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Abstract

Rampant cases of fraud in financial reporting aigeestions about the independence and qualitiyeoftdit.
Some parties claimed that audit quality may inedadine with a longer time of audit engagememnwdver,
others believe that audit quality is getting wobsethe longer time of audit engagement becauseajt raduce
the independence. The financial statements regufiom a quality audit process is important becatise
information will be used by investors in making romic decisions. The present study aims to seantluence
of public accountant audit tenure and public actiognfirm audit tenure toward the perception oféstors
about the quality of audit as reflected from thenga response coefficient. This study also aimérd out the
difference in influence of audit tenure on the p@ton of audit quality before and after impleméota of the
SA 240. This study was conducted by using multiplgression analysis on manufacturing companiesdlist
the Indonesia Stock Exchange in 2012 and 2013.r&$ats of the study cannot prove the influenceuilic
accountant audit engagement toward the audit guaditception. However, the result of this studyvesothat
company profits that are audited by longer timeitaedgagement actually have a negative effect vasiors'
perception on the quality of audit. The study gdsoves that the public accountant engagement dtinmgeriod
of implementation of the SA 240 has a significaagative effect, but there is no significant effentthe period
before the SA 240 implementation. The implicatidrihis study is that the rules of the audit engagenshould
be reassessed to determine the appropriate tingghlerdf the audit engagement in order to improve abdit
quality, thereby reducing the capital cost and dugreate any false rotation.

Keywords: Audit Tenure, Audit Quality and Earning Responsefficient

1. Introduction

The emergence of various accounting scandals taired in the last 15 years, such as Enron, WaondC
Satyam, Adelphia and JP Morgan is part of the auibog scandal that dragged the reputation of tlgefive
public accounting firms. This is a big question floe public regarding auditor's independence aniit guality
because the audit process is done in an effortnfordve the quality of information for users of firgal
statements. Quality of the audit, according to fixgelo 1981), will reflect the auditor's ability tketect errors
and fraud that occur in the process of accountfrtpeocompany being audited.

Quality of the audit is increasingly in close ra@atwith the audit engagement. According to (Ghastd Moon
2005), a longer audit engagement can help audittsetter understand the company's financial adaogin
system and internal control, when the auditor caifl wnderstand the business risk and audit risk,ahditor
will be easier to find any material misstatemenbwdver, according to (Lim & Tan 2010), a too longdi
engagement is considered to potentially reducatigétor's independence. A reduced auditor indepa@may
lead to a more tolerant auditor for errors anddreommitted by the company.

The emergence of the economic consequences conaeeped the information in the financial statements
produced by the management has an important infipatte users of financial statements, includingestors,
in making economic decisions. However, the diffeeeiin interest motive between providers with usafrs
financial statements can lead to increasing asymynigformation. An audit is carried out in an efféo reduce
asymmetry information. Changes in Auditing Stand24€ in Indonesia regarding the auditor's respdliisl
relating to fraud in an audit of financial statertseis set for the rise of these actions that ateabte to be
identified by the auditor. Those cases raised putdincerns, especially investors, regarding theriétion in
the financial statements that are not able to gsiestors in making investment decisions. Theesfa longer
audit tenure is assessed as an indicator thahgamove investors' perception on a better auditityual

Previous studies used various proxies for measuhagjuality of the audit including the discretionaccrual
value, the restatement report, audit opinion anchiEg Response Coefficient. Studies using an guaixy by
the size of discretionary accrual still show mixedults. Several studies suggest that audit temase positive
effect on audit quality improvement, as found byhfdson et al 2002; Myers et al 2003; Monterrey &adchez
Segura 2007; Fitriany 2011; Foley & Cebula 2013yesearch conducted by (Lim & Tan 2010) states tthat
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audit tenure has a negative effect on the audiityuleanwhile, other researches state that thditaenure has
no significant effect on the audit quality as meaduwby the accrual value, as found by (Carey & B@tti2006;
Jackson et al 2008; Al Thuneibat, Issa & Baker 201@010; Siregar et al 2012; and Diaz, Fernaratet Diaz
2014).

According to (B. Ghonzalez-Diaz et al 2014), a gtuding discretionary accruals as a measure ofjtladity of
the audit is a study with the highest number. Om ¢ither hand, researches focused on Earning Respons
Coefficient as a measure of the perceived quafithe audit are still relatively small in numbeFhis motivates
the present researcher to conduct a research tbiseestors feel that the quality of the profitka company are
influenced by the audit tenure. This study alsosabm look at the effect of audit tenure differerae the
perception of the quality audit before and after itthplementation of Auditing Standard No. 240 (lafter: SA
204). This standard specifies that the auditorehdsty to identify any potential fraud measureshim financial
statement (fraudulent financial report). Thus, nmearesponse will be more affected by the audit iernin the
period after the implementation of the SA 240.

This study is a replication of the study condudigd(Ghosh and Moon 2005), but the main differenc¢his
research is the analysis that separates the engatj@hpublic accounting firms and the engagemémublic
accountants. Another difference is the use of daesearch conducted in Indonesia, and it is int@igsb do
because of the local market share of public acdogrfirm (hereafter: KAP) in Indonesia comparedthe
international KAP affiliates differ significanthgo the issue of the audit engagement is importaprémoting
and protecting local KAP to be able to competelniionesia, under the rules of the Ministry of FicarNo.
359/KMK.06/2003 it is explained that the maximungagement that can be performed by the same KAP for
companies listed on the Indonesian stock exchafjee (5) consecutive years with three (3) conseewyears
for the same public accountants participated in IKA®. Yet in reality, there are many internatiomdiliate
KAP engagements that exceeds the existing rulegitdetheir local KAP difference in names. This sksothie
weakness of the audit engagement regulations ioniesia.

Aresearch in Indonesia on audit tenure and ERGalsasbeen carried out by (Fitriany 2011). Theeddht with
her study is about focus analyze and research sarmpls study only focused to analyze the relatignsvith
the ERC and only used manufacturing companieseasefearch sample. Manufacturing companies aretsdle
because they have more complex accounting systethsast compared to other types of companies,ahd#
tenure is expected to have a significant influemcghose companies. The observation period wasumbed in
2012 and 2013 because SA 240 is effective for audifinancial statements for periods beginninglalanuary
2013 (for the issuer). Implementation of SA 24@d@nsidered to have a response coefficient highem the
period before the application of SA 240 is a m(reandatory).

Based on the above, it is important to conduct thegearch with the purpose of 1) To determine ffexteof
public accountant tenure on the perception of itoresabout the quality of the audit. 2) To deternihe effect
of public accounting firm tenure on investors' @tion of the quality of audit; 3) To see the diffiece in the
effect of audit tenure on investors' perceptiothef quality audit before and after the implementatf SA 240.
Results of the study demonstrate that there isgrofisant positive effect between public accountemure with
investors' perceptions about the quality of theitabdeanwhile, results of other studies indicatettthere is a
significant negative effect on profit informatioroderated by audit tenure. The present study daesrdte that
the longer audit engagement is considered capdbitevering the quality of profits based on the pegotion of
investors. While the results of other studies stathat the KAP audit tenure has significant negaéffect on
the CAR after the period of the implementation &f 10, whereas in the period before the impleménabf
SA 240 KAP audit tenure has no significant effect.

This study gives two contributions: First; for irsters and creditors to better assess the companyptining the
duration of the audit engagement of public accaynfirms and public accountant, so it will produag@imum
investment decisions. Second; for PPAJP and reguldtis study contributes in determining durat@naudit
engagement for public accountant that is effedtivereventing a possible decline in audit qualitg aeduce the
disparity between the big four and non-big four KAP

2. Literature Review and Hypothesis Development
2.1 Audit Tenure, Independence and Quality of Audit

Agency conflict between the management companyn(agéth the owner of the company (principal) magd
to information asymmetry. One effort to reducesittirough the audit process conducted by extenndit@s.
Quality audit process can be a source of informafar users of financial statements in making ecoico
decisions. (De Angelo 1981) explains that the quaif the audit is related to the ability of thed@ar to find
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errors in the client's financial statements andespit in the audit report. Audit quality will iéfluenced by the
competence and independence of the auditor.

Auditor's competence is related to professionalsskvhile auditor's independence is related to dhéitor's
objectivity. (Arens et al 2014) state that compeéeand independence are integral parts of thetyuafithe
audit. A competent auditor who find errors in tiwahcial statements will be useless when the audtmot
independent. On the contrary, a very independedit@uwithout competence will be difficult to finerrors in
the client's financial statements. Independencarbecan important focus of attention today as thergemce of
accounting scandals involving auditors. (Lim & T2Bl0) state that the auditor would be easier teeagn the
presentation of financial statements in accordavitle management's desire for closeness with cliantslead
to reduced independence due to the longer auditgemgent.

However, another different view states that shoatedit tenure led to a lack of auditor's propenhokledge
about the client (client-specific knowledge) and #horter audit engagement is also consideredctease the
management incentive to maintain audit engageneettiat the auditor is not independent. (Johnsai 2002;
Myers et al 2003; Ghosh & Moon 2005, Monterrey &aghchez Segura 2007 and Foley & Cebula 2013).

2.2 Earning Response Coefficient

(Collins and Kothari 1989) state that stock pribarges would be related to changes in unexpeciaihgsa.
Regression between the Cumulative Abnormal Ret0AR) with Unexpected Earnings (EU) would produce an
alpha coefficient. Thus the alpha coefficient is #alue of earning response coefficient (ERC). BR@lysis can
be done by cross sectional and temporal variati@hyasis. If the earning announced by the compargréster
than the expected earning then the EU is posi@gmpany with a positive UE is expected to give aitpee
response on stock returns and vice versa, a compitimy negative UE can provide a negative respassgell.
Previous research regarding audit tenure and theeption of audit quality has been conducted byo&bhand
Moon 2005), focusing on investor perceptions attbetquality of the audit because the financialestents in
the stock market is primarily used by investorgtes company owner. (Ghosh & Moon 2005) used easning
response coefficient with regression of stock metuwith company earnings. Based on a model crelayed
(Holthausen and Verrecchia 1988, Teoh and Wong Y1888ducted a study to analyze the differences HRC
companies being audited by big eight and non-ligtdlAP. The result showed that the investor withypde an
assessment of different stock price of the computty high quality. A research that links audit temwith stock
prices gives another view to investors that theran influence between the duration of the audiagement
with the quality of earnings.

2.3 Hypothesis Development

2.3.1 Public Accountant Audit Tenure on InvestBesception on Audit Quality

In conducting the audit, an auditor is requiredutaderstand the client company's accounting sysfm.
accounting system consists of various subsysteatsatie interrelated with each other. (Arens et(dl4) state
that the procedures, documents, records that iextee subsystem need to be well understood bytiditor to
obtain competent audit evidence to be able to éqgeopriate audit conclusions expressing longeagaments
audit according to (Ghosh and Moon 2005) is comsidi¢o facilitate auditors to understand the irdéontrol
of the company. CPA partner individually has thspansibility to review the work of the section dre tlower
level in an audit, analyzing the existing findingshe field, checking the accuracy of test of détalance and
also assess the possible contingent liabilities suttsequent events so that the information in then€ial
statements will not mislead users of financialestants. (Ye et al 2014) stated that the audit paxtith a lot of
experience has an influence on the reduction ofgin the audit process.

Previous research conducted by (Johnson et al 2@@&rs et al 2003; Ghosh & Moon 2005 Monterrey and
Sanchez Segura 2007 and Foley & Cebula 2013 statthe longer audit engagement is consideredobayod
improving audit quality. So that a good audit qiyatian generate information in the quality finahsi@tements.
(Teoh and Wong (993) stated that the investor woaite higher on companies with high earnings quadliite to
high earnings quality will be seen as more suskdéd.onger public accountant audit tenure is abersd to be
able to provide insight for investors about theldyaf earnings that reflect a good perceptioraaflit quality.
Under these conditions, the following hypothesesfarmulated:

H1 = audit tenure of public accountant has a pasiiffect on investor's perception on audit quality
2.3.2 Audit Tenure of Public Accounting Firm ondstor's Perception on Audit Quality
Public accounting firms have a series of qualitynagement system that is capable of ensuring awdiityg
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remains high. A longer audit engagement with thklipuaccounting firm would cause the audit quatitybe
increased because the KAP will have a good undwistg in the allocation of time and human resoutbes
will be involved in the audit process. (Arens e8ll4) stated that the audit planning needs todme dn an
effort to produce a good quality audit that is thigb time planning, resources and procedures thatféective in
conducting the audit.

Same thing with the public accountant engagemelonger public accountant engagement is also basdte
results of previous studies conducted by (Johnsah 2002; Myers et al 2003; Ghos & Moon 2005; Morgy
and Sanchez Segura 2007 and Foley & Cebula 2018)sevresults show the influence of audit tenuréhen
quality of the audit. (Teoh and Wong 1993) stateat tompanies with high earnings quality will be@ageiated
by investors with a high stock price. A longer audnure can improve the quality of corporate eaysiso that
investors' perception of the quality of the audill Wwe higher. Based on the description above, rdeearch
hypothesis is described as follows:

H2 = audit tenure of public accounting firm hasosifive effect on investor's perceptions on theitayahlity

2.3.3 Audit Tenure Differences of Public Account@intn on the Investor's Perception on Audit Quaktgfore
and After Implementation of SA 240

Developments and needs in the presentation of tladitg audit report in the global order producesaalit
standard that is internationally applicable knoventlae International Standard on Auditing. The biththis
standard is triggered by a variety of manipulattases in the financial statements. This is dubeddtfference
of interests between the parties preparing thenéiiz statements and parties using the financetestents,
causing the company's management to manipulatedi@astatements. Information risk on fraud in fimancial
statements can be minimized through the audit psoce

Changes in auditing standard in Indonesia, whictrectly refers to the international standard makwes
auditor's responsibility on the audit reports bgingduced to be increasing. ISA No. 240 statestti@atuditor
has a duty to provide directional guidance regardie responsibility to detect fraud. If the audigunable to
meet those obligations, the lawsuits that will Aeed by the KAP in Indonesia will be higher. Thisonsistent
with the Law No. 5 on Public Accountant Year of 2Qfives a higher lawsuits to the auditor due tof#ilare in
the audit process. An auditor can be sued notloykpe civil law but also can be prosecuted asraical law.
Various studies using discretionary accrual indicsatffor measuring fraud in the financial statemdoztsed on
accounting and auditing enforcement releases (AAER)he context of the financial statements indmneisia,
there is no special institution to periodically oejpindications of fraud such as AAER. Accordingateesearch
conducted by (Marchesi 2000), in countries witlow level of law enforcement, the quality of the ausl very
diverse. A good quality of the audit will be refled in the duration of the audit engagement, adagrth (Chi
and Huang 2005; Myers, Myers & Omer 2003; Ghosh o 2005; Gul, Fung & Jaggi 2009, DeAngelo 1981a)
stated that a longer audit engagement has a higiperct in improving the quality of the financiaatgments
because the auditor who is re-assigned after tis¢ dissignment would have the ability to understtrel
company's accounting system even better. This aragrs and fraud in the presentation of financiatesnents
will be easier to find. It can be concluded thweg effect of audit tenure on the perception of agdality will be
higher after the implementation of SA 240 comparethe period before SA 240 was implemented, becthes
implementation of SA 240 made investors more camficabout the quality of the audit despite the éraudit
engagement.

H3 = effect of public accounting firm audit tenwa the investor's perceptions on the audit quaditiiigher
after the implementation of SA 240 compared to teetbe implementation of SA 240.

3. Research Method
3.1 Research Model

This study uses a quantitative method researclguleBhe object of this study is audit tenure, asdivice costs
and perception on the quality of the audit. To arsthhe problem identification number 1 and 2, seaesh
model developed by (Ghosh and Moon 2005) was uBeel.following is an explanation of the model used i
this research:
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MODEL 1:

CAR;; = x +P1E; + PoAE; + BsTENURE_AP;, + ByE;. * TENURE_AP; + BsAE;; *
TENURE_AP; + 37_, Be+2(j-1)Eie * CONTROL + ¥7_; B742(j—1)AE;c * CONTROL +
Y721 B174jCONTROL + € ..o (1)

Description :

Dependent Variable:

CAR;, = Cumulative Market Adjusted Return company i&ar t calculated for 12 months starting
from the 3rd month in the reporting period up te 8rd month in the following year reporting period.

Independent Variables:

E;. = Net Income the company i in_year t dividedtbtal assets of the beginning of the
yearﬁﬁr&t = The difference betwedrit and&it-1

TENURE _AP;-The duration of the certified public accountang&gement until the replacement by another
certified public accountant during the observation

Control Variabel:

BIG4,, =1 If the company i in year t is audited by big four KAP and besides that it is O

MTEV, = Market to Book Value; measured from the raticequity market price to equity
book value of company i in year t

SIZE;, = Natural Logarithm of the total assets of thenpany i in year t

LEV, = Total Debt divided by Total Assets of compatiy year t

To answer the second problem identification, agegjon model similar to the regression model (19 used.
MODEL 2:

CAR;; = o« +pB,E; + B,AE;; + BsTENURE_KAP;; + B,E;; * TENURE_KAP;, + BsAE;, *
TENURE _KAPy + ¥3-; Bs+2¢j-1)Eie * CONTROL + ¥7_; B742(j-1)AE; * CONTROL +
Y 7=1B174jCONTROL 4 Ep .ooooiiiiiiiiiiiiii e, (2)

Description :

TENUREKAP;,= The duration of the KAP engagement until theaepiment by another KAP during the year
of observation

To answer the third hypothesis, there will be anparison coeﬁiciengaTENURE-Kﬂpf: in the
period before the the implementation of SA 240tfar year of 2012 and after the implementation of238 in
2013. By conducting regression separately in betiogs. The regression that was used in the presady is:

MODEL 3:

CAR;, = < +p,E; + B,AE;, + BsTENURE_KAP,, + B,E;, * TENURE_KAP,, + B<AE;, *
TENURE KAPy + Y-, Bosa(j-1)Eie * MTBV + X0_; B742(j-1yAEir * MTBV +
Y7=1Bs+MTBV + & ....(3)

3.2 Research Sample and Data Analysis Technique

The sample of the present study are companies mufaeturing industry category listed in Indonestac®
Exchange in 2012 and 2013. Based on data obtainetthe Indonesia Stock Exchange website, therd 2de
manufacturing companies. Observation was conddotetivo years due because the implementation oNSA
240 is effective for companies listed on the Indiimestock exchange in 2013. Therefore, the detetinim of
the observation period was conducted one year bdifer effective period of SA No. 240 and one ydgar dhe
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effective period of SA No. 240. Below is the numbé&sample:
Table 1 Research Sample

Company Listed in Indonesia Stock Exchange 502
Non-Manufacturing Industrial Company _ (368)
Manufacturing Industrial Company 134
Delisting 3)
Incomplete Data _ (12
17
Total of Samples in 2 Years 234

Data on components in the financial statements/eérfrom the data stream at the Centre for Econ® i
Business Data Universitas Indonesia (PDEB, Pusdt [Ekonomi dan Bisnis). Data on audit tenure were
obtained directly from the financial statementgaéh company in the last 6 years. Data analysiscompleted
using OLS (Ordinary Least Square) technique, whieeerequirements in the use of it must meet thesaal
assumption test in order to produce a linear estimat is not biased with minimum variance (Befstear
Unbiased Estimator = BLUE) (Gujarati 2012: 89). Thsts to be done are 1) Normality Test using JaBgra
test, 2) Heteroscedasticity test using the brepsgan godfrey test, 3) Multicolinearity test byotdhting the
value of Tolerante and Variante Inflation Facto®{Tand VIF)

Furthermore, after the BLUE test, the hypothesit weas done with step of: 1) Establishing the hyjpothesis
and the alternative hypothesis; 2) Establishingyaificance level op = 0.05 and this study used two-party test;
3) Establishing criteria for the decision, if tcount table; hence Ho is accepted and Ha is rejeced if
tcount > t table; then Ho is rejected dan Ha ispted.

4. Research Results
4.1 Descriptive Statistics

This study aimed to examine the effect of pubticauntant tenure and public accounting firms tenure
on the perception of investors about the qualitythaf audit. The following will be described the clijstive
statistics of each variable to be studied.

Table 2 Descriptive Statistics

Standar

Variabel Mean Median Min Max Deviasi n
Panel A : Dependen
dan Independen
CAR 0.1261| -0.0014] -0.7007]| 3.87045| 10.6101 234
E 6.70541| 4.46218| -33.429| 75.6374| 12.4809 234
AE -0.2137 -0.42 -47.8] 68.1674| 10.6101 234
TENUR AP 1.70513 1 1 4| 0.83036 234
TENUR K AP 2.99145 3 1 5| 1.15343 234
Panel B : Control
BIG4 0.42308 (0] (8] 1| 0.49511 234
MTBWV 2.96145 0.99 -15.47 47.57| 7.55433 234
SIZE 14.2876| 14.0585]| 10.5023] 21.8613| 1.65996 234
LEWV 13.4566| 13.3966| 18.4958| 8.71981| 1.77725 234

Based on data from the statistical results in T@8ldRanel A it is obtained mean value from CAR thd1.1261; E

is 6.70541,‘55 is -0.2137; TENUR_AP is 1.70513 and TENUR _KARi89145. The interesting thing is that
the mean duration for AP and KAP engagements innedia is above or close to the median value. ARirge
mean and median value is 1.70513 (1). KAP Tenurannaad median value is 2.99145 (3) This showstHeat
possibility of opinion shopping through a very dhduration of the audit. More clients made longegagement
with the KAP because it provides an advantage,ighafsier in explaining the company's accountyrgjesn to
the auditor during the audit process. The amouﬁ'{‘%fearnings that reflect changes in the company steows
negative median value of -0.42 meaning that dutimg observation period, many companies have lower
earnings compared to that of the previous year.rmédian value of E is the positive value of 4.46&%ning
that during the observation period many companée® Ipositive earnings.

The descriptive statistics for control variable whdhat BIG4 mean value is 0.42308; MTBYV is 2.9618E

is 14.2876 and LEVERAGE is 13.4566. Based on data fTable 2 Panel B, the interesting thing is tbenber

of companies that made engagement with big four isA#most half of the study population, that isvasch as
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42.30%. The remaining 57.7% made audit engagemitnon-big four KAP. Total number of KAP listed in
the Indonesia Stock Exchange is 61 KAP. 57.7% aemliagement with non-big four KAP is contested By 5
KAP (61 minus 4 KAP) .This shows the big four KARurket share is very large in the manufacturing stigu
as dominated by the E&Y. Companies believe thatuadit engagement with the big four KAP will be abde
improve investors' perception on the quality ofséirg information. The fact that only few companéb®osing
non-big four KAP should be the focus of attentionfegulators to draw up a policy that encouragespetition
and advancement for local KAP in Indonesia.

Furthermore, after conducting descriptive stattianalysis, the correlation test between eachabbriwas
conducted as described in the following table:

Table 3 Pearson Correlation Matrix

Varighe 1 1 i L) § f i i g
AR L0
E 011458 | LOOG
AR 00047 [0E0TELLM*t)  LOW
TENUR_AP A0 (D305 HLeNET 100
TENLR KA HLOMARTTY LGSO IOTIEIE]  OLESIOSE) 1000
Bl QMEHHT |15 |10050e8tt (0080608 JDADRDG**| 1000
MTHY 0 0mE (04E1H91 (0058413 [0OTSO0Rt 0011 |doosTiee LOX
{SIZE ARG 025008 |L2G3605TTY 0095 ML ITEAT' (0318070 | L1352 1000
IU:"r' (L0036 |-0G40487 |- LOLSETS™ " (DOMOLE RROATSEA™" |0A11242%"* |05RMSIL"Y AT | L300

Table 3 shows the correlation coefficients betw€AR, E, AE, TENUR_AP and TENUR_KAP and other
control variables. The highest correlation valukatveen E with CAR (0.011458***) and the lowestredation
value is between TENUR_KAP with CAR (-0.044817*)owkver,AE is apparently not correlated with CAR,
because the earnings of the sample companies apersstent because it tends not to rise from yeasear.
Likewise, the TENUR_AP is not correlated with CAf&cause investors are more likely to focus on KHAis
shows there are still many naive investors in Iedtm The correlation with the highest control ablé is
between MTBYV with CAR (0.009119**) and between LENEGE with CAR (-0.040326**). Meanwhile, BIG4
KAP and ASSET are not correlated with CAR. Theati#hce of correlation value between each varidimevs
the strongest propensity factor and the lowestesakplains investors' perception on the qualitthefaudit.

4.2 Public Accountant Audit Tenure on Investor'scBption on Audit Quality
To answer the first problem identification, an gs@é was conducted on the regression equatiorB@ded on
this, it is obtained the following regression résul

Table 4 Results of Regression Model 1
Earnings Response Coefficients and Investor Pgorep

Variabel (Coeflicients) (1) (2)

Intercept o
E (B1) 0.016257 (0.0497)** |-0.000632 (0.9832)
AE B2) -0.006344 (0.5205) -0.077194 (0.0448)*

(B1+ B2) 0.009913 (0.5702) '0.077826 (1.0280)
E*TENUR AP (B3) -0.001949 (0.6583) '0.001939 (0.7322)
AE*TENUR AP (B4) 0.001993 (0.7688) '"0.010136 (0.2346)

(B3 +p4 ) 0.000044 (1.4271) '0.012075 (0.9668)
TENURE AP (B5) 0.006078 (0.9154) -0.013129 (0.8283)
Control Variabel
E*BIG4 (BOYAE*BIGA(B7)

(B6 +B7 ) 0.005876 (1.1086)
E*MTBYV (BRYAE*MTBV(B9)

(B8+B9 ) -0.001150 (0.4527)
E*SIZE (B1OYAE*SIZE(B11)

(B1O+B11) 0.012672 (0.6589)
E*LEVERAGE (B12YAE*LEVERAGE(B13)
(B12+p13) -0.007029 (1.1341)

BIG4 (Bl -0.145781 (0.1636)
MTBV (B15) 0.013045 (0.0670)*
SIZE (B16) -0.068893 (0.2457)
LEVERAGE (B17) 0.039414 (0.4661)
Adjusted R2 0.043963 0.07764

Based on Table 4, there is no evidence that aswitrée (public accountant) has an effect on retarniegs. The
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result is shown by the coefficierf3 + p4) that does not have significant effect becauseptiobability value
exceed(0.05). The sum of coefficients EAE shows ERC by 0.000044 (prob = 1.4271) in the fegression
that does not include the control variable so thaannot give meaning because their effect issignificant.
Whereas the values{) is significant by 0.016257 (prob = 0.0497). Tkegression result shows that in average
investors use E value in assessing the companyamapo TENUR_AP. Thus, the coefficient TENUR_A8B)(
shows no significant effect of 0.006078 (prob =164). This indicates that public accountant audgagement
has no effect on stock returns.

In the second regression, control variable is ideth Regression result shows thg)(has a significant negative
effect, while 1) has no significant effect. Thus, it cannot berpreted that the value 1 + p2) at 0.077826
(prob = 1.0280) as the earnings response coefficiedme same thing happens to the valuepdf ¢ p4) that
shows no significant result. Likewise, TENUR_A#B) also shows no significant effect. This provest fhublic
accountant audit engagement does not have any effestock return. Result of regression from cdntesiable
shows that all control variables are not significexcept MTBV by 0.013045 (prob = 0.0670)

The result of this study is generally not in linghaa research conducted by Ghosh and Moon (20@&)stated
that the ERC moderated by public accountant aeditire is positively related to stock returns. Thet that
Tenur AP is not proven to have effect on audit iuahaybe because many investors in Indonesiatdréosus
on the engagement with KAP, not with AP, and manyestors in Indonesia are still "naive" or "non-
sophisticated" meaning that they conduct transastia the capital market without basing their jutigat on
the quality of the information contained in the @uéport. According to a research conducted byBakal
(2014), the investor behavior in Indonesia in mgkinvestment decisions tends to be influenced bgkst
analysis technique alone. Audit report as a vakiatfbrmation for the benefit of investors, esplgimdividual
investors, is apparently not the main referenaaaking investment decisions, and even its intensgge is not
very dominant.

4.3 Public Accounting Firm Audit Tenure on Inved®arception on Audit Quality

To answer the second problem identification, aalyesis was conducted on the regression equation (2)
Based on this, it is obtained the following regr@ssesults:

Table 5 Results of Regression Model 2
Earnings Response Coefficients and Investor Paacept

Variabel (Coeflicients) (1) 2)

Intercept o
E p1) 0.027872 (0.0061)*** | 0.022277 (0.4906)
AE p2) -0.010725 (0.4020) -0.090356 (0.0533)

(Bl1+ B2) 0.017147 (0.4081) -0.068079 (0.5439)
E*TENUR_KAP B3 -0.004142 (0.0108)* -0.004090 (0.2157)
AE*TENUR_KAP BH 0.002058 (0.5542) 0.002602 (0.5580)

(B3 +p4) -0.002084 (0.6550) -0.001488 (0.7737)
TENURE _KAP [{t=D) -0.042799 (0.2276) -0.018439 (0.6358)
Control Variabel
E*BIG4 (B6)YAE*BIGA(7)

(B6 +B7 ) 0.003405 (0.9947)
E*MTBV (B3VAE*MTBV(B2)

(B8+p9 ) -0.00071 (0.9470)
E*SIZE (B10YAE*SIZE(B11)

(B10+B11 ) 0.009764 (1.0099)
E*LEVERAGE (B12YVAE*L EVERAGE(B13)
(B12+p13)H -0.00304 (1.5871)

BIG4 (B14) -0.105793 (0.3142)
MTBV (B15) 0.011185 (0.1002)*
SIZE (Bl1o6) -0.04435 (0.4596)
LEVERAGE BL7) 0.014986 (0.7806)
Adjusted R2 0.067965 0.080347

Based on Table 5, there is evidence that auditréefnublic accountant) has a negative effect amrmetarnings.
This is not in line with the stated hypothesis tte effect is negative. The effect is a proof then the
company earning is audited by longer audit engagéthen it will not be responded positively by tinarket.
The result is consistent with that found by Lim &nr(2010) that stated that the audit tenure negjgitieffects
the quality of the audit. The negative effect iswh by the coefficien3 of -0.00414333 (0.0108), whereas the
coefficient p4 result shows no significant effect. Therefores ftum of the coefficienf38 + p4) of -0.002084
(0.6550) in the first regression that exclude tbetml variable is difficult to conclude. The sathéing happens
in the sum of E AE (1 +2) which is the ERC by 0.017147 (0.4081), thatifscdilt to conclude its influence
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because of E significantly positive effect on CARhwcoefficientpl 0.027872 (0.0061). However, the effect of
AE on CAR f2) is not significant.

In the second regression, control variable is ideth The regression result is not consistent with stated
hypothesis because there is no independent vaneibitesignificant positive effect on the dependeatiable
except for MTBV variable that has significant pogteffect on CAR. This indicates that KAP tenuesd not
have significant effect on earnings response adefft (ERC), which is an indicator of the perceivpality of
the audit. The result of this study is generally indine with a research conducted by Ghosh an@dM@005)
that stated that the ERC moderated by public adeatiaudit tenure is positively related to stodkimes.

4.4.3 Effect Difference of Public Accounting Firmdit Tenure on the Investor Perception on Audit Iiua
Before and After Implementation of SA 240

To see the effect difference between these twagsria test was conducted before and after theemgoitation
of SA 240 whose result is presented in table 6vselo

Table 6 Results of Regression Comparison Model
Earnings Response Coefficients and Investor Paacept

BEFORE SA 240 AFTER SA 240
Variabel (Coefficients)

Intercept a
E (B1) 0.040858 (0.0393)** -0.005905 (0.6998)
AE (B2) -0.003171 (0.9105) 0.033308 (0.1796)

(B1+p2) 0.027403 (0.8794)
E*TENUR KAP (p3) -0.004924 (0.4670) 0.003483 (0.3891)
AE*TENUR KAP (p4) 0.000798 (0.9140) -0.009609 (0.1311)

(B3 +p4) -0.004126 (1.3810) -0.00613 (0.5202)
TENURE KAP (B5) -0.033143 (0.6561) -0.061156 (0.0977)%*
Control Variabel
E*MTBV (B6)AE*MTBV(B7)

(6 +p7)  0.007756 (0.3339) -0.00086 (0.3174)
MTBV (B8) 0.003489 (0.7898) 0.006774 (0.246)
Adjusted R2 0.108592 0.053495

Table 6 (1) indicates that TENUR_KAP does not hsigmificant effect before the implementation of 340.
Whereas table 6 (1) shows that TENUR_KAP has st effect but the effect will be negative for661156
(Prob = 0.0977). This shows that the hypothesisjected. However, the negative effects that oecliafter the
implementation of SA 240 indicates that investoistzeginning to realize that the possibility okirierence can
occur due to the independence of longer audit eamgagt after the announcement of the imposition/2&0
in the financial statements in 2013.

5. Conclusion, Implication and Limitation of the sudy
5.1 Conclusion

Based on the description above, it can be concltigizidthe effect of audit tenure on investor petiogpabout
the quality of audit is as follows:

* Longer public accountant audit tenure does not Isagmificant positive effect on investor percepson
about the quality of the audit. Company earningditad by a longer public accounting firm audit
tenure has a negative effect on the perceptiohefudit quality. ERC is used to measure the pezdei
audit quality which reflects the perception of diyahudit representation faithfulness. The end ltasfu
earnings response coefficients is inconclusive beeaf mixed results where TENUR_AP and TENUR
KAP variable E has significant positive effect vehilariableAE does not have significant effect.

- Before the implementation of SA 240, TENUR_KAP doeg have significant effect, but after the
implementation of SA 240, TENUR_KAP does have digant effect with a negative direction. This
shows that when SA 240 is mandatory, investors ihégaecognize the potential for the disruption on
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auditor independence. Thus, the market gives negegisponse over the longer audit tenure.
5.2 Implication

This study implies that the audit engagement oflipuiccounting firms has an effect on investor petion
about audit quality. If investors give more voteghie company on a good perception of the audilitgutnen it

will lead to the possibility of smaller cost of eéyucapital or the cost of debt borne by the conypam addition,

this study also has implications on the regulatore-analyze the effective audit engagement, sbithzan
improve the quality of the audit and on the oth&ndhit does not cause any false engagement duesipns
limiting the maximum number of KAP engagement. Bleeaudit engagement happens when the rules of the
regulator which requires KAP replacement but thpl@menters in the field is the same person or paitty the
previous year audits.

5.3 Limitation of Study

This study has limitation and among others is theeovational sample of this study is only carriedlio 2012
and 2013, as well as focusing on one (1) type diistry alone. For those interested in further neseto
analyze further, it is suggested to increase thmbaun of samples and the periods of observatiothigstudy,
the measurement of KAP engagement does not sumAlptirnover affiliate, meaning that when the lo€alP
changes then the audit engagement changes tocefdteerfor further research it is recommended t® tne
indicator KAP audit tenure by considering the eragagnt of KAP affiliates.

This study aims to look at the difference beford after the implementation of SA 240 which of ceuhas its
limitations because it does not use indicators ifipalty related to the disclosure of fraud risksassment
conducted by auditors related to the occurrenc&Fanfdulent financial report, therefore further sl may
consider the use of the proxy.
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