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Does the impact of IFRS on audit fees differ between early and late adopters?
Abstract

Objective/Purpose: We examine whether the impact of IFRS on audit fees differs between

early and late adopters.

Data/Methodology: We employ robust econometric estimation on a sample of 314 firms from

both early and late IFRS adopting countries

Findings: We find that IFRS is positively and significantly associated with an increase in audit
fees for early adopters, but the impact is very weak for late adopters and insignificant in some
cases. The results on auditing time suggest that increase in audit fees around IFRS adoption is
due to increase in audit reporting lags. After accounting for pre and post years, we find that
the relationship between IFRS and audit fees, as well as audit time for late adopters, is
significant only in the adoption year. However, early adopters experience a significant increase

in audit fees and audit time in the transition year to one-year post-adoption.

Policy implication: Our findings imply that countries that are yet to adopt IFRS are less likely
to experience a significant increase in audit fees audit time. Hence is probable that the benefit

of IFRS will outweigh the cost.

Originality/Value. The results, therefore, suggest that early adopters paid a premium for been
the first users of IFRS, which is consistent with any innovation. Our study provides new

insights by demonstrating that the consequences of IFRS differ between early and late adopters.

Keywords; Africa, audit fees, audit reporting lags, early adopters, late adopters, IFRS
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1.0.Introduction.

Although there is considerable literature on the effect of IFRS on the auditing market, these
studies are limited in explaining how the effect differs between early and late adopters (De
George et al. 2012; Dinh and Piot 2014; Griffin, Lont, & Sun, 2009; Kim et al. 2012; Risheh
& Al-Saeed 2014; Yaacob & Che-Ahmad 2012). Additionally, existing studies largely ignore
Africa, probably due to the low adoption of IFRS! but with a unique mix of early and late
adopting countries (Boolaky et al. 2020). For example, most southern African countries such
as Zimbabwe, Botswana, and South Africa started using IFRS before or around the same time
of EU adoption, whiles few West African countries adopted it from 2010 onwards with the
bulk of remaining non-adopters as of 2018.

Therefore, in this paper, we examine the effect of IFRS adoption on audit fees and audit timing
with specific reference to early and late adopters in Africa. We argue that the difference in
adoption timing provides new insights on the consequences of IFRS between early and late
adopters. As argue by Key and Kim (2020), late adopters have different incentives and
exposure to IFRS reporting before adoption; hence the effect can differ from early adopters.
Also, given that the audit market and financial reporting environment of most African countries
is significantly different from other countries (Elbannan 2011; Lassou and Hopper 2016; Khlif
and Samaha, 2014; Aggei-Boapeh et al. 2020), this analytical study on Africa extends the

literature.

In a bid to provide this new insight (s), we use a sample of 1570 firm-year observations (314
firms over five years) from Nigeria and South Africa to provide a comparative analysis between
early and late IFRS adopters. We focus on these two countries because of the significant
difference in the adoption years between the two countries. South Africa was among the early
adopters of IFRS in 2005, as opposed to Nigeria adoption in 2012, and thus labelled as late
adopters. Despite the differences in the adoption year, both countries share a common similarity

of been among the largest economies in Africa with a strong accounting environment.

Consistent with our expectation, we find that the effect of IFRS on audit fees and auditing time
differ between early and late adopters. We find that IFRS is positively and significantly
associated with an increase in audit fees for early adopters, but the impact is very weak for late

adopters and insignificant in some cases. Similarly, the results show a significant increase in

! Not until 2019 when the OHADA countries mandated IFRS, only 22 out of 54 African countries have fully

adopted IFRS (IFRS Foundation)
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auditing time around IFRS adoption for early adopters. However, in the case of late adopters,
although auditing time increases, it is barely significant. In further analyses, we find that the
positive relationship between IFRS and audit fees and auditing time is significant in transition
year through to one-year post-1FRS adoption. But in the case of late adopters, the relationship
is significant at only adoption year. The results on auditing time provide an understanding that
an increase in audit fees around IFRS adoption is due to an increase in auditing time. Our
findings, therefore, suggest that early adopters paid a premium for been the first users of IFRS,
which is consistent with any innovation. The results are robust to the alternative measurement

of audit fees and auditing time.

The findings of late adopters shed new light on how the cost and benefit of IFRS vary for
adopters at different timing. More distinctively, unlike past studies (Cameran and Peroti, 2014
on ltaly; DeGeorge et al. 2012 on Australia; Dinh and Piot 2014 on Europe; Griffin et al. 2009;
Higgins et al. (2016) on New Zealand; Hassan et al., 2014 on UK; Chen and Rezaee (2011);
Isabok and Chen, 2019; Lin and Yen (2016) on China; Rished & Al-Saeed, 2014; on Jordan;
Yacob & Che-Ahmad, 2012 on Malaysia), which are limited to only early adopters, we extend
the analysis by covering late adopters for the first time in the literature. By presenting a
comparative analysis between early and late adopters, the timing of adopting any new

accounting system is likely to result in different outcomes.

Another point of difference in our paper is that we use the same firm-level dataset for the same
period to investigate the IFRS-auditing effect as opposed to prior studies where the impact of
IFRS on audit fees and auditing time were analysed using different datasets and period. Hence,
it does not provide a reliable and relevant basis for comparative and compelling evidence. We
submit that the two are related; hence, a single data set provides more compelling evidence
than different settings for each. By analysing the two effects simultaneously, we provide a fair
and robust explanation that the increase in audit fees around IFRS adoption is due to a

significant increase in auditing time.

In summary, we extend the IFRS-auditing effect by showing that the impact of IFRS on
auditing differs among early and late adopters. We attribute this contrasting finding between
early and late adopters to experience, exposure, and incentive to adopt IFRS. Early adopters
had intrinsic value to adopt IFRS for transparency and comparability, hence investing heavily
to realise such benefits (Capkun et al. 2016). Late adopters, on the other hand, were probably
influenced by the external forces and the global drive for accounting harmonization, leading to
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less interest in investing more money and time in the implementation of IFRS. What is more,
early adopters did not have much exposure and experience to IFRS compare with late adopters,
where some auditors might have work on the IFRS system in other countries. This is
particularly true in the case of Africa, where the Big4, which has global network of accounting

firms, audit more than 80 percent of the listed firms.

In addition to extending the literature to late adopters, we also contribute to the scanty research
on accounting in Africa, a growing continent but often neglected in the literature. To the best
of our knowledge, our study is the first to provide a comprehensive analysis of the effect of

IFRS on the audit market, focusing on early and late adopters in Africa.

The remainder of the paper is structured as follows. Section 2.0 provides a brief background of
the auditing market in the sample countries. We present a review of the literature in Section
3.0. Section 4.0 describes the research methods, and Section 5 presents results and discussion

on the findings. The paper concludes in Section 6.

2.0.Brief background of the auditing market in South Africa and Nigeria
South Africa, one of the leaders in terms of strong auditing and accounting reporting
environment, have an interesting audit market compare to its peers in Western countries. As
of 2016, there were about 41,000 registered chartered accountants and 2000 active accounting
firms with 4283 qualified registered auditors? (Research and Markets 2019). However,
according to the Independent Regulatory Board for Auditors (IRBA), more than 86% of large
and listed companies in South Africa were audited by the Big4 in 2016, with PWC auditing
more than 40% of these companies compare with 70% Big4 market share in Western countries
(Independent Regulatory Board of Auditors 2016). Out of the 4,283 qualified audit
professionals, more than 60% work in the Big4 firms. The impact of South African apartheid
is also evidence in the audit market. Only 10.5% of the registered auditors are black Africans.

To curb the growing market concentration of the Big4 in South Africa, the IRBA introduced
mandatory audit firm rotation that will require companies to switch auditors every ten years,
effective from 2023 (Independent Regulatory Board of Auditors 2016). This is in addition to
the existing requirement of mandatory rotation of audit partners every five years. Whereas

IRBA argues that the rotation will improve audit quality, increase competition and empower

2 The UK which is also considered as world leader in the strength of accounting and auditing environment had

over 350,000 accountants and 6010 audit firms as at 2016 (Financial Reporting Council 2017).

Tawiah, V. (forthcoming) in International Journal of Accounting and Information Management
Page 4 of 34



Tawiah, V. (forthcoming) in International Journal of Accounting and Information Management

black accountants, the leaders of the Big4 argue that the rotation will not necessarily reduce
concentration because the large companies will appoint a Big4 firm every ten years (Harber
and West 2016). Harber and Marx (2019) find that the audit committee and shareholders are
not likely to appoint mid-tier firms as auditors even under the mandatory firm rotation.

Among the top audit firms are some local firms such as SekelaXabiso, Sizwentsalubagobodo,
and Theron du Plessis Durbanville. The accounting sector generates about R29 billion included
the business services sector 20% contribution to GDP. About 56,000 people work in the
accounting service sector as professional accountants or support staff (Research and Markets
2019). Due to recent auditing scandals such (e.g., KPMG — Gupta family, VBS Mutual Bank)
in the country, it is perceived that South Africa is losing its spot as a global leader in auditing

and financial reporting in Africa (Research and Markets 2019).

Nigeria, as one of the fastest developing African countries, mimics the audit market of South
Africa with some dynamic. Although Nigeria is the most populated country in Africa, it has
less than 1500 registered audit firms compare with about 2000 in South Africa. However,
Nigeria has more than 60,000 chartered accountants, which is higher than South Africa but less
than developed countries such as the UK. Similar to market concentration in most African
countries, the Big4 audit about 85% of public interest companies in Nigeria (Asien 2014), with
PWC being the market leader. By large, Nigeria and South Africa have a common audit market
except for the difference in IFRS adoption timing. Hence both countries provide a unique
setting for assessing the impact of IFRS adoption on the audit market between early and late

adopters.

The aforementioned discussion shows that the auditing market in Africa is different from most
western countries in prior studies. For instance, Globally, the audit market is highly
concentrated around the Big4. However, compared with developed countries where the Big4
services less than 75 percent® of the market (Gerokos & Syverson 2015; Velte and Stiglbauer
2012), in South Africa and Nigeria, the Big4 hold audit more than 90 percent of the listed
companies. This sharp contrast provides a unique setting for examining the impact of IFRS on
the Africa audit market. In addition, there is a variation of market share among the Big4. For
example, in South Africa, PWC has the largest audit market share in South Africa, with a 40

percent market share, which is uncommon in most western countries such as the UK. Also, the

3 For instance, in the UK, the Big4 audited on average of 70% of listed companies on the main market (Financial
Reporitng Council 2017)
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sizes of non-Bigl10 firms in Africa are very small compared with those in other developed
countries. In Nigeria, most mid-tier to large audit firms are run by only 1-2 partners ((Asien
2014).

3.0.Theoretical background
Theoretically, prior studies suggest that audit fee is a function of auditor’s liability losses and
cost of time (Simunic (1980). Both liability losses and auditing time depend on the business
risk of the client. Consequently, Seetharaman Gul and Lynn (2002) show a positive relationship
between a firm’s business risk and audit fees. One major component of business risk is the
regulatory framework; hence Vieru and Sechadewitz (2010) found that changes in regulations,
including accounting disclosures, is likely to affect audit fees. Changes in accounting standards
can cause delays in the preparation and auditing of financial statements. To the preparers, the
adoption comes with a radical modification of the firm's existing accounting system. Hence,
management needs to adapt to a new approach to prepare a financial statement that will require
extra time. Invariably, delay in preparing financial statements directly delay management
submissions to and discussions with auditors (Bonson-Ponte et al. 2008). Such delays signal

an increase in business risk and, consequently, possible auditor’s liability losses.

As principle-based and market-oriented standards, auditors will have to spend additional time
evaluating and verifying managerial judgments, especially on items such as intangible assets
and financial instruments. Hence auditors will require extra resources to verify management
assertion and estimates, which invariably increases audit fees. Further, the principle-based
nature of IFRS limit auditors to gather specific evidence, thereby increasing potential auditor’s

liability losses if the audit fails (Diehl, 2010).

Although some prior studies have demonstrated the value relevance of IFRS in improving
reporting quality, the subjectivity of measurement under IFRS makes it risky and time-
consuming to audit IFRS financial statements (Dayanadan et al. (2016) Houge 2018; Isaboke
and Chen, 2019; Liu et al. 2011). In effect, the complexity and principle-based nature of IFRS
will require high audit fees to compensate for the increase in auditing time and possible
litigation that may arise due to undiscovered misstatements (Cameran and Perotti 2014;
DeGeorge et al. 2013; Kim et al. 2012).
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4.0. Literature review

4.1. IFRS and Audit Fees

It is argued that IFRS adoption tends to precipitate an increase in auditing fees due to the
increase in effort and time required for auditors (and firms) to address the relatively detailed
and complex requirements of IFRS. Extant literature has revealed the increasing cost of audit
services after IFRS adoption in some countries (see Cameran and Peroti 2014 on Italy;
DeGeorge et al. 2012; Miah et al. (2020) on Australia; Griffin et al. 2009; Higgins et al. (2016)
on New Zealand; Hassan et al. 2014 on UK; Lin and Yen (2016) on China; Rished & Al-Saeed,
2014; on Jordan; Yacob & Che-Ahmad, 2012 on Malaysia). Although many African countries
have been progressively embracing IFRS (Bruce 2011), the consequences of IFRS adoption on
the audit market in these countries have not been quantified.

In a cross-country analysis of European countries, Kim et al. (2012) find that audit fees increase
from 2005 and audit fee premium increases with IFRS adoption and decreases with the
improvement in financial statement quality due to IFRS adoption. Similarly, Griffin et al.
(2009) study revealed an increase in audit fees is higher in the second and third years following

IFRS adoption than the years that preceded the adoption and the adoption year.

Extending the debate of IFRS adoption and audit fees in Australia, DeGeorge et al. (2013) find
a significant positive impact of IFRS adoption on audit fees due to high equity adjustments.
Similarly, Yaacob and Che-Ahmad (2012) find a positive association between IFRS adoption
and increased audit fees among Malaysian companies. Vieru and Schedwitz (2010) also find
that both audit and non-audit fees paid to statutory external auditors increased significantly
during the adoption period in Finland. Cameran and Peroti (2014) study on non-listed banks
also indicates increasing audit fees due to IFRS adoption and especially for banks which are
into derivatives and hedge accounting. Similarly, Hassan, et al. (2014) highlighted that in
addition to the positive association between IFRS adoption and audit fees, non-Big4 clients are
the hardest hit in terms of audit fees due to IFRS adoption in the UK. Contrary, Lin and Yen
(2016) find that increases in audit fees are much more for Big4 clients after the implementation
of IFRS in China. Consistent with Lin and Yen (2016), Choi and Yoon (2014) also
demonstrated a significant increase in audit fees charged by the Big4 following IFRS adoption
in South Korea. Rished and Al-Saeed (2014) also reported similar findings among Jordanian

listed companies.
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A recent study by Higgins et al. (2016) shows the increasing cost of auditing services even
after IFRS adoption year. They argue that an increase in audit fees is not a short-term effect, as

stated in prior studies. They also find marginal pricing during post-1FRS for PWC and Deloitte.

4.2.1FRS and auditing time

According to Blankley et al. (2014), auditing time is the days between a firm’s financial year-
end and the date an audit report is signed. Auditing time is one of the few externally observable
audit output variables for gauging audit efficiency (Habib, 2015; De Marthinis and Houghton,
2019). As suggested by Bamber et al. (1993), Auditing time affects the timeliness of both audit

and earnings management as well as provide more insights into audit efficiency.

As a critical area of research, some scholars provide some evidence on specific firm
characteristics as determinants of auditing time (Basioudis et al. 2008; Habib 2012). For
instance, Bonson-Ponte et al. (2008) find that company size relative to its sector is a key
determinant of auditing time, and more regulated companies have shorter auditing time than
less regulated companies. Other studies have focused on the characteristics of auditors as of
auditing time. Knechel and Pyne (2001) find that the provision of non-audit services has a
knowledge spillover effect that reduces auditing time. Also, the longer an auditor stay with a
client, the shorter the auditing time (Lee, Mande & Son, 2009).

There are emerging factors associated with auditing time that are mainly related to regulatory
changes such as a change in listing rules; SOX 404 requirements (Ettredge, Li & Sun, 2006;
Lambert, Jones & Brazel 2013; Munsif, Raghunandan & Rama 2012; Afify 2009) and the
adoption of new accounting standard; Habib and Bhuiyan (2011) — auditing time in New
Zealand; Habib (2015) — Chinese Accounting Standards and auditing time; Amirul & Salleh
(2014) — IFRS and auditing time in Malaysia. Cho, Ki & Kwon (2015) — accruals quality and
audit hours. Using a sample of 105 listed Spanish firms, Bonson-Ponte et al. (2008) find a
significant positive association between IFRS adoption and auditing time. In a similar vein,
Habib (2015) focuses on the Chinese context and finds that larger audit firms engaged in
specific industries have a competitive advantage in shortening auditing time. This finding is

consistent with early studies by Habib and Bhuiyan (2011) on firms in New Zealand.

Habib and Bhuiyan (2011) investigation into the impact of IFRS on auditing time in New
Zealand, find a significant increase in auditing time following the adoption of IFRS, and this
is also reflected in the study of Walker and Hay (2013), who examined the same research

question in New Zealand and had similar results. In Malaysia, Amirul and Salleh (2014)
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utilised data on 257 listed firms to explain the relationship between auditing time and IFRS
between 2009 and 2011. Consistent with prior studies, they found a significant positive
association between IFRS and auditing time. Consequently, they concluded that Malaysia's
convergence to IFRS has significantly increased the auditing time of listed companies.

Although all the above literature show that the adoption of IFRS increases audit fees and
auditing time, they all focus on early adopting countries and do not provide insights on late
adopters and how their experience differs from early adopters. Almost all the sample countries
in prior studies adopted IFRS around the same time of 2005 (e.g., Australia, EU countries, and
New Zealand). We argue that the effect of IFRS on audit fees and auditing time might differ
between early and late adopters because of the difference in incentives and exposure (Key and
Kim 2020). First, similar to voluntary adopters, early adopters have more intrinsic value to
adopt IFRS and were less likely to be pressured by international forces such as the World Bank
and IMF to adopt it. However, been pressured by external forces can leave firms unprepared,
which could result in high audit fees and audit reporting time. Second, late adopters are more
likely to have exposure to actual IFRS before actually adopting the standard reporting through
the financial statements of early adopters. Specifically, global accounting firms are more likely
to leverage their experience from early adopters to beat the competition on audit pricing and
timing in late adopting countries. Nevertheless, having prior knowledge could be a source of
high fees because accounting firms now have a grasp on what entails to transit to IFRS

reporting.

Besides the fact that the existing study concentrates only on early adopters, these sample
countries are highly developed countries with economic and market structures notably different
from the weak market structures of Africa (Agyei-Boapeah et al. 2020); hence these findings

cannot be generalised by virtue of the lack of evidence in Africa.

5.0.Research design
5.1.Sampling

Although our objective is to investigate the impact of IFRS on the audit fees and audit lag in
Africa, we focus our empirical analysis on South Africa and Nigeria for three reasons. First,
the stock markets for the two countries represent a significant proportion of listed companies
in Africa (Tawiah and Boolaky 2019). Second, these two countries adopted IFRS at different
periods with seven years apart. South Africa adopted IFRS in 2005 whiles Nigeria adopted in
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2012. Third, the late adoption of IFRS by Nigeria is said to have been orchestrated by external
forces — the World Bank and IMF (Zori 2015), which is not the case in South Africa.

Following Capkun et al. (2016), we break the sample into early and late adopters. Early
adopters are firms that adopt IFRS in 2005, while late adopters are firm that adopted after 2010.
Thus, listed firms in South Africa are classified as early adopters, and listed firms in Nigeria
are late adopters. Based on the design by Griffin et al. (2009), our sample period covers two
years pre- and post-adoption period. Since our sample is made of firms whose adoption year is
different from the calendar year, we employ even year analysis where IFRS-2, IFRS-1 are pre-
adoption periods, IFRSO is the adoption period, and IFRS+1; IFRS+2 are two-year post-
adoption yielding 5-year firm-level data for 314 firms. The sample contains 195 early adopters
and 119 late adopters, representing more than 60 percent of the listed firms in each country.
The sample selection is based on the availability of data. Conducting cross-sectional
comparisons between early and late adopters provide more comprehensive evidence on the
consequence of IFRS in developing countries (Capkun et al. 2016). Due to inadequate
information on African firms in many databases, we hand-collected all data from annual reports

of firms. The industry distribution is presented in Appendix A.

Audit fee is measured by the natural logarithm of total annual audit fees paid. Auditing time
measures the period from the balance sheet date and the signature date of the audit report and

is an indicator of audit efficiency.

5.2.Model specification

Following prior studies (Higgin et al. 2016; Griffin et al. 2009), we rely on an audit model with
a temporal indicator and prior predictor variables as controls to examine the impact of IFRS
adoption on audit fees and auditing time. Contrary to De-George (2013), Griffin et al. (2009),
Kim et al. (2012), who used cross-section pooled regression models, our model is specified as

a time-series panel regression.

Audit fees jy = a + B1(IFRS);; + 6,(Audit lags),; + 63(Auditor switch);,
+ 8,(Big4);; + 6s(Firm size);; + &¢(Profitability);;
+ 8, (Return on assets);; + dg(Leverage)it + €t v cvv cen ver vev e e . EQ1
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Audit lags jy = a + B1(IFRS);; + 6,(Audit fees); + 63 (Auditor switch);;
+ 8,(Big4);; + 6s(Firm size);; + &¢(Profitability);;
+ 8, (Return on assets);; + dg(Leverage)it + €t o e cen ver vv wee e . EQ2

We admit that the binary nature of post-IFRS observations creates bias results due to the
combining effects of transitional and learning costs of adoption. To overcome this limitation
in estimating the long-term effects of IFRS adoption, we follow Higgins et al. (2016) and
modify equation 1 (EQ1) by replacing the independent variable of interest (IFRS) with the

following variables.

IFRS-1 a binary variable equal to 1 if the year prior to adoption or 0 otherwise.
IFRS — binary variable equal to 1 if it is the year of IFRS adoption or 0 otherwise.
IFRS+1 = binary variable equal to 1 if is one year after IFRS adoption or 0 otherwise.

IFRS + 2 = a binary variable equal to 1 if is two years after IFRS adoption or 0 otherwise.

Audit fees ;y = a+ 1(IFRS_1); + +8,(IFRS )it + 63(IFRS + 1)y + 6,(IFRS + 2);;
+ 65 (Audit lags); + 6¢(Auditor switch);s + 67(Big4);:
+ 8g(Firm size);; + 6q(Profitability);; + 69(Return on assets);;
+ 010(Leverage)it 4 it - wev cer e ver vee wee een e cee e et een e ee e een e e e e EQ3

Audit lags ;+ = a+ B1(IFRS_1);s + +6,(IFRS )it + 63(IFRS + 1) + 6,(IFRS + 2);;
+ 55 (Audit fees);; + 8g(Auditor switch); + 6;(Big4)i:
+ 8g(Firm size);; + 6q(Profitability);; + 69(Return on assets);;
+ 010(Leverage)it 4 Eit - wev ue e ver vee we et e e e e et e e aee ene een e e o EQ4

Where i and t represent firm and time respectively and ¢;; is the associated error. All variables

are defined in Table 1

[Insert Table 1. — Description and sources of variables]
Due to the high transitional cost, we expect audit fees to increase during the IFRS-1 and IFRS.
IFRS+1 and IFRS+2 are the test variables for measuring whether there are higher audit fees

The control variables were selected based on prior literature. As presented by Hay et al. (2006),

it is documented in the existing literature that the size of a company is an essential determinant
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of how much an auditor charged. Coffie and Bedi (2019) also found a significant relationship
between firm size and audit fees. Hence, we expect that Firm size will have a positive impact
on audit fees. Auditing time measures the number of days between the balance sheet date and
the signature date of the audit report and is an indicator of audit efficiency. Griffin et al. (2009),
Knechel, and Payne (2001) argue that a longer period signals difficulty during the auditing
process, which is likely to cause an uplift in audit fees. Existing literature such as Griffin et al.
(2009), Simunic (1980) asserts that client audit fees are also affected by the complexity and
risk of the company. Simunic (1980) finds that fees are usually high for less liquid, low return,
and high leveraged companies as these companies are more likely to have going concern issues
that increase auditor’s liabilities. Therefore, following Averhals et al. (2020), we proxy
company risk with leverage (Leverage) and whether the company made a profit or loss
(Profitability). We also include Return on assets as a control for performance. With a global
network of operations, the Big4 has built a reputation and quality that attracts premium audit
fees. (DeAngelo 1981; Griffin et al. 2009; Hay et al. 2006; Higgin et al. 2016) We use dummy
variable 1 = Big4 and 0= non-Big4 to capture the auditor’s premium.

Although there is no clear direction on the impact of auditor change (Auditor switch) on audit
fees (Craswell & Francis 1999; Griffin et al. 2009; Ghosh & Lustgarten 2006), we expect a
positive association as most companies in Africa are likely to change to Big4 during IFRS
adoption. This is because the Big4 are perceived to have knowledge and experience in IFRS
(Khlif et al. 2016; Wieczynska 2016).

6.0.Results and discussions

6.1.Univariate results

The descriptive statistics of the variables used in the study are presented in Table 2. The table
also includes t-test on the variables between early and late adopters. For the purpose of
comparison and t-test analysis, the audit fess and firm size (total assets) were converted to US
dollars before the log transformation. However, in the regression analyses, we use the log form
of the local currency to avoid bias results due to the currency conversion. The p-value of the t-
test shows that the characteristics of the firms from early and late adopters are nearly
indistinguishable except for audit fees, audit time, and auditor switch. The high standard
deviation of firm size measured by total assets explains the wide range in the firm size. Also,
it shows the diversity of the sample companies across different levels of firm development.
With more than 85% of our sample observation reporting profit, there is a low operational risk
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in the sample. The dominance of the Big4 in Africa is reflected in the sample, with the Big4

having more than 75% of the market share in the sample countries.
[Table 2. — Descriptive statistics]

To further demonstrate the difference in audit fees and auditing time around IFRS adoption
between early adopters and late adopters, we present the marginal means over the 5 years. As
seen in Figure 1.0, there is a large change in audit fees at the transition and adoption year for
early adopters than late adopters. However, in the late adopters, the increase in audit fees
around the same time is relatively small compared to early adopters. The trend of the marginal
auditing time, as presented in Figure 2.0, mimic that of Figure 1.0, affirming an increase in

audit fees through an increase in auditing time.
[Insert Figure 1.0. — Marginal audit fees in pre and post adoption period]
[Insert Figure 2.0. — Marginal auditing time in pre and post adoption period]

Table 1.0 presents Pearson pairwise correlation matrix between variables. There is a significant
positive correlation between the indicative variable (IFRS) and audit fees. Similarly, there is a
positive correlation between audit fees and audit time as well as between IFRS and auditor
switch. These relationships confirm the impact of IFRS on audit fees, audit time, and auditor
switch. None of the correlation matrices is greater than the multicollinearity threshold of 0.6
(Field, 2000; Guijarati, 2003; Tabachnick & Fidell, 2007).

[Insert Table 3.0. Pearson pairwise correlation matrix of variables]

6.2.1FRS and audit fees.

Prior studies on audit fees (Griffin et al. 2009, Higgin et al. 2016) used cross-sectional data and
the few that attempt trends in the fees employ pooled regressions (Menon &Williams, 2001,
McMeeking, et al., 2007). We update and extend the literature by using panel data from 314

companies over 5-years with industry effects.

To fully comprehend the impact of IFRS adoption on audit fees, we use hierarchical multi-
level regression beginning with regressing audit fees on IFRS adoption without control, then
with controls, and finally including industry effect. The results are presented in Table 3.
Column 1-3 contains the results of early adopters. The coefficient of IFRS is positive and
significant at 5 percent or less in all the three columns, suggesting that the use of IFRS is

associated with an increase in audit fees. In columns 3-6, we present the results of late adopters.
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Although the coefficient of IFRS is positive, it is small and insignificant except for column 4.
Therefore, in comparison with early adopters, the results of Table 3 indicate that the adoption
of IFRS is more likely to increase audit fees significantly only in the earlier days of adoption.
These results are consistent with Higgins et al. 2016); Lin and Yen (2016); Kim et al. (2012);
Vieru and Schadewitz (2010); Griffin et al. (2009), which found increase audit fees around
IFRS adoption, mostly for countries that adopted earlier.

Put differently; early adopters paid a higher price for being the first users of IFRS. Arguably,
as a new set of standards, IFRS was perceived to be more involving in the earlier days; hence
preparers and auditors required more time to understand and implement it. More so, early
adopters may have had more incentive to implement IFRS for its full perceived benefits such
as increased transparency and comparability, which might not be the case of late adopters who
might be implementing IFRS due to global pressure. Another plausible reason is the transfer
of IFRS experience from early adopters to late adopters by global accounting firms. As stated
earlier in Section 2, unlike other countries in prior studies, the audit market of Africa is highly
dominated by the Big4; hence it is more logical to expect they utilised their IFRS experience

and resources from elsewhere to beat the competition in late adopting countries.

The results of most control variables are consistent with standard assumptions. For example,
Consistent with prior literature (Higgins et al. 2016; Griffin et al. 2009) and expectation, the
coefficient of Firm size is positive and significant, indicating that audit fees increase as the
company grows. Also, the Big4 is positive and significant, indicating that global firms charge

high audit fees than national and small firms.
[Insert Table 4 Regression results of audit fees]

6.3.1IFRS and auditing time

To further understand the impact of IFRS adoption on the audit market, we test the relationship
between IFRS adoption and auditing time. By simultaneously examining the effect of IFRS on
audit fees and auditing time, we indirectly test the channel through which IFRS increase audit
fees. This is another point of difference between our study and that of existing literature. The
regression results where the auditing time is the dependent variable are reported in Table 5.
Following the hierarchical multi-level regression used in the audit fees, we run the regression
in three stages; without controls, with controls, and with industry effect. The results of early

adopters are presented in columns 1-3 and that of late adopters in columns 4-6.
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Consistent with audit fees results in Table 4, the coefficient of IFRS in columns 1 to 3 is
positive and highly significant at 1 percent. Our results are consistent with Habib (2015),
Amirul and Salleh (2014), Walker and Hay (2013) and Habib and Bhuiyan (2011) which find
increase in audit reporting time around IFRS adoption. The results indicate that it took a
significant number of days for auditors to provide a report on IFRS financial statements. Given
that audit fee is a function of auditing time, the results explain the increase in audit fees around
IFRS adoption. Similarly, we find the relationship between audit reporting lags and IFRS
adoption to be very weak in the case of late adopters, which confirms the insignificant impact
of IFRS adoption on audit fees in Table 4. With the Big4 having nearly monopoly in the audit
market of Africa, we argue that the weak result of late adopters is due to the transfer of
knowledge and experience by the auditors from early adopters. As global accounting firms, the
Big4 have share resources and expertise across member firms in different countries; hence they
could easily have persons with IFRS experience to fast track issues in late adopting countries.
Furthermore, preparers in late adopting countries may have had more exposure to IFRS prior

to the adoption compared with preparers in early adopting countries.
[Insert Table 5.0. Regression results of auditing time]

6.4.Accounting for IFRS pre and post periods

We admit that the simple binary nature of IFRS is likely to cause bias in the results as it pools
the effects of any adoption costs with other years (Higgins et al. 2016). Therefore, we overcome

this limitation by disaggregating each IFRS year into a separate dummy variable.

The results are presented in Table 6. Columns 1 and 2 contain the results of early adopters on
audit fees and auditing time, respectively. In both audit fees and auditing time, the coefficient
of IFRS-1, IFRS0, and IFRS+1 is positive and significant, indicating an increase in audit time
corresponding to an increase in audit fees around the transition to IFRS and one-year post-
IFRS period. In contrast, the results of late adopters in columns 3 and 4 show that the increase
in audit fees and time is significant only at the adoption year. That is, audit fees and auditing
time were significantly higher only in the year in which the firm prepared its first IFRS financial
statement. Early adopters may have had a radical change in accounting systems, including the
high cost of training staff due to the lack of prior knowledge of IFRS, and the perceived
complexities around it. Late adopters had the advantage of learning from earlier adopters of

the actual requirements of IFRS without excessive investment.
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The results in Table 6, therefore, provide more evidence and confirm our findings that the IFRS
adoption is associated with an increase in audit fees, and auditing time is more pronounced in

early adopters and barely non-existing in late adopters.

[Insert Table 6; Further analyses — Accounting for pre and post periods]

6.5.Robustness check

To further check the robustness of our findings, we use the marginal means of audit fees, and
auditing time as an alternative measurement to the dependent variable. The marginal means are
calculated as the year on year changes in audit fees or audit time. In the case of audit fees, we
use the inflation-adjusted figures. The results are presented in Table 7. Columns 1 and 2 contain
the estimation results of early adopters, while that of late adopters are presented in columns 3
and 4. The results are not qualitatively different from that of the main results in Table 4; hence
our findings that the effect of IFRS adoption on audit fees and auditing time are robust to an

alternative measurement of variables.

[Insert Table 7.0. Robustness check — using marginal means of audit fees and auditing time]

7.0.Conclusion.
There are plentiful and almost unanimous findings that IFRS is a complex set of standards that
increases the cost of auditing to a firm (Cameran and Peroti 2014; DeGeorge et al. 2012; Griffin
et al. 2009; Hassan et al. 2014; Higgins et al. 2016; Lin and Yen 2016 on China; Rished & Al-
Saeed, 2014 Yacob & Che-Ahmad, 2012). However, all these findings are based on a sample
of early adopters with no references to late adopters. As suggested by Key and Kim (2020), the
experience, exposure, and incentives of late adopters are quite different from early adopters;
hence the consequence could also be different. Therefore, in this paper, we have use the unique
settings of IFRS adoption by two different African countries to examine whether the effect of
IFRS on audit fees and auditing time differs between early and late adopters. Africa provides
a suitable setting for the analysis because of the low adoption in the region and significant
different adopting years between the countries. Also, the region has not attracted much
attention in the IFRS-auditing effect literature. South Africa adopted IFRS in 2005 and is

labelled as early adopters while the adoption by Nigeria in 2012 is considered as late adopting.

The results speak in favour of the argument that the relationship between IFRS adoption and

audit fees, as well as auditing time, differ between early adopters and late adopters.
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Specifically, we find that early adopters experience a significant increase in audit fees and time
due to IFRS adoption. However, in the case of late adopters, although audit fees increase, it is
barely significant. Our results imply that early adopters of IFRS paid a premium for being the
first users of the standards, through the increase in audit fees and audit timing. In further
analyses, we find that the positive relationship between IFRS and audit fees and auditing time
is significant in transition year through to one-year post-1FRS adoption. But in the case of late
adopters, the relationship is significant at only adoption year. The results are robust to an

alternative measurement of audit fees and auditing time.

These contrasting findings between early and late adopters can be attributed to the incentive to
adopt and exposure to IFRS. We argue that early adopters had intrinsic value to adopt IFRS for
its benefit, hence invested heavily to realised such benefits. Late adopters, on the other hand,
were probably influenced by the external forces and the global drive of harmonization, leading
to less interest to invest more money and time in the implementation of IFRS. Another reason
is that early adopters did not have much exposure and experience to IFRS compare with late
adopters, where some auditors might have work on the IFRS system in other countries. This is
particularly true in the case of Africa, where the Big4, which have global network of accounting

firms, audit more than 80 percent of listed firms.

Our findings are relevant to policymakers, regulators and practitioners as it shows that cost of
IFRS is less for late adopters. This finding informs policymakers, especially in non-IFRS
countries, that the auditing cost associated with IFRS is likely to be less, and hence the benefit
will probably outweigh the cost. Our study, therefore, encourages non-adopting IFRS to
consider the IFRS because the cost will be less than the early adopters. Given these findings,
we suggest future studies re-examine IFRS consequences in other areas such as reporting

quality, earnings management, and firm value with attention to early and late adopters.
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Tables
Appendix A.
Industry classifications Early adopters Late adopters
Basic materials, energy & industrials 51 23
Consumer discretionary & utilities 63 44
Financials 37 21
Health Care 15 9
Real Estate 9 6
Technology & telecommunications 20 16
Total 195 119
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Table 1. Description and sources of variables

Variable name Measurement Sources
Audit fees Natural log of total audit fees ~ Annual reports
Auditing time It is measured as the days Annual reports

between the balance sheet date
and the signature date of the
audit report.
IFRS IFRS adoption is defined asa  Annual reports
categorical variable which
equals 1 if the company
prepares IFRS report or 0 —
otherwise.
Auditor switch is equal to 1 if, in a year, the Annual reports
firm uses a different audit firm
to audit its financial report
compare to the prior year
Big4 Indicates the type of auditor Annual reports
that audit company financial
statements and is a discrete
variable that takes on 1= Big4,
0 = non-Big4.

Firm size Natural logarithm of the total ~ Annual reports
asset

Tawiah, V. (forthcoming) in International Journal of Accounting and Information Management
Page 25 of 34



Tawiah, V. (forthcoming) in International Journal of Accounting and Information Management

Profitability Dummy variable equal to 1 if ~ Annual reports
the company made a profit or
0 = loss.

Return on assets Calculated as the ratio of net ~ Annual reports
profit before tax to total
assets.

Leverage Financial leverage is measured Annual reports
as the ratio of total liability to
total assets.

Figure 1.0. Marginal audit fee for pre and post-adoption

MARGINAL AUDIT FEES IN PRE AND POST ADOPTION
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Figure 2.0. Marginal auditing time in pre and post-adoption

MARGINAL AUDIT TIME IN PRE AND POST ADOPTION
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Table 2: Descriptive statistics

Early adopters Late adopters T-test
Variable Mean  Median Std. Mean Median Std. P-value
Audit fees 4.195 3.026 5.879 3.765 2.927 4.091 0.009
Auditing time 94 79 38 89 93 45 0.045
Audit switch 0.196  0.155 0.767 0.113 0.096 0.891 0.091
Big4 0.836  0.853 0.090 0.811 0.809 0.276 0.213
Firm size 18.778  20.381 15.712 17.001 19.872  16.96 0.119
Return on assets  0.181 0.230 0.379 0.175 0.216 0.418 0.347
Profitability 0.813 0.761 0.231 0.890 0.801 0.131 0.679
Leverage 0.351 0.451 0.675 0.423 0.392 0.543 0.193

Note: For the purpose of comparison and t-test analysis, the audit fees and firm size (total
assets) are were converted to $ before the log transformation. In the regression analyses, we

use the log form of the local currency.
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Table 3. Pearson pairwise correlation matrix of variables

Variables 1 2 3 4 5 6 7 8
IFRS 1.00

Audit fees 0.432***  1.00

Auditing time 0.391***  0.1885**  1.00

Audit switch 0.154** 0.054 0.022 1.00

Big4 0.000 0.524***  -0.007 0.089 1.00

Firm size 0.042 0.278***  0.065**  -0.022 0.1394** 1.00

Return on assets  -0.045 0.117 -0.336 -0.134* 0.250** 0.208** 1.00

Profitability -0.052 -0.167 0.114 -0.216*** -0.216*** -0.23***  -0.472%** 1.00
Leverage 0.0696 0.012 0.016* 0.0598 0.0598 0.061 0.107 -0.02

Significant levels ----*** = 1%; ** = 5%; *= 10%
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Table 4. Regression results of audit fees

Early adopters Late adopters
Variable 1 2 3 4 5 6
IFRS 0.243*** 0.256*** 0.214** 0.019* 0.021 0.026
(2.75) (3.01) (2.33) (1.77) (1.47) (1.51)
Auditing time 0.112***  0.147*** 0.132*** (.129***
(2.89) (3.09) (3.29) (3.41)
Audit switch 0.012 0.011 0.009 0.010
(1.22) (1.37) (1.51) (1.53)
Big4 0.003**  0.005** 0.002* 0.002
(1.97) (2.33) (1.73) (1.43)
Firm size 0.115*** 0.119** 0.112*** (0.109***
(4.07) (2.11) (5.33) (4.09)
Profitability 0.001 0.001 0.008 0.006
(0.89) (0.99) (0.63) (0.86)
Return on assets -0.004 -0.006 0.010 0.009
(-1.46) (-1.39) (1.56) (1.59)
Leverage 0.312 0.287* 0.112**  0.187**
1.61) (1.69) (2.25) (2.19)
Industry effect Yes Yes
Constant 3.09***  425%** A Q1***  3.21*** 359*%**  3.309***
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6.92)  (7.12) (661  (5.11) (487)  (471)

Adj. R-square 0.143 0.166 0.169 0.136 0.146 0.159
Observation 975 975 975 595 595 595
Firms 195 195 195 119 119 119

t-statistics in parentheses.
Significant levels ----*** = 1%; ** = 5%, *= 10%.

Table 5. Regression results on auditing time

Early adopters Late adopters
Variable 1 2 3 4 5 6
IFRS 0.016*** 0.015*** 0.017*** 0.011* 0.010* 0.009
(4.70) (4.87) (4.13) (1.67) (1.69) (1.61)
Auditing fees 0.122*** (0.126*** 0.119*** (0.116***
(2.99) (2.77) (3.69) (3.61)
Auditor switch 0.034* 0.031 0.023 0.024
(1.66) (1.63) (1.51) (1.53)
Big4 -0.039 -0.039 -0.022 -0.021
(1.42) (1.23) (1.33) (1.37)
Firm size -0.091**  -0.095* -0.089**  -0.096
(-1.97) (-1.91) (-1.73) (-1.64)
Profitability 0.002 0.003 0.004 0.002
(0.73) (0.81) (1.03) (1.06)
Return on assets 0.004 0.006 0.010 0.009
(1.26) (1.23) (1.56) (1.59)
Leverage 0.012* 0.027* 0.017 0.018**
1.73) (1.79) (1.55) (2.19)
Industry effect Yes Yes
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Constant 4.20%%% 4 3EFKE A AIRRE 3 QFFAR ZToRRK 3 GRk
(5.13)  (4.02)  (461)  (621) (6.87)  (6.64)

Adj. R-square 0.107 0.141 0.139 0.093 0.110 0.113
Observation 975 975 975 595 595 595
Firms 195 195 195 119 119 119
t-statistics in parentheses.
Significant levels ----*** = 1%, ** = 50%; *= 10%.

Table 6. Further analyses — Accounting for pre and post periods

Early adopters Late adopters
Variable 1 2 3 4
Audit fees Auditing time  Audit fees Auditing time
IFRS-1 (audit fees) 0.021*** 0.013
(3.98) (1.28)
IFRSO 0.029*** 0.019*
(3.17) (1.79)
IFRS+1 0.018* 0.009
(1.91) (1.26)
IFRS +2 0.013 0.007
(1.42) (1.39)
IFRS-1 (auditing time) 0.017** 0.015
(1.96) (0.96)
IFRSO 0.031*** 0.020**
(4.76) (2.03)
IFRS+1 0.011** 0.016
(2.08) (1.49)
IFRS +2 -0.012 0.015
(1.07) (1.23)

IFRS-1

Tawiah, V. (forthcoming) in International Journal of Accounting and Information Management
Page 32 of 34



Tawiah, V. (forthcoming) in International Journal of Accounting and Information Management

All controls included Yes Yes Yes Yes
Industry effect Yes Yes Yes Yes
Constant 6.812** 3.679*** 5.01%** 2.197*
(2.23) (4.96) (3.93) (2.73)
Adj. R-square 0.154 0.168 0.143 0.135
Observation 975 975 595 595
Firms 195 195 119 119

t-statistics in parentheses.
Significant levels ----*** = 1%; ** = 5%; *= 10%.

Table 7. Robustness check — using marginal fees and marginal auditing time

Early adopters Late adopters
Variable 1 2 3 4
Audit fees Auditing time Audit fees Auditing time
IFRS 0.232*** 0.017*** 0.035 0.009
(2.63) (4.13) (1.51) (1.61)
Auditing time 0.147*** 0.142**
(3.09) (2.16)
Audit fees 0.126*** 0.119***
(2.77) (3.61)
Audit switch 0.026 0.037* 0.012 0.027
(1.57) (1.69) (1.51) (1.51)
Big4 0.005** -0.037 0.001 -0.023
(2.33) (1.27) (1.45) (1.32)
Firm size 0.129** -0.093* 0.109*** -0.086*
(2.31) (-1.89) (4.19) (-1.67)
Profitability 0.001 0.003 0.004 0.001
(0.89) (0.82) (1.06) (1.17)
Return on assets 0.006 0.005 0.009 0.007
(1.49) (1.23) (1.49) (1.57)
Leverage 0.183* 0.025* 0.175** 0.018**
(1.68) (1.79) (2.26) (2.29)
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Industry effect Yes Yes Yes Yes
Constant 2.01*x** 1.13%** 2.26** 1.22%**
(3.12) (2.31) (2.11) (2.69)
Adj. R-square 0.119 0.297 0.115 0.120
Observation 975 975 595 595
Firms 195 195 119 119

t-statistics in parentheses.
Significant levels ----*** = 1%, ** = 50%; *= 10%.
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