality of financial reporting. Since the early 2000, several initiatives have been undertaken 
by the government, including the introduction of the Malaysian Code of Corporate 
Governance, the establishment of the Minority Shareholders Watch Group and the 
introduction of an IFRS-based set of accounting standards. Thus, studies examining the 
timeliness of financial reporting that portray the quality of the reports very timely and 
warranted.  
 
Finally, the evidence presented in this study could be of use to investors; minority 
shareholders and managers who are concerned with the quality of reported earnings; and 
academics studying earnings quality, the effects of auditor tenure and auditor industry 
expertise and specialization.  
 
Literature Review and Hypothesis Development 
Auditor Tenure and Financial Reporting Timeliness 
Previous studies pertaining to earnings quality found that auditor tenure is positively 
associated with earnings quality (e.g. Johnson et al., 2002; Myers et al., 2003; Ghosh and 
Moon, 2005). There are several possible explanations for this relationship. First, short-
tenured auditors have a lack of client-specific knowledge that is necessary to conduct a high-
quality audit. The accounting profession argues that short tenure may involve higher risk for 
audit failures because short-tenure auditors that are with insufficient client-specific 
knowledge will heavily rely on the estimates and representations made by client firms (e.g. 
PricewaterhouseCoopers, 2002; Gul et al., 2007).  
 
Second, firms with higher quality earnings are more likely to retain the incumbent (high-
quality) auditors, or high-quality auditors are more likely to drop risky clients that have lower 
quality earnings, who will then move to lower quality auditors (Ismail et al., 2005). Also, firms 
would avoid changing their auditor if the incumbent auditor produces satisfactory audit work 
to reduce risk and ensure faster audit process (Amin et al., 2013). Hence, after many years of 
auditing the client, the auditor knowledge and understanding of the clients’ accounts and 
industry would accumulate and save auditors’ time in assessing the clients. Based on both 
arguments, we can posit that longer audit tenure will enhance auditor competencies due to 
knowledge spillover effect hence resulted in shorter audit time. Considering the above 
arguments, this study tests the following alternate hypothesis: 
 
Ha: Ceteris paribus, auditor tenure is more likely associated with financial reporting 
timeliness. 
 
Auditor Industry Specialisation and Financial Reporting Timeliness 
In the context of auditor industry specialization, we propose two different arguments on how 
industry specialist can influence the timeliness of financial reporting. On the one hand, studies 
of earnings quality suggest that client firms with industry specialists are associated with higher 
quality of financial reporting (e.g. Balsam et al., 2003; Krishnan, 2003). Simunic and Stein 
(1987) argued that industry specialists have invested significantly in personnel development, 
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latest technologies, and other control systems that allow them to detect irregularities and 
misrepresentations more easily. The industry specialist has the ability to provide higher 
quality audits comes from their experience in serving other clients in the same industry and 
learning and sharing best practices across the industry (Maletta and Wright, 1996; Dunn and 
Mayhew, 2004).  
 
There is, however, an alternative explanation. Industry specialists may also attribute to the 
attention to detail and quality which might result in longer audit time. Since industry specialist 
refers to audit firm that audited most of the firms in the industry, they might need extra time 
to complete their audit as they have a long client list. Considering the above arguments, this 
study tests the following non-directional alternate hypothesis: 
 
Ha1: Ceteris paribus, auditor industry specialization is more likely associated with financial 
reporting timeliness. 
 
Research Methodology  
Sampling and Data Collection  
We draw the sample from all Malaysian public companies listed in the Bursa Malaysia Kuala. 
We identified the sample based on companies available on 31 December 2015. We remove 
the missing and incomplete data, leaving a final sample of 663 firms. The final sample 
represents almost 75% from the total original samples. The financial information was 
downloaded from OSIRIS database, while the corporate governance variables were manually 
extracted from corporate reports. Table 1 presents the industry distribution of the sample. 
 

Table 1: Industry distribution 

Two-digit 
SIC code 

Industry # 

1–14 Agriculture and mining 60 
15–17 Construction and plumbing 49 
20–21 Food and kindred products and cigarettes 36 
22–23 Textile mill products and apparel 14 
24–27 Lumber, furniture, paper, and printing 68 
28–32 Chemicals, petroleum, rubber, leather and stone 84 
33–34 Metal 53 
35–39 Machinery, electrical and computer equip., scientific 

instruments, miscellaneous manufacturing 
73 

40–48 Railroads, motor freight, transportation, 
communications 

40 

49 Electric, natural gas, water supply, and waste 
management 

6 

50–52 Wholesale goods, building material, hardware retail 28 
53–59 Stores merchandise, auto dealers, apparel, home 

furniture stores, eating and drinking, misc. retail 
21 

60-69 Finance, Insurance, And Real Estate 75 
70–79 Lodging services, business services, other services 33 
80–99 Other 23 

Total  663 
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Dependent Variable 
We follow prior studies (e.g. Schwartz and Soo, 1996; Kamarudin et al.,2012), when 
determining the financial reporting timeliness, by calculating the number of days of from 
financial statements date to the release of audited financial statements. To measure financial 
reporting timeliness, we multiple the number of days with negative one value, so the smaller 
the value, the more timely the financial reporting. 
 
Independent Variables  
We define auditor tenure as the number of years the firm retains an auditor. In the case of a 
change in the audit firm’s name as a result of audit firm mergers, the incumbent auditor–
client relationship remains unchanged. The auditor tenure is calculated based on data 
collected from corporate annual reports available at Bursa Malaysia portal and individual 
company website. We measure auditor industry specialization based on its share of clients’ 
total assets in the two-digit SIC industry group, in which industry specialist is defined when 
the audit firm’s market share is the highest within the industry group (Hogan and Jeter, 1999; 
Krishnan, 2005; Wan Ismail et al., 2005). Operationally, we rank auditors based on their 
percentage of total assets audited in the industry, and the audit firm is capturing the largest 
market share of total assets. 
 
Control Variables 
Prior studies identify various determinants of financial reporting timeliness.  We include these 
variables in our study. First, we control for auditor characteristics namely auditor size 
(AUDSIZE) and audit fees (AUDFEES). Since Big 4 audit firms are larger and also invest more in 
training and auditing technology and are therefore able to audit more efficiently, hence we 
predict that Big 4 audit firms are associated a more timely financial reporting. Similar 
arguments are provided for a firm with higher audit fees. For AUDSIZE, we assign Big 4 audit 
firms a value of 1 and all others a 0 while for AUDFEES) it is measured as the total amount 
paid to auditors for statutory audit for the studied year. We further control for type of audit 
opinion (OPIN) where a dummy variable equal to 1 if the company received a non-standard 
audit report (anything other than a standard unqualified report) and 0 otherwise. We expect 
a negative relationship between FRT and companies receiving a non-standard audit opinion. 
 
Second, this study also includes financial year-end (DEC) as a control variable. In Malaysia, the 
two most common year-end date is 31 December and is considered the busy season. We use 
a dummy variable equal to 1 if the company has a 31 December year-end, hence predict a 
negative relationship between DEC and FRT (Knechel and Payne, 2001; Ismail et al., 2012). 
We also control the governance factor by including audit committee size and ceo dual roles 
in the equation. Finally, we also control for firm specific attributes namely firm size (SIZE), 
profitability (PROFIT), liquidity (LIQ), and leverage (RISK). We use the firm specific attributes: 
SIZE, the natural logarithm of total assets; PROFIT, the ratio of net income to total assets; 
LEVERAGE, the ratio of total debt to total assets; and GROWTH, the current year sales growth 
compared to the previous year. The main argument is that companies with a weaker financial 
condition (small size, low profitability, low liquidity and higher risk) expose the auditor to 
greater audit risk, which will lead a requirement for more audit work, thus potentially reduce 
the FRT. We, therefore, predict a positive relationship with SIZE, ROA, and LIQ and a negative 
relationship with RISK.  
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Regression Model  
A multiple regression analysis was used to test the association of auditor tenure and 
industry specialization with financial reporting timeliness. The model for this study is as 
follows: 
 
FRT = β0 + β1INTERCEPT +β2TENURE + β3EXPERT +  β4BIG4 + β5AUFEES + β6AC_SIZE + 
β7DUALITY + β8DEC + β9OPIN + β10SIZE + β11PROFIT + β12LEVERAGE + β13GROWTH + e 
 
We expect the coefficient for TENURE to be positive, suggesting longer tenure is associated 
more timely reporting. Additionally, we expect the coefficient for EXPERT is significant 
indicating the effect of industry specialist in financial reporting timeliness.  
 
Data Analysis and Findings  
Descriptive Statistics 
Panel A of Table 2 presents descriptive statistics for auditor tenure, and other continuous 
variables used in the study, while Panel B present the summary of dichotomous variables.  
The results in Panel A show that mean of auditor tenure (TENURE) is 7.07 year with a 
minimum of 0 (newly appointed auditor) and a maximum length of 23 years. The mean of 
audit fees and audit committee size is 12.54 and 3.33 respectively. For the firm size, the mean 
is 8.71, with a minimum (maximum) value of 7.57 (10.62). The mean for profitability 
measured by ROA is 6% with the highest value of 39% and a minimum of a loss of 24%. In 
term of leverage, the mean value is 19% with a minimum (maximum) value of (0%) 61%. The 
sample growth has a mean value of 8% with the highest value of 158% and lowest of negative 
growth of 68%. 
 

Table 2: Descriptive Statistics 
Panel A: Continuous Variables 

Variables 
Mean Std. 

Dev. 
Min Max 

INTERCEPT -99.40 21.97 -123.00 -37.00 
TENURE 7.07 5.98 0.00 23.00 
AUFEE 12.54 1.05 10.80 15.83 
ACSIZE 3.33 0.64 3.00 6.00 
SIZE 8.71 0.65 7.57 10.62 
PROFIT 0.06 0.09 -0.24 0.39 
LEVERAGE 0.19 0.16 0.00 0.61 
GROWTH 0.08 0.31 -0.68 1.58 

 
Panel B: Dichotomous Variables 

Variables 1 (%) 0 (%) 

EXPERT 152         22.93  511         77.07  
BIG4 326         49.17  337         50.83  
DUALITY 381         57.47  282         42.53  
DEC 369         55.66  294         44.34  
OPIN 499         75.26  164         24.74  
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The results in Panel B show that only 152 firms (22.93%) of the sample appoint auditor 
industry specialist to conduct the statutory audit. However almost half, 326 firms (49.17%), 
appoint Big4 audit firms as their auditor. The statistics show that have 57.47% of the sample 
appointed their CEO as their Chairman. In addition, majority of the sample have 31 December 
as their financial year end (55.66%), and  75.26% has obtained unqualified audit opinion. 
 
Empirical Result 
Table 3 presents the regression estimates to test the effect auditor tenure and industry 
specialization on the timeliness of financial reporting. The results show that the coefficient 
for TENURE is significantly positive at 5% level, suggesting that longer audit tenure is 
associated with a short length of audit time needed. This is supporting the knowledge 
spillover arguments. This finding is consistent with prior research on audit quality, for 
example, Myers et al (2003), where longer auditor tenure is associated with higher quality of 
reported earnings, measured in term of lower absolute discretionary accruals.  
 
For auditor industry specialization, the coefficient is for EXPERT is significantly negative at 5% 
level, thereby suggesting that firms that appointed industry specialist are associated with less 
timely financial reporting. This means the industry specialist take a longer time to complete 
audit. This probably because they handle a large number of clients or more rigid in performing 
their audit.  
 

Table 3: Regression Estimates 

Variables Coef. 
Std. 
Err. t-stat Prob 

INTERCEPT -187.49 12.18 -15.40 0.00 
TENURE 0.34 0.14 2.43 0.02 
EXPERT -4.97 2.03 -2.44 0.02 
BIG4 8.85 1.87 4.72 0.00 
AUFEE -4.27 1.28 -3.33 0.00 
ACSIZE 4.02 1.24 3.24 0.00 
DUALITY -0.94 1.56 -0.61 0.54 
DEC 1.91 1.55 1.23 0.22 
OPIN -0.13 1.78 -0.07 0.94 
SIZE 14.14 2.15 6.59 0.00 
PROFIT 28.93 9.41 3.07 0.00 
LEVERAGE -11.78 5.42 -2.17 0.03 

GROWTH -5.33 2.56 -2.08 0.04 

Obs 663    
Adj R-
squared 0.2049    
F-stat 15.22    
Root MSE 19.586    

 
We also find most of the control variables are significantly associated with financial reporting 
timeliness. The findings show that firms have a more timely financial reporting are linked with 
firms audited by Big4, has a bigger audit committee, a bigger firm size, and higher profitability. 
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Also, less timely of financial reporting is associated with firms that paid high audit fees, 
leverage and growth, consistent with audit risk arguments.  
 
Summary and Conclusion 
This study examines the effect auditor tenure and industry specialization on the timeliness of 
financial reporting. Using a sample of 663 publicly listed companies in an emerging market, 
Malaysia, this study finds that the longer audit tenure is associated with a shorter length of 
audit time; hence result in a more timely financial reporting. This finding is supporting the 
knowledge spillover arguments. The study also concludes that appointment of industry 
specialist will result in longer audit time to complete audit, probably because a large number 
of clients handled by them. While most of the prior studies focusing on developed market, 
this study contributes new evidence from an emerging market. 
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