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ABSTRACT

This study explores loan officers’ perceptions of auditors’ independence and audit quality under three experimental audit firm rotation scenarios  We used a case experiment with a between-subject design to determine whether rotation of the audit firm would impact financial statement users’ perceptions of independence and quality.  In the first scenario, the company did not follow an audit firm rotation policy and had consistently used the same audit firm.   In the second and third scenarios, the company had followed a policy of rotating the audit firm every seven years. The length of the auditor’s tenure was one year for the second scenario and six years for the third scenario. A total of 1,000 experiments were mailed.  The effective response rate was 24.07 percent.
Results indicate significant differences in perceptions of independence when the company followed a rotation policy versus when there was no rotation.  The presence of an audit firm rotation policy significantly enhanced perceptions of audit firms’ independence. However, the length of auditor tenure within rotation failed to significantly change loan officers’ perceptions of independence.  Findings also indicate that neither the presence of a rotation policy nor the length of the auditor tenure within rotation significantly influenced the loan officers’ perceptions of audit quality. Findings suggest that companies may enhance perceptions of audit firm independence by implementing a policy of audit firm rotation, and suggest that mandatory audit firm rotation should continue to be considered.  
INTRODUCTION

  Recent auditor failures (Enron, WorldCom, Sunbeam, Waste Management and others) have prompted regulators to question whether auditors are independent in performing audit services (Conference Board, 2003).  Requiring audit firm rotation has been discussed as one means of improving auditor independence and reducing the likelihood of audit failures (U.S. Senate, 1976; AICPA’s Cohen Report, 1978; POB, 2002; SOX, 2002). Audit firm rotation refers to limiting the number of consecutive years that a particular audit firm can audit a public company (GAO, 2003).  The issue of mandatory rotation was heavily debated in the hearing of the Sarbanes-Oxley Act (hereafter referred to as the “SOX”) as a means of enhancing auditor independence.  However, Congress decided that this issue needed further study and requested that the Comptroller General study the potential effects of mandatory rotation on registered public accounting firms.  Audit firm rotation is not a new concept.  It has been introduced and implemented in several countries such as Israel, Brazil, Spain and Italy (Catanach and Walker, 1999).   Several bills, which included provisions dealing with audit firm rotation, were proposed after the Enron and Andersen scandals to protect investors and improve corporate governance.
  

While the issue of auditor rotation has been heavily debated, there is little empirical research to support or reject it (Catanach and Walker, 1999).  The importance of this issue led the SEC to issue a letter to the American Accounting Association inviting researchers to investigate the effects of mandatory audit rotation on perceived or actual independence (Turner, 1999).   
 This study empirically investigated whether periodic rotation of audit firms would affect financial statements users’ perceptions of external auditors’ independence and audit quality.  We investigate both since some believe that the length of time an audit firm maintains a relationship with the client jeopardizes the auditor’s independence, which also affects audit quality.  DeAngelo (1981b) defines audit quality by providing a two dimensional definition as: “the market-assessed joint probability that a given auditor will both (a) discover a breach in the client’s accounting system, and (b) report the breach” (p. 186).  DeAngelo also defines auditor independence as “the auditor’s perceived ability  to withstand client pressures to disclose selectively in the event a breach is discovered” (DeAngelo, 1981a, p. 115).  Dependent variables were derived from these definitions. This study attempts to answer the call for research requested by the SEC on the effects of rotation on perceived external auditor’s independence by utilizing a case experiment methodology. 
Results indicate significant differences in perceptions of independence when the company followed a rotation policy versus when there was no rotation.  The presence of an audit firm rotation policy significantly enhanced perceptions of audit firms’ independence. However, the length of auditor tenure within rotation failed to significantly change loan officers’ perceptions of independence.  Findings also indicate that neither the presence of a rotation policy nor the length of the auditor tenure within rotation significantly influenced the loan officers’ perceptions of audit quality. Findings suggest that companies may enhance perceptions of audit firm independence by implementing a policy of audit firm rotation, and suggest that mandatory audit firm rotation should continue to be considered.  

 The remainder of this paper is organized as follows.  The next section provides a brief review of the literature related to audit firm rotation. The third section addresses the research questions, followed by a presentation of the research method and design.  Final sections address the research results, limitations and future research, and conclusions and implications.

AUDIT FIRM ROTATION
Currently, there are no rules on how long an accounting firm can serve as an auditor for a company.   According to GAO, approximately 99% of the Fortune 1000 public companies do not have a policy that requires the periodic rotation of audit firms.  The average auditor tenure is 22 years (GAO, 2003). KPMG has been the external auditor of record for General Electric for over a century.  Deloitte and Touche has been the auditor for General Motor for over eighty-five years (Mason, 2004). Presently, section 203 of the SOX requires audit partner rotation.   The Act states, “it shall be unlawful for a registered public accounting firm to provide audit services to an issuer if the lead (or coordinating) audit partner (having primary responsibility for the audit), or the audit partner responsible for reviewing the audit, has performed audit services for that issuer in each of the 5 previous fiscal years of that issuer" (Sarbanes-Oxley Act, 2002, Sec. 203 (j)). While SOX requires lead partners rotation, it does not require audit firm rotation. According to a survey conducted by Accountancy Age (2003), only one of the thirty (30) leading accounting firms supported audit firm rotation.

The AICPA issued a report, “Statement of Position Regarding Mandatory Rotation of Audit Firms of Publicly Held Companies” in 1992.  The AICPA strongly opposed mandatory rotation citing that mandatory audit firm rotation was not in the best interest of the public.  According to this study, the AICPA examined 400 cases of audit failures between 1979 and 1991. They reported that audit failures seem to occur almost three times as often when the auditor was performing his first or second audit of a company. The study also stated that requiring firms to change auditors would increase the risk of audit failures.  Auditors would not have sufficient knowledge of the client’s business, which is important to identify problems early in a business (AICPA, 1992).  


James E. Copeland, Chief Executive Officer of Deloitte and Touche, in his speech to the United States Senate Committee on Banking, Housing, and Urban Affairs on March 14, 2002, expressed his views against periodic firm rotation.  He indicated, “Requiring the rotation of entire firms is a prescription for audit failure. Rotation of audit firms would result in the destruction of vast stores of institutional knowledge and guarantee that auditors would be climbing a steep learning curve on a regular basis. It would result in increased "start-up" costs for the auditor, the company being audited, and the public, as every few years an entirely new group of auditors would have to be educated and brought up to speed on the intricacies, and legitimate accounting issues, presented by a given company’s operation” (Copeland, 2002, p.2).  

However, not all stakeholders of financial statements see audit firm rotation as a detriment to the public.   Eugene Imhoff, Professor at the University of Michigan School of Business, believes that rotation of audit firms would be more beneficial to the profession than the new oversight board.  Rotation of auditors would be a way the CPA firms can serve as an oversight to review procedures followed and judgment rendered of the predecessor audit firm (Imhoff, 2002). Imhoff also notes that requiring the rotation of auditors would also alleviate issues dealing with the revolving-door problem of allowing companies to hire former auditors.

 On February 27, 2002, John H. Biggs, Chairman and CEO of TIAA-CREF, which practices mandatory rotation, expressed his views to the U. S. Senate Committee on Banking, Housing and Urban Affairs.  He pointed out that rotation would be positive for companies.  He argued, “had Enron been required to rotate its auditors every five to seven years, it is unlikely that misleading financial reporting would have continued or that the Board’s Audit Committee would have been kept in the dark, as they claim they were” (Biggs, 2002, p.4).   Furthermore, he noted that rotation would also reduce low-balling of other non-audit services and eliminates the revolving door phenomenon (Biggs, 2002).  

A similar point was expressed in the Conference Board Commission of Public Trust and Private Enterprise’s January 9, 2003 report.  The report recommends that audit committees should consider rotation of auditors as a means of enhancing auditor independence and building shareholder confidence in the integrity of the firm’s financial statements.  The Commission believes that the cost of implementing rotation of auditors will be “significantly less than costs endured by investors in capital markets resulting in the loss of investor confidence in response to inaccurate financial statements” (Conference Board Commission, 2003, p 34). 

The SOX required the General Accounting Office to study the potential effects of mandatory audit firm rotation on public companies. GAO surveyed and interviewed accounting firms, chief fiscal officers and audit committee chairs of the Fortune 1000 publicly-traded companies.  The majority of the largest public accounting firms and the Fortune 1000 companies interviewed agreed the costs associated with audit firm rotation are likely to exceed the benefits.   Many of the participants surveyed indicated that SOX’s requirements regarding audit partner rotation (using different individuals within an audit firm) and auditor independence would achieve the same 
benefits as audit firm rotation (using different audit firms).  GAO also interviewed other interested parties (consumer groups, institutional investors, accountants, etc).  The views of these groups were consistent with the overall views of other survey respondents interviewed by GAO.  GAO acknowledges that it will take several years of experience with the implementation of SOX before the effectiveness of the act can be fully assessed (GAO, 2003).
RESEARCH QUESTIONS

 This exploratory study investigates whether periodic rotation of audit firms would affect financial statement users’ perceptions of external auditor independence and audit quality.  Specifically, this study assesses whether bankers’ perceptions will differ if the audit firm is required to change every seven years as recommended by the final 2001 report of the Public Oversight Board.  

This study provides empirical evidence to regulators, members of the accounting profession, and financial statement users as they deliberate on the costs and benefits of auditor rotation.  The results of this study can assist standard-setting authorities in developing policy statements in making a determination of whether audit firm rotation should be mandated.  The objective of this study is to provide empirical evident relevant to perceptions of auditors’ independence and audit quality. The following research questions were developed to guide this research project:

RQ1:   Does the rotation of the external audit firm affect the bank loan officers’ perceptions of audit firms’ independence?

RQ1a: What impact, if any, does the length of the auditor tenure have on the bank loan officers’ perceptions of audit firms’ independence?

RQ2:  Does the rotation of the external audit firm affect the bank loan officers’ perceptions of audit quality?

RQ2a: What impact, if any, does the length of the auditor tenure have on the bank loan officers’ perceptions of audit quality?

RESEARCH METHOD AND RESEARCH DESIGN

 The overall purpose of this research is to examine the effects of various audit firm rotation policies on financial statement users’ perceptions of auditor independence and audit quality.   To evaluate the impact of the independent variable, we used a between-subjects design in which a sample of bank loan officers responded to a hypothetical case that incorporates three different scenarios with three questions. The scenarios were different only as it related to the audit firm rotation policy.  
Participants
Following previous studies on perceptions, bank loan officers were selected as participants for this study (Miller et al. 1993; LaSalle and Anandarajan 1997; Lowe et al. 1999).  Bank loan officers were selected as the target population because of their extensive involvement with audit clients and they are considered sophisticated users of financial information.  FASB in Concept Statement no. 1 defines sophisticated users as “having a reasonable understanding of business and economic activities” (FASB 2000, Para. 34). 
           Two mailings were used in this study (one original and one follow-up). One thousand experimental instruments were mailed to bank loan officers who were randomly selected from a commercially available database of more than 16,000 bank loan officers throughout the United States
.   Each prospective subject was mailed one of three versions of the research instrument.  One hundred and fifty two responses were received from the first mailing.  Approximately one month later, a second mailing was sent to all of the participants who did not respond to the first mailing. Sixty additional responses were received for a total of 212 responses.  After adjusting for cases that were returned as undeliverable and respondents that failed the manipulation check, a total of 207 usable case instruments remained. This represents an adjusted response rate of 24.07%.  The response rate does compare favorably with similar studies using bank loan officers as participants (e.g. Lowe et al. 1999, LaSalle and Anandarajan 1997, Miller et al. 1996). An overview of the response rate is depicted in Table 1.  Demographic data on the participants are summarized in Table 2. The average number of years of experience in the banking profession for the respondents was 23.0 with 65.7% indicating that they had over 20 years experience. Respondents also indicated that the average number of years of experience in lending was 18.  Over 47% indicated that they had over 20 years of lending experiences.   These high numbers of years in lending and banking experience suggest that the bankers were very knowledgeable in the banking industry and add further credence to the results of this study.            

Case Information and Procedures
 This study includes an experimental scenario manipulated as it relates to the auditor rotation policy.  The scenario consists of a brief case of a hypothetical company (hereafter referred to as Dunmore). Dunmore is a publicly traded company.    The main focus of this case is a material error in the pre-audit financial statements which management does not want to correct because of the potential impact it would have on the firm’s current year financial statements.   The error involved an overstatement of the inventory. If management corrects the error, it would cause a material reduction in the company’s net income for 2004.  If the auditors discover the error, management has decided to ask the auditors to allow the write-down to be recorded the following year.  The case concludes with information on the firm’s rotation policy (see survey instrument in the appendix).  

Each loan officers was mailed one of the three rotation scenarios:  1) the absence of an audit firm rotation policy (AFR0), 2) a seven-year rotation policy with one-year auditor tenure (AFR1), and 3) a seven-year rotation policy with six-year auditor tenure (AFR6). This research design allowed the researcher to compare the responses from AFR0 to AFR1, AFR0 to AFR6 and AFR1 to AFR6.  This experiment was used to determine whether the participants’   perception of the audit firm’s independence and audit quality in the three experimental scenarios differ due to the manipulation of the audit firm rotation policy and length of audit tenure within rotation. 

The instructions on the data collection instrument directed participants in the three groups to read the case scenarios and then assess on an eleven-point Likert-type scale, the degree of confidence he/she has that the 1) the external audit firm in question is independent in performing the audit, and 2) the auditor will discover the error. The third and final question asked the participants to make a decision as to whether the CPA firm would report the error in the audit opinion if management refuses to make the adjustment in the financial statements. Participants were requested to circle “Yes” or “No”.   
Pre-test of Research Instrument

We pre-tested the instrument with local bank loan officers, accounting professors and doctoral students.  These selected participants gave feedback and suggestions on improving the clarity of the questionnaire and cover letter for the final version.  After comments from the pre-test groups, we made minor adjustments to the cover letter and content of the experiment instrument.  After the adjustments from the pre-testing, we conducted a pilot test with 150 bank loan officers drawn randomly from the population of the commercial banks database.  Minor changes were made to the instrument.
   
Independent Variables


In developing the independent variable (audit firm rotation) for this study, we examined current practitioner and academic literature.  Operationally, the primary question is whether an audit firm rotation policy will lead to more independent auditors performing better quality audits either by discovering or reporting material errors in the financial statement. The objective was to construct an independent measure to test for differences in the perceptions of the participants if audit firm rotation utilized by publicly registered firms versus audit firm rotation not being utilized.  


In the “no rotation” group, the company is modeling the current structure whereas publicly held companies are not required to rotate audit firms.  The “no rotation” group is the control group and serves as a baseline for making comparisons to the other groups on the perceptions of audit firm rotation.  

In the “rotation with one year tenure” group the case scenario includes an auditor-client relationship whereas an audit firm rotation policy is present and the audit firm is performing the audit for the company for the first time. The third case scenario, rotation with six year tenure, consists of an auditor-client relationship whereas the auditor has been performing the audit for five successive years. Academic and regulatory literature report conflicting results between the auditor-client relationship in the earlier years and audit failures (U.S. Senate, 1977; AICPA, 1992).  The AICPA (1992) reported that audit failures seem to occur almost three times as often when the auditor was performing his first or second audit of a company. Nonetheless, the Metcalf report states that long relationships between the auditor and client erode auditor independence. This change in auditor tenure allows the researchers to analyze the differences in perceptions when the firms are performing in the earlier year versus in a latter year of a required rotation policy. 

Dependent Variables

 
Three dependent variables were also used, independence, discovery and report. Each variable relates to the three questions in the case scenario, which was used to assess bank loan officers’ perceptions discussed earlier.   
The first dependent variable, “independence”, measures participants’ confidence that the CPA firm performing the audit was independent in performing the financial audit.  The second dependent variable, “discovery” assesses participants’ confidence that the CPA firm would discover the error in the financial statements while performing the audit .  Both variables (independence and discovery) were measured on an eleven-point scale from “no confidence” to “extreme confidence.”  The third dependent variable, “report” was a “yes’ or “no” variable.  Participants were to make a decision of whether or not they believed that the auditors would report the error in the financial statements in performing the financial audit if management refuses to make the adjustment in the financial statements. “Report” and “discovery” variables were used as proxy for quality based upon DeAngelo’s two dimensional definition of quality.
RESULTS

We conducted a between-subjects one-way multivariate analysis of variance (MANOVA) to test for group differences on the two continuous dependent variables, independence and discovery.   Evaluation of the homogeneity of variance-covariance matrices and normality assumptions underlying MANOVA did not reveal any anomalies.  MANOVA results presented for the continuous dependent measures (independence and discovery) were significant (F= 2.402, p < .05).   Thus, responses taken together were significant different across all three levels of the experimental manipulation.  


In addition, Chi-square tests were employed to analyze whether responses taken together for the dichotomous measure (report) were significantly different across all three levels of the experimental manipulation.  The results were not significant (Χ2 = 3.107, p = .212).  We next proceeded to use one-way analysis of variance (ANOVA) and Chi-square tests to examine specific groups in relation to our research questions.  
Research Question 1

 The first research question examined whether the presence of an audit firm rotation policy or the length of the auditor tenure within rotation impacts bank loan officers’ perceptions of auditor’s independence. ANOVA results indicate that the independence measure was statistically significant (F= 4.476 and p= .013) as shown in Table 3.  This suggests that respondents’ perception were influenced by the presence of an audit rotation policy.   
As shown in Table 3, Panel B, the mean response scores relative to independence increased from not having a rotation policy to having a rotation policy.  The mean response of not having a policy, AFR0 was 5.65.  Mean responses with seven-year rotation  were 6.70 for one-year tenure and 6.77 for six-year tenure.  Post hoc comparisons using the Scheffe Multiple Comparison tests were performed to determine specific differences between the groups.  AFR0 was significantly different from AFR1, p=. 044, and AFR6, p = .025.  However, AFR1 was not statistically significant from AFR6, p = .986. The overall results in table 3 suggest that loan officers are more confident that the external CPA firm was independent when a rotation policy was present compared to no rotation policy.  Nevertheless, the length of the auditor tenure within rotation appeared not to have influenced the loan officers’ perception of auditor’s independence.
Research Question 2

The second research question examines whether the presence of an audit firm rotation policy or the length of the auditor tenure within rotation impacts bank loan officers’ perceptions of audit quality. Using DeAngelo’s two dimensional definition of quality, loan officers were asked to respond to two questions relative to quality.  Results revealed no significant differences in loan officers’ confidence that the auditors would discover the inventory error in the financial statements or in loan officers’ decision on whether or not the auditors would report the inventory error in the audit opinion as shown in Table 4.  The statistical findings suggest that the presence of a rotation policy or the length of the auditor-tenure within rotation did not influence the respondents’ perception of the auditors discovering errors in the financial statement.  
Table 5, Panel A represents the loan officers’ responses to the second question relative to audit quality.  The question assessed whether loan officers perceived that the auditors will report the inventory error in the audit opinion assuming that the auditors discovered the error and management refuses to make the adjustments on the financial reports.  The group responses were then analyzed using Chi-square tests to see if the rate of agreement differs among the three groups.   As indicated earlier, the results of the Chi-square tests were not significant (X2=3.107, p = .212).  Accordingly, the percentages of loan officers that answered “Yes” were not statistically different among the three groups.  The percentage of respondents that answered “Yes” for AFR0 was 73.3%. AFR1 and AFR6 responses with “Yes” were 85.7% and 80.5%, respectively.   

Further analysis of the differences among the group responses of “Yes” was analyzed.  As can be noted in Table 5, Panel B, the results are indicative that reporting of material errors has a positive impact on quality; the results are not statistically significant.  

The empirical results imply that loan officers did not perceive that the reporting of material errors is significantly related to rotation of the audit firm. However, a cursory review does suggest that the length of the relationship (ignoring rotation) appeared to somewhat modify their responses. The group with the highest percentage of ‘Yes” (85.7%) was AFR1, which represents first year audits. AFR6, which represents auditor tenure of six years, was slightly, lower than AFR1 (80.5%) and AFR0, which represents auditor tenure of 22 years, had the lowest percentage (73.3%) of “Yes” responses.
CONCLUSIONS AND IMPLICATIONS
 The results of this exploratory study indicate that the loan officers’ perceived that the presence of an audit firm rotation policy enhanced the perceptions of auditor independence but did not enhance the perceptions of audit quality. However, increasing the length of the auditor tenure within rotation from a one-year period to a six-year period failed to significantly impact respondents’ perceptions of CPA firm independence.  Therefore, it is recommended that regulators continue to consider requiring rotation of audit firms in publicly traded companies.   

  The findings in this study may be of interest to company’s board of directors and audit committees in establishing corporate policies regarding hiring external auditors to perform financial statement audits.  Using different CPA firms to perform the external audits appear to be a mitigating factor to enhance auditor independence.  Therefore, publicly traded companies that use the same audit firm for a numbers of consecutive years to perform their external financial audits may improve perceptions of the CPA firms’ independence by voluntarily adopting an audit firm rotation policy which requires changing audit firms after a specific number of years. 

Finally, this study adds to the body of empirical research related to financial statement users’ perceptions of auditor independence and audit quality, however it does not address all issues.  Therefore, we recommend that the regulatory agencies continue to study the impact of audit firm rotation on perceptions of auditor independence and audit quality as they consider additional rules and safeguards to improve the accuracy and reliability of the financial reporting system.

LIMITATIONS AND FUTURE RESEARCH

The results of this study must be interpreted with certain limitations.  The low response rate creates the possibility that the respondents’ responses may not be representative of the entire population of bank loan officers.  While there is not evidence that response bias affected the validity of the results of this study, it is impossible to determine the existence of nonresponse bias. 

First, the study uses only one group of financial statement users; therefore the results of this study may not be generalized to other users groups.   However, the sample of bank loan officers, a relatively homogeneous group of sophisticated users, was drawn randomly from an extremely large and diverse population of commercial bankers.   As recommended by the AICPA’s “white paper,” this type of research should include typical users of financial information (Orren, 1997). 

A second limitation is the realism of the case.  The research instrument was developed from prior research, however, in actual situations, loan officers would have had access to more information.  While the amount of the information was limited in order to keep the case at an appropriate length, the instrument was pre-tested by local bank loan officers, accounting professors and doctoral students.  A pilot test was also conducted with 150 bank loan officers drawn randomly from the population of the commercial banks database.   However, even with all these attempts to make the experimental materials as realistic as possible, loan officers’ decisions might have been different if additional information had been available.  
   
 Third, there are many possible different rotation scenarios.  This study applies only to a seven-year rotation policy with auditor tenure of one or six-years.   Loan officers perceptions may have differ with shorter or longer rotation periods.  It is possible that the results may also be different with other lengths of tenure within rotation. 


Fourth, this study applies to audit firm rotation in an environment whereas the board of directors has a policy of systematically changing auditors every seven years.  It is possible that the results would not extend to a regulatory regime of mandatory audit rotation.

  
Future research should examine other user groups to see if their views differ from loan officers (e.g. financial analysts, investors, fund managers, audit committee members, and etc.).  In addition, future research should examine the differences in perceptions between audit committee members and other users.   As suggested by the AAA Financial Accounting Standards Committee (2001), users may not be the appropriate group to evaluate impairment of auditor’s independence.   Independence may be appropriately addressed by audit committees.

Table 1.  Overview of the Response Rate

	
	Respondents
	Percentage of Total Mailings

	Total mail outs
	1,000
	100.00%

	Undeliverable (return) instruments
	(140)
	(14.00%)



	Total mail outs less returns
	860
	 86.00%



	Usable responses, questionnaire
	212
	 24.65%

	Failed manipulation check 
	 (5)
	(0.58%)

	Usable responses, experiment
	207
	24.07%


Table 2.  Experiment Demographic Information

	
	Scenarios’ Groups
	
	

	
	Group 1
	Group 2
	Group 3
	Total
	Percentage

	Group Size
	60
	70
	77
	207
	100%

	
	
	
	
	
	

	Education Level
	
	
	
	
	

	High School
	13.6%
	18.6%
	9.3%
	28
	13.7%

	Associate’s Degree
	10.2%
	10.0%
	8.0%
	19
	9.3%

	Bachelor’s Degree
	50.8%
	52.9%
	68.0%
	118
	57.8%

	Master Degree
	20.3%
	15.7%
	13.3%
	33
	16.3%

	Other
	5.1%
	2.8%
	1.4%
	6
	2.9%

	Total
	100.0%                      
	100.0%          
	100.0%                
	204    
	100.0%

	Current Position
	
	
	
	
	

	President/CEO
	36.2%
	34.8%
	35.5%
	72
	35.5%

	Vice President
	37.9%
	39.1%
	48.7%
	86
	42.4%

	Loan Officer
	6.9%
	7.2%
	10.5%
	17
	8.4%

	Credit Analyst
	3.4%
	0.0%
	0.0%
	2
	1.0%

	Other
	15.6%
	18.9%
	5.3%
	26
	12.7%

	Total
	100.0%                      
	100.0%          
	100.0%                
	203    
	100.0%

	Banking Experience
	
	
	
	
	

	Less than 5 years
	8.3%
	2.9%
	1.4%
	8
	3.9%

	5 years, < 10 years
	6.7%
	11.4%
	9.5%
	19
	9.3%

	10 years, < 20 years
	16.7%
	24.3%
	21.6%
	43
	21.1%

	20 years, < 30 years
	36.7%
	37.1%
	24.3%
	66
	32.4%

	30 years or more
	31.6%
	24.3%
	43.2%
	68
	33.3%

	Total
	100.0%                      
	100.0%          
	100.0%                
	204    
	100.0%

	Lending Experience
	
	
	
	
	

	Less than 5 years
	15.0%
	20.0%
	18.9%
	37
	18.1%

	5 years, < 10 years
	16.7%
	       12.9%
	16.2%
	31
	15.2%

	10 years, < 20 years
	16.7%
	24.3%
	16.2%
	39
	19.1%

	20 years, < 30 years
	33.3%
	22.9%
	23.0%
	53
	26.0%

	30 years or more
	18.3%
	19.9%
	25.7%
	44
	21.6%

	Total
	100.0%                      
	100.0%          
	100.0%                
	204    
	100.0%

	Gender
	
	
	
	
	

	Male
	71.2%
	73.9%
	77.3%
	151
	74.4%
	

	Female
	28.8%
	26.1%
	22.7%
	52
	25.6%
	

	Total
	100.0%                      
	100.0%          
	100.0%                
	203    
	100.0%
	

	Age
	
	
	
	
	
	

	Less than 25
	1.7%
	1.4%
	2.6%
	4
	1.9%
	

	25 to 40
	21.6%
	20.0%
	25.1%
	46
	22.3%
	

	41 to 55
	46.7%
	52.9%
	35.5%
	92
	44.7%

	Over 55
	30.0%
	25.7%
	36.8%
	64
	31.1%

	Total
	100.0%                      
	100.0%          
	100.0%                
	206    
	100.0%


Note: Total by the various categories differed from the group total because respondents did not provide responses to all of the requested demographic information

	Table 3.  Analysis of Variance for Perceptions of Independence.

(Scale:  0 for No Confidence to 10 for Extreme Confidence)

Panel A.  Comparison Among Groups

Dependent Variable

Sums of 

Squares

df

Mean 

Square

F

p-value

How confident are you that the auditors are independent in performing the 2004 financial audit of Dunmore? 


Group

Error

Total

    50.293

1146.142

1196.435

     2

 204

 206

25.146

  5.618

4.476

.013

Panel B.  Multiple Comparisons Among Groups – Means (Standard Deviations)

Group

Perception of Auditor Firms’ Independence

AFR0

No Audit Firm Rotation 

5.65

(2.38)

AFR1

Audit Firm rotation with one year tenure

6.70

(2.33)

AFR6

 Audit Firm rotation with six year tenure

6.77

(2.39)

Differences:

AFR0 versus AFR1 (significant)

p = .044

AFR0 versus AFR6 (significant)

p = .025

AFR1 versus AFR6 (not significant)

p = .986




Table 4.  Analysis of Variance for Confidence of Discovering Error

	(Scale:  0 for No Confidence to 10 for Extreme Confidence)

Panel A.  Comparison Among Groups

Dependent Variable

Sums of 

Squares

df

Mean 

Square

F

p-value

How confident are you that the auditors are will discover the inventory error in the financial statements? 


Group

Error

Total

6.080

1149.581

1155.662

2

204

206

3.040

5.635

.540

.584

Panel B.  Multiple Comparisons Among Groups – Means (Standard Deviations)

Group

Perceptions of 

Audit Quality

No  Audit Firm Rotation (AFR0)

5.87  

(2.23)
Audit Firm rotation with one year tenure (AFR1)

 6.30

(2.43)

Audit Firm rotation with six year tenure (AFR6)

6.12

(2.43)

Differences:

AFR0 versus AFR1  (not significant)

p = .585

AFR0 versus AFR6 (not significant)

p = .829

AFR1 versus AFR6 (not significant)

p = .897




	Table 5.  Chi-square Results for Perception of Reporting
_________________________________________________________________________

	Panel A. Agreement Rate.

In answering this question please assume that the auditors have discovered the inventory error.  Do you believe that the auditors will report the inventory error in the audit opinion if management refuses to make the adjustment?  
AFR0

73.3%

AFR1

85.7%

AFR6

80.5%

Significant Levels


X2 = 3.107



p = .212

Panel B.  Multiple Comparisons Among Groups for the Dichotomous Responses 

Group Differences Analyzed:       

AFR0 versus AFR1 (not significant)



p = .297

AFR0 versus AFR6 (not significant)



p = .519

AFR1 versus AFR6 (not significant)



p =. 684




_________________________________________________________________________
� The Integrity in Auditing Act of 2002 (referred to as the Nelson-Carnahan Bill) and the Trust and Accountability in Accounting Act of 2002 (H.R. 3970) which stated that auditors should not be considered independent if they provided auditing or consulting services for more than 7 consecutive years.   


� The Conference Board is a not-for-profit organization.  It was formed to address the circumstances, which led to the recent corporate scandals and subsequent decline of confidence in American capital markets.


� The mailing list was purchased from Hugo Dunhill Mailing Lists, Inc.
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