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d W% & Expert Both ~ Expert Flrm ™ 2 Expert Auditor & 17 € 35 EF EAx0T00 2 R
G LS PRSP
Rzt i d v i g FLL‘ % shﬁ 4 M F 3T IR % (DeAngelo
1981b, Craswell and Francis 1999; Sankaraguruswamy and Whisenant 2005) » 4 < 4 » & %
FERATIATE G AP (Newaudit) shm S8 TIFPHF TG L@
-2 I WA “f 7 llﬁfibk’zi“{\ﬁ%ﬁ%ﬂt#’“# N RN S S CL2 ES (Two—

A N ke (el
W& R e my
N e
»
|
!
=

o

PRI S A RIARETZ AL BT RISECR 0 TFLLE R -
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way cluster-robust standard errors) 3+ & & # % (Gow, Ormazabal and Taylor 2010) > 2 2> &
B R EFRL I AR FTH (panel data) ¥ i € 11 IR %73 (cross-sectional) 4p i ¥ 4E o
312 EREBEBITABHBTRENTE

S BB é)gkﬁz‘%-%% NRAITAGEAFI R RBEER Y E T (DeFondetal
2002 ; Mitra et al. 2009 ; Choi et al. 2010b) » #* < 12 %?(1);\ FioF %"“" AL S o
Pl 2433078 UbndP)P~p %3 27821 ¥ 33207 2 gﬁlﬁ'{o pLoek s H o
€ ’LFW%’L%%’*u#&*‘ MirdF 2 45T ﬂ‘ LR 1 F&‘L&IF R EFV SRR
% #x (Myers et al. 2003; Chen et al. 2008; Chi et al. 2009; Choi et al. 2010b) » T * Kotha-
ri, Leone and Wasley (2005)2. 4§ x4 & #-7] (performance-adjusted modified Jones model)
B3R R B3 EG AT

TA:/Aij-1=Po(1/A;y-1) + B1[(AREV,— AREC,)/A;,-1] + p2(PPE/Ai,_\) + f3ROA; - +e; (2)

B0 R (T ] EF BRIl p Y FER LA R BT RAT A ()5
@ 5 AREV 21 AREC > % i % 4 [ fc » 2 {2098 % 8 ¥ ; PPE .ﬁ.ﬁ%é_ R
3 ROA 3 FANMF - FERRALREART > H B HLE2Z B ¥ Btk (DA T
B (QE LI o

LR ﬁkmnr,z » A2 R Y R BTG HEFE F ST (Myers etal. 2003
Chen et al. 2008; Ch1 etal. 2009; Choi et al. 2010b) ; gt #F > & X b & 3o r | B T2 F &
PEEF AT EF (FLDT DR F }@)L&i‘a o) o REEEY A &’ﬁf@&f@)\%‘ BfE I%
BB R B RS BTN A R TR L
E (Z2ZRE44 B 2005, Myers et al. 2003, Chen et al. 2008; Chi et al. 2009, Mitra et
al.2009) > A2 E- HEFE A EE TR ER A ST A3 FR Y A (truncated data) -
o1 B ETIR BF (truncated regression) A B fp 382 o

B AIRES G ARSI RAGEEFEIRTAF BV R R
A2 BN A B p AR (Asser) B 1 TR E B (Age) 0 AR R EA AP
¥R #cen % ¢ (Dechow and Dichev 2002; Chen et al. 2008; Chi et al. 2009) Ghosh and
Moon (2005) AR E2 BV RS g EY F o 2 K F (Growth) i1
'FH AW EHFLERIBELTE VAW EERE 2 B iE RS

@ﬂiﬁ’ 5l B TRFE K 4R 4 735#7 5 #% (Becker et al. 1998 Chmetal 2010b) » *
2 Au\ W dp g EE AR (Lagloss) M2 F AP F (ROA) 4| £ F & fla 4 §FF44F 2
B o EITH N AR (TR £ 3 ?‘53 AR I #ﬁ? M%\ﬁvtﬁ (Ashbaugh et
al. 2003 Choi et al. 2010b) > F]@ i » T & 7 £ %8 (Issue) - EEWILE R R
¥ AP % f 4P B (Chen et al. 2008; Chi et al. 2009; Choi et al. 2010b) = NI NS
FEREE B (CFO) = 4] -

XA § R AT (Bigd) AN EEE AP o R ogird| L E R F R
=@ B 5 B F & F (DeAngelo 1981b; Becker et al. 1998; Francis et al. 1999) » i

VEEEE RN AR 8 > HIMERZAESERTEHEA (Chen et al. 2008; Chi et al. 2009) -
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if%*ﬁ?ﬁ%%%Eéa? FRE g IR R BERI A AT - Rk (F
FReHRE B 2007, 2 f #F ~ I F 2 4kPdE 2012) - @ DeFond and Subramanyam

aw&%miﬁg&ﬁmﬁi BARTES FHFR iy PEFHALT L
e & 2 EE IR OT e B % B (Vewaudif) & v EEF] o § 7 EF R aRer @ 8 ( Tenure) 22 B ¥
3t %5 &M B (Johnson et al. 2002; Myers et al. 2003; Ghosh and Moon 2005; Chen et al.
2008) » e r‘é%”ﬁ - RS  RITL g"J‘E;FrJ‘i I R ot TE -3 SN SV T
B A SR B (LagTA) 241 € 358 P B3R 2 4 5% ieid & a3t e # (Lim and Tan
2008) o B & > mAe » E R (Year) 82 A ¥ (Industry) 2 Ju 3% F B 34140 B R o 570 97

o A2 FEEAT

DA, =yo+ 7y AbnAF; +y,Asset; + y;Age;,+ v4Growth; + ysLagloss, + ysROA;, + y:Issue;,
+93CFO;;+ yoBig 4;;+ yioNewaudit,; + y, Tenure; + y,LagTA;

+ 2wYear+ X {Inustry + v, 3)
Hoe
DA =R ¥R AR BT RVEZGHE (DA) & (DAT)E § (DA7)E X
g—T& ’
AMM‘—ﬂ#%ﬁ\“’%3%$?>%F%ﬁ#%#2ﬁw;wn%%ﬁﬁki
o
Asset =BT AP R
Age =g F I E

Growth =% ¥t » =& F |

mnm

Lag Loss = ¥z % #c > o - & B3 Ufﬁ‘#ﬁﬂ 1 FR5 05

ROA =P AR EPE T ARG

Issue 2}3;3%53@39:’¢#‘“$ﬁ)§i*¢—ﬁf§ilﬁ‘u$i\g“—"“;I’EE'J:% 0;
CFO =Y ERBERENTEIRDH LT A

Big4 = mESE BH gpﬁﬂ?iz}#,\zﬂ—‘ﬁ%l’iﬂﬂé 0;

Newaudit =l ¥8 % fic > § ER {4 €317 % ii}b'“r'ﬁ 21> ZFR5 0;
Tenure = €3 FFEETH izl o

3.2 BRI RERANEIR

Av 12002 £ 22010 A ARBFT AP L PWEESFTHE 2
ﬁ#ﬁﬁﬁﬁxﬁﬁ‘%%lﬁ%§$°W?jf?i%%é)@ PRI 2 &
SREFZE TEBEASTRA (TEN) FHERE - 2 1 L 2 E2RBEFF G2 hAr o

d % 1 e Panel A ¥ 7+ 2002 # 1 2008&?*:}@7;@% apentk A Tioa g
AR E2 2451% AV FHET NS E A A P OERPHEA o A 2009
22010 F 3 @ Fr o F AL IR EF - ERID S 8533%% 91.03% 0 < tFHEF
AR T A
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® 1 BRBEALBZEES G

Table 1. Sample distribution of disclosed audited fees
£t BB BEABKRAS

R EERE NEEAH " EtERZELEE (%)
Year Listed Firms Sample of disclosed Percentage of listed firms
audited fees disclosed audit fee
2002 971 167 17.20
2003 1,032 169 16.38
2004 1,067 134 12.56
2005 1,092 146 13.37
2006 1,127 403 35.76
2007 1,181 440 37.26
2008 1,188 418 35.19
2009 1,220 1,041 85.33
2010 1,249 1,137 91.03
&t 10,127 4,055 40.04
AFRIEARA (Selected sample (0 1,877 2451
period) (2002-2008)
LR bR (Complete sample ) | 2,178 88.21

period) (2009-2010)

FFEFFFTAFAATFFNE RN R ATHEE ST AU REF
y&ﬁiawssgkgsmwﬁ%’ﬁﬂéﬁﬂﬁi(%fiﬁ)&;1m7@n&
TRUFMBTRG BRE D R EF B EPF AR AR LRBE L 3493 £
Ba P RN RV EFEIG AT A FIAEL A ELRREYFS o 8

TP RTME AL 3257 LB o

4 Enﬂ :él:%

4.1 Rkt E

A MR Bl fot R ﬁfg%?%\, 20 F A (Panel A)12 2 % B A
(Panel B):h% 3+ 2 % (AF)T 358 (¢ =8c) A 85 2,421 (2,617) + =22 2,919 (2,998) +
N L R Y TT VN T I S N

PER 1 AT DI B AN B AR DU N FNG B R RS HE TR - AR RS R gt A E
s JCHIE 2009 SELURBARBECAIE RSN -

RIS (2008) $RTELN Al H BRI GETANEL ARG A - 3L 2002 3 2005 R TR - 9
ST (HhRIED By 3,432 (2,780) - St 2 \ﬁﬁmﬂ’]T EFIXITER WP FEIE O ~ B D (f#
S44 SEREEI) DIRERERE AR R -
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®2. RLUHEE

Table 2.  Descriptive Statistics

Panel A : 3EIEMARA (Selected sample period) (2002-2008, N=1,298)

Standard _ )
Mean . Min. Median Max.

Deviation
AF (thousands) 2421.155 0.636 95.9666 2617.566 82371.93
Asset 15.256 1.499 12.534 15.095 19.425
Empl 6.935 1.698 0.000 6.899 12.752
Invrec 0.379 0.177 0.014 0.373 0.823
Subn 1.379 0.563 0.693 1.386 2.890
Loss 0.152 0.359 0.000 0.000 1.000
Lev 0.447 0.172 0.082 0.454 0.855
Issue 0.575 0.494 0.000 1.000 1.000
Big4 0.865 0.342 0.000 1.000 1.000
Expert Both 0.085 0.278 0.000 0.000 1.000
Expert Firm 0.270 0.444 0.000 0.000 1.000
Expert Auditor 0.149 0.356 0.000 0.000 1.000
Newaudit 0.041 0.198 0.000 0.000 1.000
Tenure 9.901 6.121 1.000 9.000 26.000
DA —-0.001 0.103 -0.262 —0.006 0.345
Age 7.890 7.413 0.000 6.000 43.000
Growth 0.204 0.424 —-0628 0.126 2.492
ROA 0.053 0.103 —-0.929 0.058 0.399
CFO 0.089 0.126 -0.302 0.085 0.428
T4 -0.025 0.126 —1.488 -0.022 0.664
Panel B : SZE&RX A (Complete sample period) (2009-2010, N=1,959)

Standard . )

Mean .. Min. Median Max.

Deviation
AF (thousands) 2919.011 0.536 350.0234 2998.897 74161.47
Asset 15.330 1.377 12.534 15.159 19.425
Empl 6.775 1.564 1.946 6.658 13.636
Invrec 0.341 0.174 0.014 0.332 0.823
Subn 1.408 0.553 0.693 1.386 2.890
Loss 0.192 0.394 0.000 0.000 1.000
Lev 0.415 0.171 0.082 0.412 0.855
Issue 0.461 0.499 0.000 0.000 1.000
Big4 0.848 0.359 0.000 1.000 1.000
Expert Both 0.074 0.262 0.000 0.000 1.000
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Expert Firm 0.290 0.454 0.000 0.000 1.000
Expert_Auditor 0.118 0.322 0.000 0.000 1.000
Newaudit 0.017 0.131 0.000 0.000 1.000
Tenure 12.568 6.506 1.000 12.000 28.000
DA —-0.001 0.087 —-0.262 —-0.004 0.345
Age 11.595 7.148 0.000 10.000 43.000
Growth 0.121 0.415 —-0.628 0.065 2.492
ROA 0.036 0.094 —-0.872 0.044 0.405
CFO 0.079 0.114 -0.302 0.080 0.428
TA -0.035 0.107 -1.004 —-0.035 0.569

B 5EFR - The variables are defined as follows:
AF S RaE R R B (D)
Actual fees paid to auditors for the financial statement audit;

Asset * FIEMERE (fT70) BUERAK

Natural log of total assets;
Invrec : {71 FEMUNRFR & MEARNN AR 7 S ek

The sum of inventory and accounts receivable divided by total assets;

Empl : 8T NBHEREEL

Natural log of the numbers of employees;
Subn * TN FEEN 1 EUERE

The natural log of 1 plus the number of subsidiaries;

Loss © HERERLREER 1> A% 0
1 if the firm reported a loss during the year, and 0 otherwise;
Lev : FFIEME A ERRUIEEZE
Total liabilities divided by total assets;
Issue * EEEBFEAHSIEEER 1> SR 0
1 if the firm proceeds from new issues in this year or next year, and 0 otherwise;

Bigd : BINVIREEHRIFEBERE R 1> A% 0
1 if the firm is audited by a big4 firm, and 0 otherwise;
Expert_Both : @A RSl Eaa s R ERERER 1> A% 0
1 if the auditor and audit firm both have industry expertise, and O otherwise;

Expert_Firm : &R EFTAIEHE T BAERERER 1 SH0% 0
1 if only the audit firm has audit industry expertise, and 0 otherwise;
Expert_Auditor 55 SRR R AEREERE R 1 GHIK 0
1 if only the firm's auditor has audit industry expertise, and 0 otherwise;

Newaudit * EF A EMREETRIEBERTER 1 SR 0

1 if the firm auditor is changed during the year, and 0 otherwise;

Tenure : & 5TRANE S P

The number of years audits are conducted by the same audit firm;
DA AESEHEE RN S G B

Discretionary accruals;
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Age * {23 EfRAVEEL

The number of years a firm has been listed ;
ROA FiFFIBRLAME & A

Net income divided by average total assets;

Growth - IR A IR

Net sales change from the prior year;
CFO : EIEEB S E - SPkaT— & 7
Cash flow from operation divided by lagged total assets ;
TA : HEEGET

Total accruals.

5 SR Pl S %0 W& B T b (Issue) 1 & f ¥ = & 2 (Growth) T
ERMEHEAY PR ERAG 2 Hw mﬁi’%l“* EAFERAFALELT PR -

ERAGVFEIRTIRPA I REEFFRBL AR REE A At T
Wexd 2 Ew > Tio9 b ¥ tts%fﬁ'rifiﬂwa TR A L F A 1,? 86.5% ~ 84.8% ;
ARG ET R RERERAY S AL R E AT (Expert_Firm) gl Fuk Bt iE R
MR A B € HEF AL (Expert_Auditor) 8 B % i34 £ 5 A ¥ & 4 (Expert_Both) ¥
Aent R AERMERAY RE RS (g (Newaudzt) Tl K A%
AP PRRK > W 1.7% €3 FF £ 53572 (Tenure) chT 328 o W) 5 9.9 ~ 12.568
ECRTRPN EE{HEFFERTIEFFF o B A Rk (DA) T oS ¥k A
T % —0.001 -

# 3 % Pearson A4p B¢ Tl > =T () %A 5 2002 £ 3 2008 £ (2009 E
32010 &) BB FAF OERL (RF) A AERT MG > FP oG
(LnAF) BLRE TS ERAT I OEFAAMN - S8 3 0 & F RN (Asser ~ Empl)

FAF R (Subn) © 3 PAFEFIEE (Lev) » s B A Y m:té;-;};t—"l FI OBk £
ﬁi”‘"*%ﬁ‘ (Big4)2 A ¥ & # % 397 (Expert_Firm) cng 3+ 2 ]\_E*rpﬁ BEHE S m
*%ﬁﬁiwmﬂﬁéid%ﬂgﬂﬁiﬁ%wgﬂgﬁo@m—im{,ﬁﬂéﬁ
(Newaudit) % 2 PIF B % BATH o Fub2 o 0 4 37 UEFMERPH AL E 2
ﬁﬁi*ﬁ%&ﬁmﬁ%ﬁ?ﬁ¥$$1%W@%ﬁ’ﬂﬂkﬁ%méﬁﬁﬁiﬁﬁ
BB 52 4 0 AR F Moo R d R A

4.2 VEFHTR
421 BEIABRURERR

%4 ; )‘L\#"Liqéxiﬁiﬁ’*%’*? BB 7)o iR R A (302002 & 3
2008-&?3#%;%%"" o ﬂ SRR A (32009 & 3 20103@#&@%&-/\%_&) "
£ '45"&7 HA le—’f b 47 o AP EPT 2002 & 3 2008 £ g F \’F”n”l
BALFER ($241)  Padd2 ERLABFTHREA A F HRAER BEOR
B3t 2009 £ 00 % 2010 Ak A A EFHR AR BRI L ERAEAM T EE D
e BREAD) RERPHE NS 0 TN A PEFSERA R TSR
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K4 FHALBRERFZABEIRTE ZBFEHR

Table 4. Regression results of the audit fee determinants and structural change

B fafEfAm  EEMRES TEEAE BTV E ELEZN

Variable Predict Selected sample Complete sample Cross test  Full sample
3.953%%* 4 375%** 0.422%** 4.066%**
Intercept ?
(0.000) (0.000) (0.000) (0.000)
0.180%** 0.166%** -0.014 0.172%%*
Asset +
(0.000) (0.000) (0.688) (0.000)
0.057%** 0.072%** 0.015 0.066%***
Empl +
(0.032) (0.001) (0.407) (0.006)
I N -0.090 -0.032 0.058 -0.055
nvrec
(0.201) (0.612) (0.400) (0.348)
0.155%** 0.100%** -0.055%** 0.120%**
Subn +
(0.000) (0.000) (0.000) (0.000)
0.041** 0.049%** 0.008 0.046%**
Loss +
(0.024) (0.001) (0.293) (0.000)
-0.036 0.072 0.108** 0.024
Lev +
(0.719) (0.426) (0.016) (0.790)
-0.006 0.029 0.035%** 0.016
Issue +
(0.848) (0.198) (0.001) (0.506)
. 0.307 *** 0.23Q%**:* -0.063 0.26] ***
Big4 +
(0.000) (0.000) (0.111) (0.000)
0.036 0.018 -0.018 0.038
Expert Both ?
(0.298) (0.657) (0.529) (0.298)
P . Fi 0 0.033 0.049%** 0.016 0.044%**
xpert Firm ;
pert_ (0.138) (0.023) (0.499) (0.003)
Expert Audi- 0 0.054 %% 0.037 -0.017 0.044%**
tor ' (0.008) (0.128) (0.265) (0.007)
) -0.089* -0.039 0.050 -0.086%**
Newaudit -
(0.054) (0.507) (0.137) (0.010)
Year and Industry dummies included
N 1,460 2,033 3,493
adj. R? 0.586 0.521 0.549

it RN Ry p (E - %~ *F R BIRREERE 10% ~ 5% K 1%HIBEE /KHE - SRUERIAR 2 -
The reported numbers in parentheses are the two-tailed p-values; *, ** and *** represent 1%, 5% and
10% significance levels respectively. All variables are defined in Table 2.
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FAV - B A2 785 LT 5 LS pegr o

PREEF IR ERH (Usset ~ Empl) ~ % 3 4g 3042 B (Subn) 11 % B % @ b ‘%
(Loss) .2 2t 2B 3 S BFNF 237 FlF > 283 98 % - K (Choietal.
2008, 2010a, 2010b; Zerni 2011) o 3 £ 3 T 5 & (Issue) Bl e h 2 et A ¢ ¥ 2 B F B
FoR RS TR (Bigh) 2 F o [ i ez B A S U5 0301
0.238 2 0.261 > » & 1%PE ¥k 5 2B 4 v prang - R (Craswell et al.1995;
Choi et al. 2010a, 2010b) » & 71 Trig A €312 £ F T h "G @K F LA FERE TRE -
FACAEFFERTANERERET R F R ER o €3 5207 (Expert_
Firm) & % 7 € 3+ F* (Expert_Auditor) & 5 A ¥ & ﬁ’ﬁ NFTOFRF TR BEE
BEITR 2 A ¥ LM (Expert Both) % > T2 € L F R { B g o p o B> &iF
BEHRANZE 2EADET > FH AL F 2 F (Newaudit) 3 F B0 8 8 & R gt
DF 0 BT MG AR e

Bt R - HAEREE AR RER A DF IR ALAF LT
BHES 00 REA AP AERPELT R - A 4020 5 o

W

AR R o TS R AR R T v 50 3 20 TRk (Subn) ~ | 5 (Lev)
UEFTEG R (Issue)  FELAR G B REHEF o BT HER AT &
Weokm  PHEAEFEREALE AFRA FHEFLE O BRE HFP oF 2
PRk UE S A APFRES ERANRHEERI TR S 0 #3
252002 &% 2008 & T B ARPEL T LA AER S L G Bt R
PRECREBFTETLEGFFVORRBE T R @S IF AR AERENAL
422 REBHABHBITREITE

ASSGENFVOPHEV AV RV FLFRE o A o u R e
E(DA)~ =~ f RV BB (DA™ ~DA7) T4 & Tt g de > » BFEFERDL
A& (2002 &% 2008 &) & AR A (2009 #1022 2010 ) 2 B ¥ B3 ¢
e R e ¥ d ot Choietal. 2010b) dp ik % 2 f o2 B G2 F 2 FEF
2 WAL RS EER 5 0 20 k2 10 5 2 Panel A Y LB 352 (AbndF)
*ﬂ?ﬁ%%?%%ﬁﬁﬁ;@ﬂ » %> Panel B ¢ L #-3 % %3+ 2%"3 %P Choi et al. (2010b) % ~
Ar o~ E s Bl F R (4bndAF P 21 AbnAF N) » i&— HHBRRB ¥ 32 R F Mok
HFFAFHF TSI HERF

VBR T AEEERYE R A Expert_Firm 3% B R KYE | Expert_Auditor 1558 $EARA R 3% B R B /K e
Sh > HAUIE RS EOE 2 IR AR SRR /K E - BURESE BRI OB B R E MR -

Ui A ST RER R T A BRI SN A SE R R R R B (SRR R 1 2Ry 0) 3Rk
TR SORIA > PR E SRR C R G T LRI

PN EIGEB (Subn) BEGH AN EE IR R (FREORIE » 32 1%8EEKHE) - AR (Lev) B
BERTK (ssue) BIHGHNE L BEN B -

*’Choi et al. (2010b) fi5HIE HHEHFIAE R/ IERN (BEFEIILNBERRIEHEFILE) B - G4 G
AAMEHERIRE PR TAR - MEE N E A - AR EREFH LB R AEASRER > FiD
B OARNTEIHIE R ZKYE - SE RIS R AR AE R - S E R B s ) R R A
FITE DA -
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x5 ERFHNLBEHEREINBCEE

Table 5. Regression results of the affect abnormal audit fee has on abnormal accruals

Panel A EEEET/AE (abnormal audit fee)

BEIBMARA (Selected sample)

SEEEIE A (Complete sample)

IDA DA+ DA - IDA DA+ DA -
Intercept 7.185%%%  5.603%* 0377 8756%%* 0310  -9.262%**
(0.000) (0.020) (0.812) (0.000) (0.860) (0.000)
AbnAF 0.175 -0.166 0.017 0.151 -0.250 0.193
(0.677) (0.737) (0.957) (0.670) (0.494) (0.463)
Asset -0.050 0.154 0.089  -0.392%**  (337k%x  (.607***
(0.653) (0.348) (0.407) (0.000) (0.004) (0.000)
Age -0.119%*% 0,048 0.058%** 0.014 0.023  -0.048%*
(0.000) (0.182) (0.026) (0.314) (0.360) (0.014)
Growth 3.042%** 0.821  -1.832%**  2.503%k%% | 5]3kkx 0.155
(0.000) (0.155) (0.000) (0.004) (0.000) (0.666)
Lagloss 0.389 0.037 -0.559 0.212 0.613%  -0.690%*
(0.482) (0.950) (0.184) (0.330) (0.057) (0.023)
ROA 6.989%**  35855%k%  34.506%*k*  79]4%kk D4 8Q*AE 3] 9ROk
(0.000) (0.000) (0.000) (0.002) (0.000) (0.000)
Issue 0.486 0.118 0.020  0.727*%*  0.882%** 0,002
(0.259) (0.755) (0.940) (0.000) (0.001) (0.993)
CFO 10.058%%% _69.376%%* _60.256%*%* _8.103%** _62.206%** _50 (52
(0.001) (0.000) (0.000) (0.000) (0.000) (0.000)
Big4 1.192%%%  0.507 0.611 -0.249 0.303 0.755%*
(0.000) (0.327) (0.101) (0.504) (0.397) (0.015)
Newaudit 0.861 -0.798 -0.943 -0.415 1.652 -0.431
(0.544) (0.402) (0.257) (0.393) (0.137) (0.596)
Tenure -0.011 -0.072* -0.004 -0.016 -0.033 0.008
(0.796) (0.062) (0.888) (0.216) (0.153) (0.679)
LagTA ~1.160%* 0.044 0268 -3.087%%  3219%kx 349
(0.020) (0.961) (0.792) (0.048) (0.004) (0.202)
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Year and Industry dummies included

N 1,298 617 681 1,959 920 1,039
3.41 5.35
F value
(0.000) (0.000)
Wald value 1468.41 1841.12 649.17 999.36
(truncated data) (0.000) (0.000) (0.000) (0.000)
Panel B @A 1E ~ BEEBEETAE (positive and negative abnormal audit fee)
EEBMAEK (Selected sample) SERERE AN (Complete sample)
Variable IDA DA+ DA — IDA| DA+ DA —
AbnAF P 0.770 -0.518 0.035 0.445 0.230 0.102
(0.496) (0.619) (0.951) (0.454) (0.736) (0.814)
AbnAF N -0.369 0.343 -0.140 -0.196 -0.703 0.327

(0.406) (0.670) (0.821) (0.434) (0.309) (0.536)

it 1t |DAlRs OLS SHEFHEAR - ifi DA™ ke DA~ Ryl =l (truncated regression) 55 - fA5lIAZ 8
Fhep H >~ R 10% ~ 5%k 1%HRE 7K -

|DA| is the OLS regression results, DA * and DA~ are the truncated regression results. The reported

numbers in parentheses are the two-tailed p-values; *, ** and *** represent 1%, 5% and 10% sig-
nificance levels respectively.
2 AbnAF P BELESREH/ANE KN 0F » AbnAF P BEEFHNESTE » TRk 05 A4bndF N :
W AB/NR 035 » AbnAF_N RySEHEEITAE S SRR 0 - ﬁﬁ?ﬁ%ﬁi%[ﬁl% 2.
AbnAF_P If abnormal audited fees greater than zero, 4bnAF P equals abnormal audited fees, and
zero otherwise; AbnAF N : If abnormal audited fees smaller than zero, AbnAF N equals abnormal
audited fees, and zero otherwise. Other variables are as defined in Table 2.

& STIFER g A EREER A RS #%?2‘}3’ (E#HE T #B
¥Fiofgrsr ) HEV BT (& /ﬁ{?‘ﬁ@. CpE) RAEFMIEL -
¥ 3 2. » 22 DeFond et al. (2002) %= 5 # - &R » A2 I #\)’?Iﬁ_‘_g ¥ HI P
%ﬁriﬁég\'lff P EOEY o I RES @ o "E’ﬁé Q}]; BRI g 4~ = £ F (Gro-
wth) ~ AR (ROA) ~ § ¥ # R &8 (CFO) » §3L5W1§$ﬁ%#&ﬁt(3ig4) DERL
1 B (LagTA) % o 4 5 7 82 B M@:#ﬁi%“ﬁ N B 513 R (0
PIECE R M HEADTEFS PR RV A 240K (Asset) 2 F & % R (Issue)
TARERADPTEF S TR A R oo

4.3 HE—HWE

431 BRERZEEREREO
0 it- B E BRI K B M A2t ()Y o~ New-
audit /> B8 Bigd v1 2 Expert Firm 2. X 3 » IF 1 B X 2 W 5 2l i g 3 FF
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FTREBEEAFERNERAELT FALR  FHEEFRATALO6d L 67 UF
R o~ R R > Newaudit 2 %32 F (LnAF) # 5 2 ¥ B sl > &
LE = BRITH § LD B E - Newaudit*Bigd fﬁf"‘ﬂtﬁ_ﬁﬁ AN
RAZ2HRADT > FEFP R g;v%“ﬁng w MBI (p 5<0.1) ;5 & Newaudit &2
Newaudit*Big4 & 3-8 % Eé;?%'f}_ e (piE<01) od ptv 5> ,__i,% % 1% W e
o%oF et A ﬁ']mgé*ﬁﬂ‘?iﬁ»“r e R TF B “'lmgfiﬁiiz;wr ¥3 2 WP
’J‘ﬂ']if&”'%iﬁ;’ﬁ R_4q ey 3 ’k#ﬁ'ﬁ EA P B e B H %)‘L \#’ °

IR P L A F AT l__f%”:”ﬁf"lfﬁ»‘gf LY A j\w_;}gﬁf&“ SEEIE A W -
BAEFF 2T 4ok Dye(1991) 4 1% % & @ ehir f L2 q,gf LR AR
TG Gk 4 s s @ Craswell and Fran01s (1999) dp M E FehF - o f agd +
3“] €3 “J‘ EFFijZ“Lrﬁg #AEAZ2ITH 0 R FSE B (experience goods) MR R A2

R BB AFEAFE

RiE-H R~ TR T 5 A ¥ % R (Expert_Firm)2 Newaudit 2. 2 38 {5 >
Newaudit*Bigd 2 %2> F M E B F e » M > 21 & Newaudit*Expert Firm 1% ¥
AR AZ MEAY P REFAL B (p 5<005); A EEAY & T Newaudit &
Newaudit*Expert Firm cnti 2 fen ¥ 50 @ (#0547 p @5 0.002) o d pt v
Fro B AR R DI % W0 At < ) ffﬂﬁ“ﬁi FERAT o R EE A A § R R AT

AELHERT PEABHRL DR EEN L - TBRLEELY Kf TR AR
*v?&; SR FHEFDLRZ G AL EEHNAERF R S 0 BT
FEAEAR Y R IATE S o
432 EEtEMEENALEERE

WA AN EEH P ER G A3F 5 P 2 %)% (Blde 0 Francis et al. 1999 ;
Chaney, Jeter and Shivakumar 2004) > Z 4741 & $ BT 3167 5 p AERTELE T
A ~ % P Chaney etal. (2004) 2 ¢ 3" FFEHH I TR 73 [F e fFan (Heckman
1979) 2 i & G430 4 70 b » Mills £ 1 GRS FES(DE 4 2T
?ll’fiﬁ,Blgél Gl s A RER *%ig’:“"’)‘%"’f’ki?’ﬁ.ﬁ. PEEF ‘7""‘1% 712 P

FART o2 oAl Ep AER SN L HEPEL isz'ﬁ? B A
iz&“r%)L N EPZIR G 0 2t % % & Chaney etal. (2004) ~ FFaT & (2008) g —
R o
4.3.3 BEtRBEREURMEAIK

AR T NEXFHAPE (FHEFLGFEELIATT) N2 ¢34 F LT 8388

FIARZFVALTAF PSP OAERHE EFRRERREAI - p L0 AN
ﬁ?‘éﬁﬁ;{]éﬁﬁgzﬁ;f« FEIEFERIRPES PR AL ZR (R L ) W

PSR ERER AR A 2 B R AR K E - FA AR FI B i e FR R K

PEBEME - ASHLUMEET Mills LB (Inverse Mills Ratio) (2 25— B¢ probit SEEFZANTT
Bigd, =0+ 0,Size;,+ 5,Current, + 6;ROA;,+ d4Lagloss;,+ dsLev, + ds Turnover;, + é,Lev + dgAge;,+ 0oCF O+ Xv
Year,+ Zwindustry,
BB Current RyRBIHLERELUK Turnover RyE s =R, » HABHUE 2B (DAEE -
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’ 6. BERERZEEGRERBEIIMERTER

Table 6. Regression results of the low ball effect on initial audit fee

g M RE 0 WEE mE
2 ¥ T BRSO mE omE
Variable . Selected Complete Selected Complete
Predict sample sample
sample  sample sample  sample
Intercept ? 0 3.934%xEF 4368*F*F  4.051***F  3.938%** 4364%**F  4.047F**
(0.000)  (0.000)  (0.000)  (0.000) (0.000)  (0.000)
Asset +  0.181%** (0.166%*** (0.172%** (.181%** 0.166%*** (.172%**
(0.000)  (0.000)  (0.000)  (0.000) (0.000)  (0.000)
Empl +  0.057*%% 0.072*** 0.066***  0.057** 0.072*** 0.066***
(0.029)  (0.001)  (0.005)  (0.029) (0.001)  (0.005)
Invrec + -0.084 -0.030 -0.052 -0.083 -0.030 -0.052
(0.233)  (0.629)  (0.376)  (0.241) (0.622)  (0.372)
Subn +  0.154%%*% 0.100***  0.120*** 0.154*** (.099*** (.120%***
(0.000)  (0.000)  (0.000)  (0.000) (0.000)  (0.000)
Loss +  0.040%* 0.051*** 0.046***  0.040%* 0.050*** 0.046***
(0.022)  (0.001)  (0.000)  (0.025) (0.001)  (0.000)
Lev + -0.044 0.070 0.020 -0.044 0.072 0.021
(0.668)  (0.441)  (0.826)  (0.665) (0.423)  (0.820)
Issue + -0.007 0.029 0.015 -0.007 0.029 0.016
(0.831) (0.208)  (0.511)  (0.826) (0.211)  (0.507)
Big4 +  0.313%%*% (0.246%**%  (0.269***  (.312%** (.248*** (.270%***

Expert Both

(0.000)  (0.000)  (0.000)  (0.000) (0.000)  (0.000)
2 0035 0019 0.038 0.036  0.019 0.037
(0.320)  (0.647)  (0.305)  (0.308) (0.639)  (0.308)

Expert Firm ? 0.056***  0.037  0.045*** 0.056*** 0.037  0.045%**

Expert_Auditor

(0.006)  (0.123)  (0.006)  (0.005) (0.126)  (0.006)
0.032  0.048%* 0.044%***  (0.035  0.044%* (.042%**
(0.157)  (0.024)  (0.004)  (0.111)  (0.039)  (0.005)

-~

Newaudit - 0021  0.105 0.017 0.021  0.105 0.018
(0.798)  (0.228)  (0.826)  (0.798) (0.227)  (0.825)
Newaudit* Bigd 7 -0.166% -0.226%** -0.160*  -0.147 -0.328*** _0.184%*

(0.093)  (0.005)  (0.071)  (0.138)  (0.002)  (0.047)
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Newaudit* ? -0.098  0.442***  (.116*
Expert Firm (0.339) (0.000)  (0.060)
Year and Industry dummies included

N 1,460 2,033 3,493 1,460 2,033 3,493
adj. R* 0.586 0.522 0.550 0.586 0.523 0.550

Newaudit+ Newaudit*Big4 -0.145%  -0.121** -0.143***
(0.093) (0.027)  (0.006)
Newaudit+ Newaudit -0.077  0.547***  0.134
*Expert Firm (0.188)  (0.002) (0.464)
BRI R p (0~ MR IR 10% » %R 1%IBEE /K -

The reported numbers in parentheses are the two-tailed p-values; *, ** and *** represent 1%, 5% and

10% significance levels respectively.

LEARI (B gFes i) 2 &F L 5F#M ki 1% (Burgstahler and Di-
chev1997 ; Degeorge etal. 1999) ; & < F]m & W12 § R | 35 & F 4 (small_profit) % a3iF
| g F AR & (small_increase) 1T F £ EE A FAFE SR BUFEF ST o F
’%%’”" % %-Pé Carey and Simnett (2006) ¥ Gul et al. (2009) » i&- H &AL E ¥ F3- 0§ &
PRI L BT W s s R B R AR B
2 ‘;é" (AHATRHBEAFIOP A 5D ~ f o) $HE LR (small_profit) &2 % 4. & 4
% 12 (small _increase) % ””%F’“ ﬁ_:}p T mBFEMI -

By E 2 ),?Jv#ﬁ FEMEE ) MISYARTE VAL R0 IR TR
B FIEEE A B 4o 4}_3‘-.;’1 é w5 ¥ o 'k (Jones 1996; Geiger et al. 1998) o F]4t > ¢
EEE BB %iq_?;i@%ﬁ,‘iim}]ﬁfﬁ PTG TRE T (GRS ¢
PEREMAEFLNELTRELLES AN E B E2 3355 F (Reynolds and Francis
2001; DeFondetal 2002; ¥l &% ¢ 1 i& 5 2008) o #EEJIAFEERFRENTLLZ
PATAFIEE G £ > A2 2T 4pR 2 }I?c ( DeFond et al. 2002; Ruiz-Barbadillo et al. 2009 &
g*’*%‘ 5 2008) ExFHEBA ARV FFT P EEVIFETRILY T AR S
FRLZMEE . 2 IrRFLAITEE cFEREEFTHETENFI R (ﬁvmk@
BAL - fe) BEFFNIBYLFFIRARLFTAL I ER fu?i EIRg B o

/ﬂ“V

A R A 5’£;ﬂ¥¥#@“&(xi$5)‘“%W%(Kiﬁ8>é%
ity FRALFFAL (RLL0) Ao ARREN G2 P HF P ET ]
FHBPEG TRY R BFEFF TP E R KA RO HF LT

7
Tmﬁﬁﬁ%&’wf R
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xR7. EZERSHEREENFEREFLAERERRZEFHER
Table 7. Regression results of the audit fee determinants included the effect of self-section
auditor choice

b 2 ERMRA FTEEEA EHER
Variable Selected sample Complete sample Full sample
Intercept 3.980%** 4.618%** 4.281***

(0.000) (0.000) (0.000)
Asset 0.181%** 0.182%** 0.181%**
(0.000) (0.000) (0.000)
Empl 0.058%* 0.075%** 0.068%**
(0.029) (0.001) (0.006)
Invrec -0.056 0.004 -0.023
(0.382) (0.940) (0.691)
Subn 0.152%#* 0.097*** 0.117%**
(0.000) (0.000) (0.000)
Loss 0.033 0.022 0.027**
(0.103) (0.279) (0.036)
Lev -0.057 0.032 -0.011
(0.619) (0.723) (0.912)
Issue -0.026 0.034 0.008
(0.322) (0.147) (0.705)
Big4 0.264 -0.306 -0.098
(0.319) (0.180) (0.636)
Expert Both 0.038 0.008 0.032
(0.258) (0.840) (0.353)
Expert Firm 0.058%** 0.032 0.044%**
(0.003) (0.184) (0.007)
Expert Auditor 0.025 0.042%** 0.036%***
(0.198) (0.043) (0.009)
Newaudit -0.109** -0.001 -0.072*
(0.049) (0.967) (0.063)
Mills -0.025 -0.310%* -0.204*
(0.853) (0.014) (0.058)
Year and Industry dummies included
N 1,437 2,025 3,462
adj. R* 0.575 0.519 0.542
it RN B R p fH > R IR EERE 10% ~ 5% K 1%RYBEFE/KAE - [k Mills s H 3K

EEERREAIETE - AR R 2 -

The reported numbers in parentheses are the two-tailed p-values; *, ** and *** represent 1%, 5% and

10% significance levels respectively. Besides Mills is corrected item for self-section problem of audi-

tor choice, other variables are as defined in Table 2.
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Table 8.

’ 8. EEBEE A BHEMNRERMIE 2R

The relationship between abnormal audit fees and earnings threshold

Panel A EEEET/AE (abnormal audit fees)

small_profit small_increase
bl BEEAUREZIN SEEERA BEEAUREZIN SEEERA
Variable Selected sample Complete sample  Selected sample  Complete sample
Intercept -1.914%%** -2.265%%* 1.103** 1.450%%*
(0.001) (0.000) (0.019) (0.004)
AbnAF 0.078 0.081 0.197 0.205
0.737) (0.731) (0.234) (0.220)
Age 0.013 0.014 -0.009 -0.011
(0.300) (0.270) (0.4406) (0.400)
Growth -1.097%** -1.292%*x* -2.422%%* -2.238%**
(0.002) (0.000) (0.000) (0.000)
Lev 1.050* 0.981 0.041 0.033
(0.091) (0.115) (0.931) (0.945)
Lagloss 0.192 0.203 -4.109%** -4,134%%*
(0.537) (0.514) (0.000) (0.000)
Issue -0.154 -0.137 -0.091 -0.089
(0.411) (0.459) (0.528) (0.537)
CFO -5.104%%* -4.830%** 1.036 0.761
(0.000) (0.000) (0.381) (0.522)
DA -4.300%** -4.,051%%** 1.517 1.260
(0.004) (0.006) (0.273) (0.360)
LagTA 1.437* 1.574%* 3.081%** 3.037%%*
(0.065) (0.041) (0.000) (0.000)
Big4 -0.102 -0.095 -0.109 -0.096
(0.681) (0.702) (0.600) (0.653)
Tenure 0.015 0.020 0.018 0.015
(0.370) (0.230) (0.200) (0.317)
Lagsmall_profit 0.765%** 0.731%**
(0.003) (0.004)
Lagsmall increase -0.104 -0.102
(0.444) (0.459)
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N 1,330 1,330 1,343 1,343
pseudo R* 0.120 0.109 0.234 0.240
Panel B [@H1F - BEEHEITAE (positive and negative abnormal audit fees)
small profit small _increase
B EEMEAR FTEEERA EEMEAR FERRA
Variable Selected sample Complete sample Selected sample Complete sample
AbnAF P -0.043 0.001 0.177 0.141
(0.925) (0.997) (0.560) (0.649)
AbnAF N 0.272 0.238 0.190 0.252
(0.544) (0.599) (0.465) (0.334)

it small_profit FsRE gt 3% » FiFA PR E AR LBE TR 0-2% 2 MFE Ry 1> A% 05 small_
increase FylE B - ROEIF BB B IEE AR NI 0-2% 2 MFE Ry 1 SRR 0 - 555341
PRI R BRI IEAI R (Lagsmall_profit ~ Lagsmall_increase) » HEREEH[RI 2 - FHHLA
ZBF Ry p fH o * MR RIAEREERE 10% ~ 5% K 1%HREE/KYE -
small_profit is a dummy variable, if 1 for net income divided by total assets is between zero and 2%, 0
otherwise; small_ increase is a dummy variable, if 1 for the change of net income divided by total ass-
ets is between zero and 2%, 0 otherwise. Model also includes lagged value of small profit and small
increase (Lagsmall profit and Lagsmall increase), other variables are as defined in Table 2. The re-
ported numbers in parentheses are the two-tailed p-values; *, ** and *** represent 1%, 5% and 10%
significance levels respectively.

5. ¥ham

d 3t IFRS i r > 83 F L EHFEF LE T e > uz _;53 %
FIFc e T E RSP FEFIR TR RT » EE A RH BB EFFF TR 3 é»‘ﬁ
22 FhNFFoFHBEIRAE 2009 F2 2010 £ 2 4P EOFL o AP TF TR
M 0 22002 # 1 2008 £ F Ay 1T 24%m41-_j‘:r1?3¢ "EEH A MRS En‘%‘i
BR 2 FF 200 HBEEA OF 0 TR 2 E A 2009 &2 2010 £ihE 2% TR
EFIrEFIEL A AIFRE T RS TTELRA

GERENFFOFTREFIALENT LT F o F \ﬂ*m,@*;wp LIRS
APEFFFTRSFFETUEIEEFI ISR R 2B AF A TR D
o - BRI G HE o RALSG s 1 o A% Taylor and Simon (1999)
™2 % Choi et al. (2008) m&%‘@]]”*liﬁ i AR ET ERE  TABBE RUEZ
FEFIRPHEEHEFV OV B IRERAS LT AP REET B
AR SRR L (LA R0 ) b i
‘f‘]q*igiiﬁ'_wmi,?ijﬁg“-"gﬂ?\"”‘1'?\"41‘}, B4 NI (PR (T 2F 4 é‘-@% Fﬁ&mﬁjm o

AP EEEF UTEROER  F A WA A EEPF AT

73



H. Liao, C. Wang, & W. Chi/Taiwan Accounting Review 8(1) (January 2012):49-88

®9. EREHABHREECEGREENER ZEBE

Table 9.  The relationship between abnormal audit fees and going-concern opinion

Panel A B EEET/AE (abnormal audit fees)

# W SRR SRR
Variable Selected sample Complete sample
Intercept -12.168** -3.668
(0.023) (0.528)
AbnAF 1.355 1.105
(0.502) (0.388)
Asset -0.147 -0.006
(0.712) (0.985)
Empl -0.000 -0.001
(0.281) (0.139)
Invrec 3.222 -2.808
(0.114) (0.364)
Current -0.081 -2.116%*
(0.844) (0.046)
Lev 8.361 5.473*
(0.226) (0.079)
ROA -11.308*** -7.384%%*
(0.000) (0.000)
Lagloss 1.240 0.344
(0.396) (0.724)
Age 0.011 -0.004
(0.905) (0.958)
Big4 3.811 -0.428
(0.198) (0.656)
Tenure 0.055 -0.053
(0.572) (0.344)
DA 4.021 -2.413
(0.234) (0.659)
Turnover -1.718%** 0.064

(0.008)

(0.921)
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Pre_ GC 7.044 %% 5.695%**
(0.001) (0.000)
Year dummies included
N 396 625
pseudo R? 0.781 0.786
Panel B @9 1E - BEEEITAE (positive and negative abnormal audit fees)
g2 ¥ EEMER FTEREAR
Variable Selected sample Complete sample
AbnAF P 2.947 -0.296
(0.145) (0.915)
AbnAF N -1.002 2.498
(0.309) (0.580)

it 11 GC (Pre_GC) R/ (A —) P BB E AR CHFTERER 1> SR 05 Current
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Besides GC (Pre_GC) is current (previous) year received going-concern opinion, Current is current
ratio, Turnover is turnover of total assets, other variables are as defined in Table 2. Table 9 only in-
clude financial distressed firms (net income or cash flow from operation is smaller than 0) to run
logistic regression. As not each industry has going -concern opinion samples, our model only con-
trol year dummies.
At 2 A BT R p AH >~ MR IREREE R 10% ~ 5% K 1% R 7K HE -

The reported nnumbers in parentheses are the two-tailed p-values; *, ** and *** represent 1%, 5%
and 10% significance levels respectively.
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What does the complete disclosure of audit fee information
tell us in Taiwan?
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Abstract

Most companies listed in Taiwan did not disclose audit fees from 2002 to 2008 (selected
sample period hereafter) due to conditionality. The resulting data incompleteness limits audit
fee research and understanding of audit pricing in Taiwan. However, owing to IDTRS and the
forthcoming adoption of IFRS, around 90 percent of listed companies in Taiwan, disclosed
audit fees in 2009 and 2010 (complete sample period hereafter) Using the comprehensive data
set thus provided, we have conducted several investigations of auditing. First, we find that au-
dit pricing in Taiwan follows patterns very similar to those described in prior literature. Sec-
ond, a comparison between the selected sample period and the complete sample period shows
that the structural change between the two periods is immaterial. This latter finding implies
that using audit fee data from the full sample period alleviates concern over potential sample
selection bias. Finally, using various proxies for audit quality, abnormal accruals, earnings
threshold, and auditors' propensity to issue going concern opinions, we find no evidence to
support the claim that abnormal audit fees impair audit quality.

Keywordls: audit fee, audit quality, abnormal accruals, earnings threshold, going concern opi-
nions

1. Research Issues

Audit fee information contributes to the understanding of audit demand, audit quality,
and audit industry. Listed firms in Taiwan are only required to disclose audit fees conditional-
ly (refer to Literature Review), which confines researchers from related analysis. Investiga-
tion shows that only 24% of listed firms disclosed audit fee information between years 2002
and 2008 (refer to sample selection); statistical issues from sample selection bias may account
for such a low rate

The Information Disclosure and Transparency Rank System (IDTRS) implemented in
2006 encourages voluntary disclosure of audit fees. Preparation for IFRS adoption further
ratchets motivation for transparency. These two factors combined to produce a 90% audit fee
information disclosure rate for years 2009 and 2010, an increase that makes available many
samples for research. This study refers to samples of audit fees disclosed from 2002 to 2008

* Corresponding author. Email: Ism@mail. mcu.edu.tw
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as 'selected sample period', and those from 2009 to 2010 as 'complete sample period'. We be-
lieve the latter group better represents Taiwanese audit fee data, and compared with the for-
mer, is simpler in terms of the self-selection problem. As a result, this study capitalizes on a
rare opportunity to analyze the following two research issues: (1) the associations between au-
dit fee pricing, abnormal audit fee, and audit quality, and (2) whether there is a structural
change of the associations between the selected and the complete sample period.

This paper makes the following contributions: Firstly, the audit fee issue for "selected
sample period" has been researched domestically, but confined data prevents unanimous con-
clusion (see Literature Review). Furthermore, the applicability of empirical research from
outside Taiwan (especially regarding the American audit market) is questionable; this paper
thus holds academic value for Taiwan. Secondly, we further advocate that using complete per-
iod samples to analyze how abnormal audit fees affect audit quality contributes to understan-
ding the relationship between economic dependency and audit quality. Thirdly, this study em-
pirically investigates structural change in the complete and selected sample period results. If
said change is negligible (obvious), future researchers can disregard (heed) the potential sam-
ple selection bias of a selected sample period resulting from incomplete audit fee disclosure.

2. Literature Review

Determinants of audit fee include audit supply and demand, competitive audit market,
and legal liabilities of auditors (Simunic 1980; Gus and Tsui 1998; Choi et al. 2008; Gul and
Goodwin 2010); however, therein exists a multinational disparity (Francis and Wang 2008;
Choi et al. 2008; Magnan 2008; Causholli et al. 2011). In other words, legal regimes influence
governance environments and business risk; thus disparity in audit risk co-occurs. Accounting
and auditing standards, legal liabilities of auditors, and the protection of investors all deter-
mine audit fee.

Simunic's (1980) well-established audit fee model indicates clientele size, operational
complexity, and audit risk as pivotal factors for audit fees. Successive scholars have continued
exploring the influence audit service heterogeneity has on audit fees, audit firm size, and low
balling strategy. In this inquiry, through compilation of relative research, we discuss audit fee
factors using the following two dimensions: auditee characteristics (including firm size, com-
plexity of operations, profitability, and audit risk), and auditor attributes (including audit firm
size, auditors industry expertise, and initial audit fee).

Empirical research results of prior related studies widely support that client size base,
complexity of operations, and audit risk are key factors for audit fees (Francis et al. 2005;
Choi et al. 2008, 2010a, 2010b; Zenri 2011). Firm size is related to organization structure,
status of business operations, and regulatory scope, which reflect effort costs and audit fee
through audit procedure of planning, time, and scope. Complexity of operations used to be
measured by (1) number of subsidiaries or overseas branches (Craswell and Francis 1999;
Francis et al. 2005; Choi et al. 2008) and (2) accounts receivables and inventory (Francis et al.
2005; Choi et al. 2010a, 2010b; Zerni 2011). Other client-specific variables concerning audit
fee include firm's idiosyncratic risk and profitability (Hay et al. 2006). As with prior studies,
we agree that audit risk escalates leverage (Bell et al. 2008), operation deficit (Choi et al.
2010a, 2010b) and liquidity risk (Caramanis and Lennox 2008). As consequence thereof, we
predict that auditors require comparatively higher audit fees.

According to literature, auditor attributes—audit firm size and the level of industry exper-
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tise—also influence audit fee (Hay 2010; Causholli et al. 2011; Hay 2011; Hay and Jeter
2011). Owing to brand name reputation and high audit quality, Big4 audit firms rely less on
single client economical bonding, and have better information functionality (DeAngelo
1981b; Becker et al. 1998; Francis, Maydew and Spark 1999; Francis and Wang 2008); there-
by they also raise audit fees (Palmrose 1986; Craswell et al.1995; Choi et al. 2010a, 2010b).
Su (2000) indicates, along with Chen and Wu (2004), that Taiwanese big audit firms have au-
dit fee premiums; however, this is not supported by Zhang and Cao (2005), Xue et al.(2008),
and Li et al. (2010).

DeAngelo (1981b), Watts and Zimmerman (1986) claim audit quality reflects the prob-
ability that auditors discover and report financial statement misrepresentations. Relative to
those without, auditors with industry expertise have the advantage of industry proficiency and
experience, resulting in more precise judgment and professionalism. This leads ultimately to
higher audit quality (DeFond et al. 2000; Chin and Chi 2009) and audit fee premiums (Cras-
well et al. 1995; DeFond, Francis and Wong 2000; Francis et al. 2005; Zerni 2011). However,
there are different viewpoints on this argument.?* Wholly speaking, there is no consensus re-
garding the relationship between industry expertise and audit fee, nor does this inquiry pre-
sume the direction of said relationship.

Finally, DeAngelo (1981a) reckons that in the competitive audit market, auditors low
ball to win over new clients, the intention is to profit off client-specific quasi-rent. Audit con-
tract signing discount and first-time low-rate audit fees account for additional offers, as back-
ed by many other studies (eg., Francis and Simon 1987; Ettredge and Greenberg 1990; Cras-
well and Francis 1999; Sankaraguruswamy and Whisenant 2005).

3. Research Models

3.1 Audit Fees Model

Using In4F (see table below for definition) as the dependent variable we examined audit
fee determinants and posited the following model:

In AF;;= 0o+ o, Assets;,+ a,Empl;+ asInvrec, + o4,Subn;, + osLoss; + asLev;
+ aslssue;, + agBigd, + agExpert Both,+ o cExpert Firm,,
+ anExpert_Auditor,+ o,NewAudit,; + 2.0 Year + 2vindustry + e (1)

Where, for firm i in year ¢ the variables are defined as follows:

InAF = Natural log of actual fees paid to auditors for the financial statement
audit;

Asset = Natural log of total assets;

Empl = Natural log of the numbers of employee;

2*DeFond et al. (2000) find that non-Big 4 audit firms with industry expertise in fact require lower audit fees
thanks to efficient economies of scale, but if the same efficacy holds for regulated industry then industry exper-
tise is obvious (Ettredge, Xu, and Yi2010). Results on the subject within Taiwan are incongruous; Chen et al.
(2003), Chen and Wu (2004) uncover that audit firms with industry expertise also enjoy audit fee premiums, Li
et al. (2010) however, does not support their findings.
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Invrec = The sum of inventory and receivables divided by total assets;

Subn = Natural log of 1 plus the number of subsidiaries;

Loss = 1 if the firm reported a loss during the year, and 0 otherwise;

Lev = Leverage, total liabilities divided by total assets;

Issue = 1 if the firm proceeds from new issues in this year or next year, and 0
otherwise;

Big4 = 1 if the firm is audited by a big4 firm, and 0 otherwise;

Expert Both 1 if the auditor and audit firm both have industry expertise, and 0

otherwise;

Expert Firm = 1 if only the audit firm has industry expertise, and 0 otherwise;

Expert _Auditor=1 if only the firm's auditor has audit industry expertise, and 0 other-
wise;

Newaudit = 1 if the firm auditor is changed during the year, and 0 otherwise.

3.2 Abnormal Audit Fess and Audit Quality

Building upon the extant literature, to decompose audit fee into normal audit fees and ab-
normal audit fees (DeFond et al. 2002; Mitra et al. 2009; Choi et al. 2010b) we used the es-
timated coefficients of the variable included in equation (1). The fitted value of audit fee
(InAF) was computed to be normal audit fee, and the abnormal audit fee (4bnAF) was meas-
ured by working out the difference between actual audit fee and normal audit fee (estimated
from equation (1). In addition, we used abnormal accruals (DA) as a proxy for audit quality
since it captures the quality of accounting earnings quality (Myers et al. 2003; Chen et al.
2008; Chi et al. 2009; Choi et al. 2010b). We performed the following regression:

DA =yo+7AbnAF;+ y,Assets; + y;Age;; + y,Growth;, + ysLagLoss; + ysROA,, + y;lssue;,
+93CF O, + yoBigd,, + yioNewAudit, + y, Tenure, + y;,LagTA,,+ X w Year

+ 2 {Indutry +v; (3)

Where, for firm i in year ¢ the variables are defined as follows :

DA = Discretionary accruals, measure by |DA| ~ DA™ and DA respectively;

AbnAF = Abnormal audit fee, actual fee minus normal audit fee;

Age = The number of years a firm has been listed;

Growth = Sales growth rate, net sales change from the prior year;

Lag Loss =1 if the firm reported a loss last year, and 0 otherwise;

ROA = Return on assets, net income divided by average total assets;

CFO = Cash flow from operation divided by lagged total assets;

NewAudit = 1 if the firm change the auditor during the year, and 0 otherwise;

Tenure = The number of years the firm audits by the same audit firm.
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3.3 Sample

As Table 1 indicates, on average, only 24.51% of listed firms disclosed audit fee infor-
mation during 2002 to 2008; the measurement errors from sample selection bias may account
for such a low rate. In preparation for adoption, audit fees greatly increased to 85.33% and
91.03% in 2009 and 2010. The procedure for selecting samples begins with the fee identifica-
tion sample of 4,055 observations for the research period. The number of observations for the
selected sample period (2002-2008) and complete sample period (2009-2010) are 1,877 and
2,178, respectively. We expunge financial-related industries data, incomplete data from DA
computations, and missing data of the control variables used in this study; a remaining total of
3,257 findings were surveyed.

4. Empirical Results

Table 2 presents descriptive statistics of the variables used. The mean (median) of Audit
fee (AF) of selective sample (Panel A) and the complete sample (Panel B) are $2,421,000
($2,617,000) and $2,919,000 ($2,998,000), respectively. Owing to a dearth in domestic audit
fee literature, this data may be used as reference for future research. Aside from higher Issue
and Growth for the selective sample, all other firm properties are insignificantly different be-
tween the two samples. Table 3 presents the Pearson correlation matrix, the bottom left (top
right) section introduces the selective sample (complete sample) audit fee disclosure for years
2002 to 2008 (2009 to 2010). Table 3 shows that the correlations between audit fee and other
variables are qualitatively similar across the two samples, which implies that the structural
change therein is not substantial.

Table 4 shows the regression results of the audit fee determinants, which include three
groups; selective samples, complete samples, and a combination of the two. Across testing
between the two samples allows for bilateral analysis, from which we determine the severity
of the potential structural change. The empirical results conclude that firm size (4sset, Empl),
complexity of operations (Subn), and high business risk (Loss) are crucial for audit fee pricing
in all three groups; which is consistent with prior studies (Choi et al. 2008, 2010a, 2010b;
Zerni 2011); Issue, however, does not notably influence audit fee. The correlations between
Big4 and audit fee: 0.301, 0.238, and 0.261, are all at 1% significance level. Consistent with
prior findings (Craswell et al. 1995; Choi et al. 2010a, 2010b), Taiwanese large audit firms
also enjoy audit fee premiums. Audit firms (Expert Firm) and partners (Expert Auditor) call
for higher audit fees when one therein has industry expertise, but cannot enjoy further premi-
ums when both (Expert Both) do. Lastly, when using either selective sample or complete
sample, initial audit fees are lower than successive years.

Table 5 displays the regression results of the affect abnormal audit fee has on abnormal
accruals. Empirical results show no significant relationship between abnormal audit fee and
abnormal accruals, irrespective of sample type. This finding is also consistent with DeFond et
al. (2002), in that no evidence shows unfavorable influence of abnormal audit fees on audit
quality. To further explore the relationship between auditor attributes and low balling behav-
ior, we incorporate Newaudit*Big4 and Newaudit* Expert Firm into regression analysis. We
determine if a difference exists in the low ball effect of initial audit fee and level of industry
expertise in audit firms; the empirical results are displayed in Table 6. Empirical evidence
shows that domestic small audit firms are incapable of raising audit fees upon completing an
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audit contract. Big4 firms, however, use low competitive pricing for canvassing new clients,
thereby enabling succeed audit fee increase (the coefticient of Newaudit*Big4 is negative and
significant, p value <0.01); industry expertise induces exception to this strategy (the coeffi-
cient of Newaudit*Expert Firm is positive and significant, p value <0.05). Aside from a sig-
nificant difference in audit firm/client negotiability, this implies that Taiwanese audit firms
with industry expertise need not rely on low balling strategies to campaign for new clients.
We also examine the self-section problem of auditor choice by using the Heckman (1979)
model and show the empirical results in Table 7.

The proxy variables for audit quality used in sensitivity analysis are reaching earnings
threshold, and auditors' propensity to issue going concern opinions. Avoiding negative earn-
ings (shown as slight positive earnings) and earnings decreases (maintained slight increase)
act as the most common earnings threshold indices (Burgstahler and Dichev1997; Degeorge
et al. 1999). We follow Careyand Simnett (2006) and Gul et al. (2009) to further test the rela-
tionship between abnormal audit fees and allowance auditors afford for earnings threshold
requirements. Empirical results (Table 8) show that abnormal audit fees hold no significant
relationship with earnings threshold (for avoiding earnings and losses) indices. Prior literat-
ures indicate that if firms are issued going concern audit opinions by auditors they also face a
drop in stock price, followed by loan difficulty, and further have going concern (Jones 1996;
Geiger et al. 1998). Auditors, as a result, also face to replace stress from clientele after issuing
going concern audit opinions. Following related studies (DeFond et al. 2002; Ruiz-Barbadillo
et al. 2009; Liu and Wang 2008), we set a model to analyze the relationship between abnor-
mal audit fee and going concern audit opinions focusing on financial distress firms; the re-
gression analysis results can be seen in Table 9. Empirical results also show that abnormal au-
dit fees and going concern audit opinions are statistically unrelated.

Regardless of using abnormal accruals (refer to Table 5), earnings thresholds (refer to
Table 8) or going-concern opinion (refer to Table 9) as a proxy for audit quality, our empirical
evidence does not support that abnormal audit fees diminish audit quality.

Our empirical results show the following: First, we find that audit pricing in Taiwan fol-
lows patterns very similar to those described in prior literature (Francis et al. 2005; Choi et al.
2008; Choi et al. 2010; Zerni 2011). In addition, although Big4 audit firms conduct low-bal-
ling strategy, this phenomenon disappears for Big4 auditors with industry expertise. This pa-
per thus holds academic value for Taiwan. Second, the cross-equation test of complete and se-
lected sample periods realizes an insignificant structural change therein. Future researchers
can disregard the potential sample selection bias of a selected sample period resulting from in-
complete audit fee disclosure. Finally, using various proxies for audit quality, abnormal accru-
als, earnings threshold, and auditors' propensity to issue going concern opinions, we find no
evidence to support the claim that abnormal audit fees impair audit quality. These results con-
tribute to understanding the relationship between economic dependency and audit quality.
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