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=4, 2599 (Litigation Exposure)ell wWet LOS 3} ZHARES 7ke] #Ao] AR f3o] nAe 94
(Line of Service) AAE 2+% One firm AR 3 BITAMHE 29 (3 (A FAH 2 B BAF
o A AA 24 = HZAL LOSA ZAHRA MuEl2a)d] we} zfelzt EA1E 4 it R
o 918 F8& 894 &oH, 53] One firm U3 2ol 714 3& AA 3t}
HARIS A5 S AL FAAA BT Al At
ol W A2 Holtk, AR, One firm +3 7 30 ARSI HIARAIE| 28] FA] A2
o] A5 WA ARG el whet AHRA S AR AR ZEe] fA] AR frE o] W]
el frelo] AA €t A G HIgAME 20 oo ot
Teog, TUMAEALS AN AR A& 9 2} zkol 7} Sl
S RIS e AAULS S0l AR A PAE 9HE BAG A%, AAUAS T} 255 A
kol frolatAl *7}3@4 AR FRE ARNE AR S(-)9 9% vA T das DAL 3 Ay - A -
SHE] - A2 (2014) el gk FASAZIEe] o F =YE 2011 o] Fol ZARARe _7(1"/] o2 Frketa ot webA ol

@ Ao 23E welehe
_I__;S]zs]— 2= olq_

AASIT H4s5H H1= 2016 22

A, ST} Sk Aol

AEel golow A AAHEAe

stehe ol gtk
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2taF - g - Mol
3.2 Y72y + B16FORN, + 3,,KDQ, + (3,3Small SIZE,
+ B,yOtherSIZE, + X YD+ SIND + ¢,
7V 12 AFs] e & dFddxe v (1-2)
(2012)9] AFEF S =zt 4 (1) 3JHARY
< Atk A (1- )—8— ARl 82 Bigd, o} 71A,
017@ firm, 7182 FE3 Zolx, 4 (1-2)= A AFee, P FARFEA T 27P] e
A %+8< GRI, GR2, 71 2 FEG gl Y =54
B Nondsel HAA% g feRe IndFee, = G MRS A2
(4)9] B GeRRE, BY Aele] papgen T SRR MOETIES
’ NonAS, td T HZAH| AR TS 2714 v
HIZAAR| 25 FAlo] Algote 747l ZALETE om =7
248 MIEL0] FAEE Aoln, FoI4d & NonASD, = M F PASI A B A H] 1S
()9 g EE AR S Aow Ao 1, ohyw 0:
e 2= g}, InNASFee, = tA% HIZAMMU] A 49] 24 23):
Big4, = td% ZARelo] BigeolH 1, o9 0:
AFee, = Gy + B,NonAS, + ,Bigh, + GyOnefirm, Ol = VAR B Onerirm (85, 37,
TG, AA, dY, oj@)od 1, ofy
+ Bydndsset, |+ BInvar, | + BExpr, w0
+ B;Lig,_y + BySales Grw,_y + ByLEV, _, GRl, = td% ARIo] &1 (Bigd, Bigd Al
+ B, ROA,_, + B AssetGrw, _, 9] 37 AR el 1, o9 0:
+ B1,Opinion, | + Bi3Loss, GR2, = td= ARl ag2(de, oF ¥
+ B, FirstAudit, + 3,; LARGE, ?}HQEO A, dEherd 1,
+ B1sFORN, + ,,KDQ, + f3,,mall SIZE, Indsset, | = t-19E FAAH] ARz
+ B,oOtherSIZE, + X YD+ X IND + ¢, Tnvar, _ = t-1d% Azt 2 vjEAd vE
(1-1) (A 24 A) /ZA
Expr, t-19% T3
AFee, = (3, + 3,NonAS, + 3,GR1, + 3,GR2, Lig, = t-19% FEH S (FEAY/FERA):;
SalesGrw,_, = t-1d%E wW&d JFE((F7]E=d-
+ By ndsset, |+ BsInvar, ;| + BLxpr, Ao 2el) /27| el ) :
+ BrLig,— + BgSales Grw, .y + ByLEV, LEV, = -9 % HAH) S (2R / 20
+ B ROA,_, + B, Asset Grw, _, ROA,_, = t- 1% FAPto|d & (7102 /4
+ B, Opinion, _, + By3Loss, —&%—X]—’;}) ;
+ B, FirstAudit, + f,,LARGE, Asset Gru,_, = t-18= IAPYFR((3713A0-4
13) SAREAL) ] A A RIS o] ages FRan. gy 253% 547t dFES ARt F a1FS TR
© Aol glong B AP 253% 1548 FolAl VIEFE Bt £A @t
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HIZAMB| 22| HMZ0| ZAREE njxls FE:

71% A [AA71F A

Opinion, | = t-19% A0l Aold 1, o
9 0;

Loss,_, = t-1d% S 7|9ed 1, ofUd 03

FirstAudit, = td% Z2EARICIA 1, ofYd 03

LARGE, = t{d% BEF UFF 19 A &8

FORN, = tdE BT = AR

KDQ, =t I2E 71l 1, ok 0;

SmallSIZE, = td%= 719 R7F a9l 1, of

Y 0:
OtherSIZE, = tA% 7|47 27t 718719 eld 1, of
Yd 0;

>YD = d=gn;

SIND = 2]

€ = ;ﬂ'i}ﬁo}.

NG9 FE(Indsset) = FAAY TR 4
AR m 3| = G e A S EAlo
71 el A etk AaAst 9 24 He
(Fwar) @ 2201 E(ROA) S A o t 3k

TR AYAT AHE W Ao, FEHE

7o 5

AIEe] 205 —’F QAJ UH%"JWXJ%(SM@S Grw

I FAIAE (Asset Grw )2 ARG A&
Y BAH] AsiA & Yol Eatatgith. FAfH]
E(LEV)Z FAu&o] £&55 2AIE] 37t
st ALESTE 71 o g7 v SAM R

A7sith. 24 (Opindon,)
& 9Tl 9e A 4 2
A 5 ( First Audit)© Z2EZAA] ARG} 8ol
ke ATl 23 s FANsR A
skt

;3 £
<
N
b
i
&~
S
vl

AASIT H4s5H H1= 2016 22

AFee, =

AFee, =

AFee, =

AFee, =

8 #d ol AR 5=

HIZAME|A REE SH2R

1919 A RS (LARGE)Z} =9 A E&
SAs= W

By + B, NonAS, + B,Big4, + B,One firm,
+ 8,NonAS, X Big4,

+ By NonAS, X Onefirm, + Controls

+ YD+ ZIND+ e (2-1)
By + B, NonAS, + B,GRL, + 3;GR2,

+ B,NonAS, X GR1,

+ B NonAS, X GR2, + Controls
+ X YD+ XIND +e¢, (2-2)
B, + B,NonAS, + (,Big, + B,DSS,

+ B,GR2, + B, NonAS, < Big4,

+ By NonAS, X DSS, + 3.NonAS, X GR,
+ Controls + X YD+ XIND+ ¢, (2-3)

By + B, NonAS, + 3,Big4, + B;O0nefirm,
+ B, DSS; + BysdGR2,

+ B¢NonAS, X Big4,

+ B;NonAS, X Onefirm,

+ BsNonAS, < DSS,

+ ByNonAS X sdGR2, + Controls

+ X YD+ ZIND+e, (2-4)
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o71A,

DSS, = td% ZAClo] 28] F BigdES A9 3
M AR F, A8, Algheld 1, ohY
9 0;

sdGR2, = t%= ARl AES A9l 152(3&

0:
YA W digk A 4 ()& F=22 AL

2] (2-1) 5] 2] (2-4)7HA] BAIHSQ NonAS
o} 7k 7K 39 A3 AR NonAS X [Bigd,

Onefirm, DSS, GRl, GR2, sdGR2])9] 3AAF
7F FA F(+)9 g UERH ARG 3 1)
HAME 25 FAldl| A|lFdhe 7 7 AR
& (Bigd, One firm, DSS, GRI, GR2, sdGR?)
o] ZAEA ] 718 ARIET S48t s 9
| g} 14

UW“‘OE 7Hd 3% AFs] g AR
o] 4 (3)3 2t} 4 (3-1)%E 4 (3-4)
%}é“ﬂd?‘ﬂ TazServ9t 7t ZARQ] 139 dw
&3 NonTaxServSt 2 7HA1Q1 8
o AAF7E AZ BE = YEE, 7-%}
I H A B 225 FAl AlFete 75l
3ol AtEsRE SHE ARED vlA|
o] H|ZIAMAH| 2] o e} ApHA o R T2
= As 9gnjd

ofie g RS
Lo O 12 o o X, rlo

rlr =~
o2

AFee, = B, + B, TaxServ, + B,Non TaxServ,
+ ByBig4, + 3,0nefirm,
+ By TaxServ, X Big4,

+ B¢ TaxServ, X Onefirm,

AFee,

AFee,

AFee,

+ B,Non TaxServ, X Big4,
+ BgNon Tax Serv, X Onefirm,
+ Controls + 22YD + 2 IND + e, (3-1)

= B, + By TaxServ, + B,Non Tax Serv,

+ 3;GR1, + 3,GR2,

+ 5 TaxServ, X GR1,

+ BsTaxServ, X GR2,

+ B;NonTaxServ, X GR1,

+ BgNon Tax Serv, X GR2, + Controls

+ X YD+ ZIND+ e (3-2)

= f, + B, TaxServ, + B,Non Tax Serv,

+ ByBig4, + B,DSS, + ;GR2,

+ B¢ TaxServ, X Big4,

+ B; TaxServ, X DSS,

+ BgTaxServ, X GR2,

+ ByNon TaxServ, X Big4,

+ By Non Tax Serv, X DSS,

+ By, Non Tax Serv, X GR2, + Controls

+ X YD+ XIND+ e, (3-3)

= B, + B, TaxServ, + 3,Non TaxServ,
+ B;Big4, + B,0nefirm,

+ 3, DSS, + BysdGR2,

+ B, TaxServ, X Big4,

+ BgTaxServ, X Onefirm,

+ By TaxServ, X DSS,

+ By TaxServ, X sdGR2,

4) o, A AR S 2AE A

H3igiet.

(2-4) A A=A
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HIZAMB| 22| HMZ0| ZAREE nlxls

+ B, Non TaxServ, X Big4,

+ Bi.NonTax Serv, X Onefirm,

+ Bi3Non Tax Serv, X DSS,

+ By, NonTaxServ, X sdGR2, + Controls
+ X YD+ ZIND+e, (3-4)

4714,

Tuzserv, = tdxd] F
%}Zﬂ%‘ﬂéf’_ 1, 0}‘4‘34 0:

NonTazserv, = tWEo] FY ZARIAA BA|F-AH]

3.3.1 AAtE e 33

2 ATfdM e ARG E ARG Ad 2 gk
(InAFee)d VA NTIALE T (abAFee) ] 2714 &
B2 St o71A, v AR wY
F#(2009)9 WS Fzste] o3t 2ol F435t
3| A4 o] gate] I
HEE S & 2] (5)9 2ol AA| AR
A S HAAESE e Fofl o] AA

=
WHEER o] WSS 2R sttt

InAFee, = 3, + plnAsset, | + 3,CONS,
+ ByInvar, | + B Expr, |+ BISSUE,
+ BsLig,_, + B;LEV,_, + BsOpinion,
+ ByROA, | + ByLoss,
+ By Sales Grw, | + 8,,BIGY,
+ BgFirstAudit, + (5, LARGE,
+ BisFORN, + B,:KDQ, + 3,;5mall SIZE,

AUt MasA M1Z 20164 28

Yot BIZAME|A RYE SHSR

+ B1gOtherSIZE, + 2. YD

+ ZIND+ ¢, (4)
abAFeet — (lnAFeeAdual Value __ lnAFeefredided Vblue)
/lnAFeeAduu] Value (5)
4714,
CONS, = td%= QZAATARE AT 719e™
1, ofyd 0;
ISSUE, | = t-19% 32 2 Abajate) zdolo] A9

3.3.2 2N %39 7

TANE FA] F3& a3t 2o] FEst

B
W58 Aolad,

o
@ Bigd = 1ol Bigd FAMI 1, ok
0.

fa

©@ One firm = ARl One firm(B =, 74,
|

>4, AA, Ad, ojdgAEA) o™ 1, ofy
9 Q.
Q@ GRI = #ARlel 251(Big4, Bigd A9 3

M AR el 1, oFU® 0,

@ GR2 = A0l 2728 o|&, 2, Ax,
A, oA, Ak A Q) old 1, o9 0.
©® DSS = Aol aF1 % Bigds A 3
M AR, A, Algtg A el| 1,

ol® 0

3.3.3 89 1%

B A e 20029 HE 20139744 f7154
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A E FIAGAE A7 & e 21s 9 @ NICEH7FH.(F)¢] KISVALUECA A%

Edhe 719S FRORE AF ST A w0 7Y

® ] (outliers) 2 ol 714 A1 ¢'0

D W39 I9ieha Belthel ohd 129 2
2719 ol 4 A% EEe A7E F 11,6017
@ 7Ahto] AR 719 A)'? 719 /AEolet, TG HEAGY Ay AFE
@ FHAAANRAR TS200004 Y B AgPE FES B2 JeiR Bhee] (E 13}
R B T L L 2

Panel A: 3% B

T8 N4/9%
2002 ~ 2013 f7ked 9 Z2" 471 22,920
14 (648)
129 Z241490] ohd 714 (1,932)
FINE (182)
Are] $70 B7Fsd 719 (7.057)
g2 Hol: 7)Y (1,500)
Az g= 11,601
Panel B: A4l #: &%

Aol 719/9 %=
Az 8.518
4] 429
o) 2 anjed 943
54 208
0 98 PEEA 2 AR 792
AEHTL 2 7% Aulzg 377
71e} 334
3 11,601

15)

16) #

AR A AL 39 o)Fo] WA adE A A=FAANE A FEhe Aotk Gt oz ARk SIAIe] T
E gl AR Ty Wi i 011*1 Al st

AR} v W0 Fho] A - 5M Hojuh= 9497H Z14/9xe} 7Hd 20 dig AEEIY A (2-1)& ARG
? r-student®] Hulgto] 25 %7} ]“* 5170 7]‘”/‘55—4 ol & 1,500/ 7N1/A=S RN A A (truncate)ste] A=
245
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V.

ey — |
ASEMZN

4.1 7|lesAi=

T8 HFEY 7|5 AFE ey (E 29 2
ot WA, JAESE AR EH ndFeed
17.908, $HY4+= 17.8220]|11, abAFeed HTS
-0.004, =% -0.003°]A}. th&o.2 v AL

Mu| 22 AW EA NondSDS] HHEE 0.261% &
A FARINA ZAHE- A HIZAXH 2 FA] ] A
%‘i}% 714E oF 26% HE=ATE 283 InNASFee

& 4.331°]190

7&/\}0& F3S AHEY Bigde Hite 0.554,
One firm® #Hi& 0.029°191, GRS H2
0.681, GR2 12 0.0890]%0em, DSSe| Hit
L 0.127°19 e vJAUI A 58 = TuzServd

lo,
‘;

045}

Yot BIZAME|A RYE SHSR

()l VA, abAFee 9= frol Q1 F(+) <]
AT, GRIE lnAFeeQ]— 491491
7F YDA abAFee 9= Fre
AN, GRI= lnAFeeq |9A9 &
7} ARAT, abAFee = F ok(
7} AT, DSSE InAFee ot f2l 40
AIZF AL, abAFee $h= B2 A o]t
PAMHI 2 F8 L TuxServSt NonTaxServ
nAFee 3 abAFee 9t 921 F(+)9 A
I THE, oleld ARBARAS e W
of mMAE FEFS A nedA E7] wEel
Astel 446l felelh ack

geom B ATl FRe A f2UE 2
NEge) Aolg BAG AT (E ol AN
o WA, IndFeed Wi S5 Bigd ) One
firm ) DSS = sdGR2 = 7189 £22 5%9
el Feldom Aol7b Wi, abAFee

SRR

=2

\1_m

]_

l
A
I

ujrt

.

Jgﬁ’ﬁ 0.12201911, NonTaxServ«] L 0.139 ﬁé‘ﬁ'ﬂ' %‘-CH‘)I\‘% One ﬁ'rmol "]"ﬂxl Z:L/‘}?_]T‘?:_‘EE]'
2 YEyitH 5% el A frold oz gttt
4.2 SEEAEAM 3 Ao A4t 4.3 317|244t

(£ 3)& & dFdA AMH = T8 HFE 1 4.3.1 714 19 ¥443
goi& AAHA RN AHRE AASta ek 1A,
MNESG InAFee 9 abAFees $2)AQ1 9k(+)9] A (£ 5 4 (1)< o|&stoq 7Hd 1+ H&3t 3]
7} AT T o 2 WAL 28] 7 NonASD Aot 17 WA | Panel Ax 7K #3S
&} InNASFeev B5 InAFee 2 abAFee® 9 Big4, One firm, 718t F-53 ZA$olt}, o] 5
Al F(+)e #AZE At a3 AR 73 Panel A-1< IARGF7L HIZAAH| A AF o F
= AU EY Blgde InAFee st A F(+)9] Q7S digk BAAT oIt NonASD, Sl 3]HAA
A7} AJA T abAFee = 19490 S(-)9 & Fe TH5HST) lnAFeeLQ]- abAFee“_ Age =
AZF A, One firme inAFeet 9948 & F 1% AT F949 F(+H)9 @S v
17) & A7oA Fde BE AT AT] VIFG-E ol 82 dA dobr ta34dA #Ae A2siA &ttt
AASoIT MasH ®M1E 20164 22 273



(F 2) 715842 (% #2837 11,6010 719/9%)
LEa Bt 1A S =9 A S EFHA
InAFee 17.908 17.505 17.822 18.172 0.574
abAFee -0.004 -0.110 -0.003 0.106 0.152
NonASD 0.261 0 0 1 0.439
InNASFee 4.331 0 0 14.914 7.301
Big4 0.554 0 1 1 0.497
Onefirm 0.029 0 0 0 0.168
GR1 0.681 0 1 1 0.465
GR2 0.089 0 0 0 0.285
DSS 0.127 0 0 0 0.333
TaxServ 0.122 0 0 0 0.328
NonTaxServ 0.139 0 0 0 0.346
InAsset 25.529 24.646 25.303 26.177 1.312
Ihwar 0.331 0.193 0.306 0.437 0.195
Expr 27.608 0.118 13.935 50.548 30.809
Lig 2.500 1.052 1.572 2.698 3.372
Sales Grw 0.131 -0.047 0.068 0.201 0.569
LEV 0.419 0.263 0.416 0.559 0.213
ROA 0.021 0.003 0.036 0.078 0.143
AssetGrw 0.125 -0.013 0.069 0.189 0.325
Opinion 0.997 1 1 1 0.046
Loss 0.227 0 0 0 0.419
FirstAudit 0.274 0 0 1 0.446
LARGE 41.279 29.330 40.710 52.490 16.589
FORN 6.022 0.050 0.810 6.090 11.384
KDQ 0.564 0 1 1 0.495
Small SIZE 0.414 0 0 1 0.492
OtherSIZE 0 0 0 0 0.027
o]7|1A, AFee, DR AR RA TS 27HA] WO R 54
InAFee, = tdE 7R S0 A7 gk
abAFee, = td = BAAAL RS
NonAS, t AT B AR A2 o} 2714 W o g z;é,,
NonASD, = tdx L ARl H]7]'/\]r}ﬂﬂ]/\e Azuom 1. ojUd (;
InNASFee, = t9% HZPAMAHI 2B QA= a5
Big, = tdx ZARle] B¢g4°l‘ﬁ 1, ol 0:
Onefirm, = td % 7FAlQlo] Bzg4e 1'1]9/]5]‘ Onefirm Ax, 23, %, AA], 44, o]d)olH 1, ofy4™ 0:
GRI, = tdE ZAfelo] 2% Bigd, Bigt A 37 7HA1e) 0@ 1, oplH
GR2, = td= ARl 1*2(“? °]§ 8, A% }1\_]‘?", T Agheld 1, ofUd 0
DS, - % 2Aj9lo] TEL F BigrE ASE 37 A A A@)eR 1, ohlwl o
Tazserv, = tdxo] 5 FARIA A FAH 25 7\*]*”‘9_‘5 1, olJ9 0;
Non Tazserv, = td o %?:_1 ZEALRIO Al B A A B A5 A gHkod 1, ofud™ (O
InAsset, , = t-19% Sk A2 gk
Invar,_, = t-19% Azt 2 il A4 vE (A nAE+ el &0 E) /ZAH
Ezpr, = t-19% FEH)8
Lig, = t-1d% F8H&( %%Z}“/Tor 5 )
Sales Grw,_, = t-14% vl&d JFE( “7]‘3}11"“ A7 &) /A7 Ed)
LEV,_, = t-19% FAu] & (FEA/FA
ROA,_, = t-1d% %XVJO]"—].%(%ﬂTO] °‘/J4;|b—x}*¥
AssetGrw,_, = t-19% FARIAE (G734 7152104 /471 220
Opinion, = t-19% 7HA}e] o] AAolw 1, OM?i 0;
Loss, = t-1d% S48 71909 1, oM 0:
FirstAudit, = td% 2E7EAlRlolW 1, o}l H (:
LARGE, = td& B g7 1% A&s
FORN, = tdE 255 950l A&E
KDQ, = td& 225 247]904 1, oF¥ 0:
SmallSIZE, = td% 7|47} F47]9014 1, o™ 0
OtherSIZE, = tQA% 7|ATFE7} 7IE7Idel® 1, ofy™ 0
> YD = Axgu;
SIND = 2|
€ = ?&i}i‘c}_
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s InAfee | abAFee | NonASD | [nNASFee |  Bigd Onefirm GRI G2 0SS | TaxSerer | NonTaxServ
InAFee 1
abAFee | 0375 1
NondSD | 0.193"* | 0.089"* 1
IoNASFee | 0217 | 0.094" | 0.996™ 1
Bigd 0.331" 1-0.034™* | 0.135™" | 0.146"" 1
Onefirm | -0.031"** | 0.048"* |-0.009 |-0.010 |-0.193" 1
GRI 0.264" 1-0.037"* | 0.094™* | 0102 | 0.762"*" [-0.254"" 1
GEZ - |-0.103"" | 0029 | -0.043"" [-0.047* |-0.350""* | 0.288"* |-0.459"* 1
0SS |-0125"F |-0.001  |-0.069"* |-0.075"* |-0.426"" |-0.066"* | 0.260"** |-0.119"** 1
axSerev | 0.068™* | 0.048™* | 0.627"** | 0.603"* | 0.066™* |-0.008 0033 |-0.036™* | -0.052"" 1
NonTaxServ | 0180 | 0.067* | 0.675"* | 0.693"* | 0.108"* |-0.003 0.088"* | -0.020 | -0.038™* | -0.150"" 1

F1) BEAZ]: 11,6010 719/9%
T2 B")Iloﬂ EHE]' }Suga <_u_ 2> n}—ﬁg—;i
F3) 1 1%Y FYFTAA AU (G

(E 4) ZAIRl S8y ZALE 9| Xlo|2AMZ o}
Bigd | Onefirm | DSS | sdGr, 718 ol na
L [OVS6455) | N340 | N=1476) | (N-908) | ON=2500 =
" Bt H B A u Duncan ANOVA | Kruskal-Wallis
(99 (Z99) (Z99) (99 (Z99) Grouping” (Fat) Test(x2)
18078 | 17804 | 17718 | 17703 | 17.663 C
IndFee | (79800 | 7799 | armn | anees) | ares | M| B|C|p|P| 60| 125223
0008 | 0038 | 0004 | 0002 0
bAFee | o9 | 0o | 0o | 0o | oo |B|A[B|B[B] U 14

F1) N BEI7|(V4/9%).

F2) sdGR2, = tA% ARl RS AYF T1F2(FE, o1&, 7, A%, i, ddhed 1, ofyd 0:
U A "] tigt e (F 2)8 32T A,
3) 5% T A)B)CIDS A E F.

ﬁ“~ = 1%9 fegadA AU (FEAEA).

BTt ole TY FARIS WA EI A AlF Al Hoe 8]y AAeldantz Qe gl &
HARS7E Fo Ao r ST 242 de|n e A2 uidt (A, 2012). whebA 7t
olglg A FY FAKRIo] ARG B A 12 AAH AT

H| 25 FAld Algste 745 A7} HIZHALE AT ASEA 23 vt 2o 1A, F
TR o|dHA] dom AARle] FYAel AEHY] SWST indFee,d 5l Indsset,_,, Expr,_,,

AUt MasA M1Z 20164 28 275



(X b) HIZAE|ATL ZALE S0l DfRl= Seol| ThEt 27=4 21

b (ohe

143

Panel A: 7ARIE
AFee,

Bigd, Onefirm, 7|E}2 F&3 2%
= B, + B NonAS, + B,Big4, + B;0nefirm, + B,lnAsset, |
+ BsInvar, | + BsExpr,_ + B;Lig,_, + BgSales Grw, _ + ByLEV,
+ 810 ROA, | + B AssetGrw, | + [1,Opinion, , + B3Loss,
+ B FirstAudit, + 5, LARGE, + (5,,FORN, + 3,,KDQ),

+ B15Small SIZE, + B1gOtherSIZE, + X YD, + 2 IND, + ¢, (1-1)
N = 11,601 Panel A-1 Panel A-2
g InAFee, abAFee, InAFee, abAFee,
Coef. (t-value) Coef. (t-value) Coef. (t-value) Coef. (t-value)
Intercept 9.319( 98.07)*** 0.370( 7.08)*** 9.338( 98.32)*** 0.380( 7.28)***
NonASD, 0.070( 11.99)*** 0.038( 11.73)*** — -
InNASFee, — — 0.004( 13.04)*** 0.002( 12.67)**"
Dig4, 0.094( 16.99)*** -0.004( -1.62) 0.093( 16.85)*** | -0.005( -1.76)"
Onefirm, 0.076( 4.97)*** 0.041( 4.89)*** 0.075( 4.95)*** 0.040( 4.86)***
InAsset, _, 0.343(111.16)*** -0.014( -8.74)*** 0.343(110.89)*** | -0.015( -8.99)***
Iwar, _, -0.020( -1.56) 0.047( 3.99)*** -0.020( -1.55) 0.029( 4.06)***
Ezxpr, | 0.283( 3.29)*** 0.073( 1.56) 0.282( 3.28)*** 0.073( 1.55)
Lig, _ | -0.029( -3.43)*** -0.005( -1.07) -0.030( -3.45)*** | -0.005( -1.08)
Sales Grw, _ | 0.031( 4.67)*** 0.004( 1.23) 0.031( 4.67)*** 0.004( 0.22)
LEV,_, 0.213( 13.03)*** -0.003( -0.35) 0.212( 13.00)*** | -0.003( -0.39)
ROA, _, -0.095( -4.06)*** 0.013( 1.05) -0.095( -4.07)*** 0.013( 1.04)
Asset Grw, _, -0.109( -0.21) -1.340( -4.70)*** -0.121( -0.24) -1.346( -4.73)***
Opinion, _, -0.144( -3.00)*** -0.015( -0.57) -0.143( -2.99)*** | -0.015( -0.57)
Loss, _, 0.011C 1.50) 0(-0.21) 0.011C 1.50) 0(-0.21)
First Audit, -0.052( -7.50)*** -0.001( -0.33) -0.051( -7.44)*** | -0.001( -0.26)
LARGE, -0.022(-14.25)*** 0.003( 4.13)*** | -0.022(-14.22)*** 0.003( 4.18)***
FORN, 0.035( 14.17)*** -0.002( -1.89)* 0.035( 14.08)*** | -0.002( -1.98)*"
KDQ, 0.005( 0.86) -0.011( -3.28)*** 0.005( 0.86) -0.011( -3.30)***
SmallSIZE, 0.065( 9.96)*** -0.007( -2.05)** 0.065( 9.89)*** | -0.007( -2.12)*"
Other SIZE, -0.411( -4.44)*** -0.273( -5.36)*** -0.415( -4.49)*** | -0.275( -5.40)**"
YYD included included included included
XIND included included included included
F-Value 1121.42*** 15.32*** 1124.95*** 15.98***
R’ 0.7767 0.0426 0.7772 0.0444
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HIZAMME|20] HS0| ZAREZ o|Xl= FE: ZAR RED HIZAKME|A RS SHCE
(E b) HIZAME|ATF ZAKE 0| olX|= dekof oSt 72 2ot OId 1 23) (L)
Panel B: ZA61E GRI, GR2, 7|E}Z &3t 7
AFee, = ﬁo + B, NonAS, + B,GR1, + ﬁ3GRQt + Controls + 2 YD+ 21IND + ¢, (1-2)
= 11,601 Panel B-1 Panel B-2
ey InAFee, abAFee, InAFee, abAFee,
Coef. (t-value) Coef. (t-value) Coef. (t-value) Coef. (t-value)
Intercept 9.239( 96.67)*** 0.371( 7.11)*** 9.261( 96.96)*** 0.382( 17.32)***
NonASD, 0.076( 12.98)*** 0.038( 11.79)*** - -
InNASFee, — — 0.005( 14.08)*** 0.002( 12.72)***
GRl, 0.065( 10.10)*** -0.007( -2.02)™* 0.064( 10.04)*** | -0.007( -2.08)**
GR2, 0.021( 2.10)** 0.011( 2.05)** 0.021( 2.12)** 0.011C 2.06)**
Controls included included included included
YYD included included included included
XIND included included included included
F-Value 1099.51%** 14.87"** 1103.12*** 15.53"**
R’ 0.7732 0.0413 0.7738 0.0431
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HIZAMB| 22| AMZ0| ZAREE| oAl I LAt

(E 6) HIZAMH|ATE ZALE 0l 0fX|=

L 0ofS}k
- OO

off chet ZAtRl w¥ Afolof chet

Yot BIZAME|A REE SH2

=

M 2 (O1E 2 43)

Panel A: ZAQ1&
AFee, =

Bigd, Onefirm, 7|E}2 T8 7%
B, + B, NonAS, + 3,Bigd, + B;0ne firm, + 3,NonAS, X Big4,

+ B, NonAS, X Onefirm, + Controls + 22 YD+ 2 IND + ¢, (2—1)
= 11,601 Panel A-1 Panel A-2
122 InAFee, abAFee, InAFee, abAFee,
Coef. (t-value) Coef. (t-value) Coef. (t-value) Coef. (t-value)
Intercept 9.350(98.37)*** 0.385( 7.36)*** 9.374(98.65)*** 0.397( 7.60)***
NonASD, 0.023( 2.38)** 0.015( 2.80)*** — -
InNASFee, — — 0.001( 2.55)** 0.001( 2.95)***
Big4, 0.078(12.69)*** -0.012(-3.67)*** 0.077(12.53)*** | -0.013(-3.86)***
Onefirm, 0.057( 3.29)*** 0.031( 3.31)*** 0.056( 3.23)*** 0.031( 3.26)***
NonASD, * Big4, 0.071( 5.74)*** 0.034( 5.03)*** -
NonASD, x Onefirm, | 0.088( 2.47)** 0.044( 2.24)** - -
InNASFee, X Big4, — 0.004( 5.98)*** 0.002( 5.22)***
InNASFee, *x Onefirm, — — 0.005( 2.58)*** 0.002( 2.34)**
Controls included included included included
YYD included included included included
XIND included included included included
F-Value 1066.55%** 15.25%** 1069.98*** 15.93***
R’ 0.7773 0.0446 0.7779 0.0466
Panel B: 7A€1S GRL, GR2, 7|B}2 &3 4%
AFee, = B, + B,NonAS, + B,GR1, + B,GR2, + 3,NonAS, x GR1,
+ B, NonAS, X GR2, + Controls + 2 YD+ 2 IND +¢, (2—-2)
N = 11,601 Panel B-1 Panel B-2
2=y InAFee, abAFee, InAFee, abAFee,
Coef. (t-value) Coef. (t-value) Coef. (t-value) Coef. (t-value)
Intercept 9.254(96.81)*** 0.376( 7.21)*** 9.279(97.11)*** 0.388( 7.44)***
NonASD, 0.038( 2.89)*** 0.024( 3.38)*** — -
InNASFee, 0.002( 3.07)*** 0.001( 3.54)***
GRl, 0.053( 7.45)*** -0.011(-2.87)*** 0.052( 7.35)*** | -0.011(-2.98)***
GR2, 0.021( 1.96)* 0.012( 1.99)** 0.021( 1.94)* 0.012( 1.98)**
NonASD, *x GRI, 0.053( 3.55)*** 0.019( 2.34)** - -
NonASD, x GR, -0.004(-0.16) -0.004(-0.35) - -
InNASFee, * GRI, 0.003( 3.72)*** 0.001( 2.47)**
InNASFee, x GR2, — — 0(-0.10) 0(-0.29)
Controls included included included included
YYD included included included included
XIND included included included included
F-Value 1043.43*** 14.31%** 1047.02*** 14.95***
R’ 0.7735 0.0418 0.7741 0.0437
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Panel C: #A1S Bigd, DSS, GR2, 7TEIZ FE3 4%
AFee, = 3, + 3, NonAS, + B, BIGA, + B,DSS, + B,GRe, + B, NonAS, % BIGH,
+ B, NonAS, X DSS, + B, NonAS, X GR2, + Controls + YD+ ZIND+¢, (2—3)

N = 11,601 Panel C-1 Panel C-2
e InAFee, abAFee, InAFee, abAFee,
sToe Coef. (t-value) Coef. (t-value) Coef. (t-value) Coef. (t-value)
Intercept 9.348(98.23) *** 0.384( 7.34)*** 9.373(98.51)™* | 0.397( 7.58)***
NonASD, 0.038( 2.90)*** 0.024( 3.38)*** — -
InNASFee, — — 0.002( 3.08)*** | 0.001( 3.54)***
Big4, 0.076(10.22)*** | -0.013(-3.25)*** 0.074(10.10)*** |-0.013(-3.38)***
DSS, -0.011(-1.13) -0.003(-0.62) -0.010(-1.07) -0.003(-0.58)
GR2, 0.023( 2.07)** 0.012( 2.01)** 0.022( 2.05)** 0.012( 2.00)**
NonASD, % Bigd, 0.056( 3.73)*** 0.025( 3.01)*** — -
NonASD, x DSS, -0.022(-1.01) -0.016(-1.30) — -
NonASD, x GR, -0.004(-0.17) -0.004(-0.35) — -
InNASFee, X Big4, — — 0.003( 3.87)*** | 0.001( 3.12)***
InNASFee, *x DSS, — -0.001(-1.08) -0.001(-1.34)
InNASFee, X GR2, — 0(-0.10) 0(-0.29)
Controls included included included included
YYD included included included included
YIND included included included included
F-Value 1010.85%** 13.97*** 1014.05*** 14.60***
R’ 0.7769 0.0428 0.7774 0.0448

Panel D: ZARIS Bigh, Onefirm, DSS, sdGR2, 7|E}& T-E3 A$

AFee, = 3, + B, NonAS, + 3,Big4, + B;Onefirm, + 3,DSS, + B,sdGR2, + 3;NonAS, X Big4,
+ B, NonAS, X Onefirm, + B,NonAS, X DSS, + B,NonAS X sdGR2, + Controls + YD+ XIND+¢, (2—4)
N = 11,601 Panel D-1 Panel D-2
] 2= InAFee, abAFee, InAFee, abAFee,
e Coef. (t-value) Coef. (t-value) Coef. (t-value) Coef.(t-value)
Intercept 9.346(98.30) *** 0.384( 7.34)*** 9.371(98.58)*** | 0.396( 7.58)***
NonASD, 0.038( 2.86)*** 0.024( 3.28)*** — —
InNASFee, — — 0.002( 2.97)*** | 0.001( 3.37)***
Big4, 0.080(10.66)*** | -0.011(-2.69)*** 0.079(10.53)*** | -0.011(-2.83)***
Onefirm, 0.059( 3.32)*** 0.033( 3.36)*** 0.058( 3.28)*** | 0.032( 3.32)***
DSS, -0.006(-0.66) -0.001(-0.26) -0.006(-0.62) -0.001(-0.23)
sdGR2, 0.023( 2.01)** 0.010( 1.58) 0.023( 1.98)** 0.010( 1.56)
NonASD, % Big4, 0.056( 3.64)*** 0.025( 2.97)*** - —
NonASD, % Onefirm, 0.073( 1.98)** 0.035( 1.72)* - -
NonASD, x DSS, -0.023(-1.02) -0.016(-1.29) — -
NonASD, *x sdGR2, -0.048(-1.76)* -0.026(-1.71)" — -
InNASFee, * Dig4, — — 0.003( 3.82)*** | 0.001( 3.12)***
InNASFee, x Onefirm, — 0.004( 2.09)** 0.002( 1.82)*
InNASFee, * DSS, — — -0.001(-1.06) -0.001(-1.30)
InNASFee, X sdGR2, — -0.002(-1.68)" -0.001(-1.64)
Controls included included included included
YYD included included included included
YIND included included included included
F-Value 965.53*** 13.95** 968.61*** 14.55***
” 0.7774 0.0448 0.7779 0.0468

F1) 22 11,6000 719/9%
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Panel A: ZHA1E
AFee, =

Bigh, Onefirm, 7|6t @ GRI,, GR,, 7|E}Z T8I 2%
By + B, TaxServ, + B,Non TaxServ, + B3Big4, + B,0Onefirm,

+ By TaxServ, X Big4, + BsTaxServ, X Onefirm, + B.NonTaxServ, X Big4,
+ ByNon TaxServ, X Onefirm, + Controls + 2 YD+ 2 IND + ¢,

AFee, =

By + B, TazxServ, + B,NonTaxServ, + B,GR1, + 3,GR2,
+ B;TaxServ, X GR1, + BsTaxServ, X GR2, + B;NonTaxServ, X GR1,

(3—-1)

+ BgNonTaxServ, X GR2, + Controls + 2. YD+ 2.IND + ¢, (3—2)
N = 11,601 Model (3-1) Model (3-2)
pe InAFee, abAFee, InAFee, abAFee,
Coef. (t-value) Coef. (t-value) Coef. (t-value) Coef. (t-value)
Intercept 9.360(98.30) *** 0.391( 7.47)*** 9.265(96.76)"** 0.383( 7.33)***
Taz:Serv, 0.011( 0.86) 0.009( 1.33) 0.039( 2.34)** 0.024( 2.70)***
Non TazServ, 0.036( 2.70)*** 0.021( 2.85)*** 0.037( 1.95)* 0.024( 2.55)**
Big4, 0.078(12.71)*** | -0.012(-3.65)*** — -
Onefirm, 0.057( 3.29)*** 0.031( 3.31)*** - -
TaxServ, % DBig4, 0.072( 4.36)*** 0.033( 3.64)*** - -
TazServ, % Onefirm, 0.140( 2.81)*** 0.075( 2.72)*** - -
NonduxServ, x DBigd, 0.067( 4.15)*** 0.034( 3.81)*** — -
NonTazServ, X One firm, 0.044( 0.98) 0.018( 0.74) - -
GRl1, — — 0.053( 7.48)*** | -0.011(-2.85)***
GR2, — — 0.022( 1.96)* 0.012( 2.00)**
TaxServ, X GRI, — — 0.040( 2.09)** 0.011( 1.09)
TaxServ, X GR2, — — -0.017(-0.50) -0.011(-0.58)
NonTuxServ, x GRI, — — 0.064( 3.06)*** 0.025( 2.24)**
NondaxServ, X GR2, — — 0.006( 0.19) 0( 0)
Controls included included included included
YYD included included included included
YIND included included included included
F-Value 988.92*** 14.30™** 967.27"** 13.39"**
2 0.7774 0.0449 0.7735 0.0419
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(E 7) 2Rl 70| BIZAMBIAT L ZALE 0] D|7<|E Aol CHE HIZAMME|A 7 Xtolof Chet
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Panel B: 7RIS
AFeet

S Bigd, DSS, GR2, 716} @ Bigd, Onefirm, DSS, sdGR2, 7|e}2 83 2
By + By TaxServ, + B,Non TaxServ, + B;Big4, + 3,DSS, + B, GR2,
+ By TaxServ, X Big4, + B;TaxServ, X DSS, + ByTaxServ, X GR2,
+ ByNon TaxServ, X Bigd, + (,,NonTaxServ, X DSS,
+ By NonTaxServ, X GR2, + Controls + 2 YD+ 2 IND + e, (3—3)

AFee, = B, + B, TaxServ, + B,Non TaxServ, + 3;Big4, + 3,0nefirm,
+ B,DSS, + BgsdGR2, + B, TaxServ, X Bigd, + ByTaxServ, X Onefirm,
+ By TaxServ, X DSS, + B,,TaxServ, X sdGR2, + (3,;NonTazxServ, X Big4,
+ B9 NonTaxServ, X Onefirm, + B,5Non TaxServ, X DSS,
+ B NonTaxServ, X sdGR2, + Controls + 2 YD+ 2 IND + ¢, (3—4)
= 11,601 Model (3-3) Model (3-4)
2=y InAFee, abAFee, InAFee, abAFee,
Coef. (t-value) Coef. (t- Value) Coef. (t-value) Coef. (t-value)
Intercept 9.359(98.17)*** 0.391( 7.45)** 9.360(98.28)*** 0.392( 7.48)***
TazServ, 0.039( 2.34)** 0.024( 2.70)*** | 0.041( 2.46)™* 0.025( 2.78)***
Non TuzServ, 0.037( 1.95)" 0.024( 2.31)*" 0.034( 1.75)" 0.022( 2.05)*"
Big4, 0.076(10.24)*** -0.013(-3.22)*** | 0.080(10.69)*** | -0.011(-2.66)*"
DSS, -0.011(-1.12) -0.003(-0.62) -0.006(-0.65) -0.001(-0.25)
GR2, 0.023( 2.07)** 0.012( 2.01)**
TuxServ, * Bigd, 0.044( 2.31)** 0.018( 1.70)* 0.042( 2.16)** 0.017( 1.58)
Tz Serv, X DSS, -0.063(-2.02)** -0.033(-1.93)" -0.066(-2.10)** -0.034(-1.99)*
TazServ, * GR2, -0.018(-0.53) -0.011(-0.59) - -
NonTuzxServ, % Bigd, 0.066( 3.15)*** 0.031( 2.66)*** | 0.069( 3.19)*** 0.033( 2.76)***
NonduxServ, x DSS, 0.007( 0.25) -0.003(-0.21) 0.010( 0.34) -0.001(-0.09)
NonlaxServ, * GR2, 0.006( 0.21) 0( 0.01)
Onefirm, 0.059( 3.33)*** 0.033( 3.37)***
sdGR2, — — 0.023( 2.00)** 0.010( 1.58)
TaxServ, X Onefirm, — — 0.110( 2.15)** 0.058( 2.09)**
TaxServ, % sdGR2, — — -0.106(-2.63)*** -0.059(-2.65)"***
Non bz Serv, X Onefirm, — — 0.046( 0.97) 0.017( 0.66)
Non'TaxServ, * sdGH2, — — -0.009(-0.28) -0.004(-0.21)
Controls included included included included
XYD included included included included
XIND included included included included
F-Value 919.38*** 12.84*** 863.63*"* 12.73***
R 0.7770 0.0430 0.7775 0.0454

F1) F2371: 11,6010 719/9%

F2) sdGR2, = tdE FARI0] JE AQT 2F2(F2, o1F, F2, AF, Bt asheld 1, ohdd 0;
ymA] W] tig AR (& 2)8 F2T 4.

F3) T 4 1%, 5%, 10%0] frelFEeld 4D (¥5EA).
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&2 Panel BAIA 4] (3-3)< o] &3] 74}
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9} NonTaxServ, X Bigs, 2] 3|AATE TE5HF
7V InAFee, %} abAFee,?] 7359l B5F 1249
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A= AL

o
pit

B oAl
(+ )9] s UrE]-”JE]' 0]'?(]”]' TaxServ, X DSS-/]
ﬂ:ﬁﬁ]}\t &7} lnAFeetﬂ' abAFee, ol A%
o 2% oAl =(-) 9] #ha Ve, Non Tazx Serv,
x DSS, 9] SHARE vl 283 Tax Serv,
X GRQth Non TaxServ, X G’RZ,-OJ IJAATE BF
Hfo] Aolgltt, olel g At Big7} HIZAA Y|
29 ARG S AR RE BTy 9lon, PSS
Aol AT 28l o] 715 Al 25
SThe A €09tk w3 Panel A9l 4] (3-2)°
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Q5o oA o2 Yehd o f= DSSe 9%
olgte As & Ut

PRl Panel BAIAM 4] (3-4)= K 4
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><Bzg4-/] s|IAATE £5H7) lnAFee,,?_] 735
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AATE HFdA . EF TaxServ, X DSS,
o] SAATE TEHGTTL InAFee, S} abAFee,Q 74
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2 TaxServ, X sdG’RZLﬂ IAATE W=7}
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T v F oIl
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& A WA 20 A 2 TS
49 F(+)e WA QAL AW IR B
A WABE AR A9l folde BaRS 2
AdA 2. AT AR5 A
BHE 5o WAL BAT AT w7
o} RS D AT Sl Ae F(+)e] B
A4< slady

AR E) 2 A2t

TET A Zele WAgel 24T + 3
o webd B d3e WA BAE eldsE] 4
2SLS A% o &sto] £ A< el el A
Ag FA89,

HA, B AR E 2E ] ARG 2SLSY
First Stage 7R 7AMA (2015) S 22319
o] 2 (6) 3 o] A skl

(First Stage)
InNASFee, = o+ o, RM1, + o, Big4,
+ «yZ_SCORE, + o,FORN, + a; LARGE,
+ ayROA, + o, MTB, + aglnAsset,
+ aySales Grw, + a(LEV, + oINS,
+ a1, INC, + 8,3 KDQ, + 3,,Small SIZE,

LAl YT} BZAMHIA REE SAoR
7_SCORE, = t% Zhang(2012)9] % 7 SCORE:*”
MTB, = td= BEF A7 i) 7R
INS, = td= WA ES TN gl
ING, = td% WAL midS AR R vReghs
el @] gk Aie 2 (1) 328 AL
a8 3 A (6)Y AAo]d%H L Roychowdhury
(2006)¢] W< ol&std SHatsinh. v o
HAFEEL thad 2 (7)3 Zo] FH80eH,
ok v AFAH &L v 4 (8)F 2ol &
ettt

CFO/JA, | = ay+a,(1/A,_)) +8,(S/4,_,)

+ B,(AS/A,_)) + e (7)

o71A,

CFO = t7] 99EEo2 AT 55 E

A, = 7] 712FA

S, =7 WEY:

As = t7] WjEY HIE(5 -5 )

e =71 HAY I9LFeR AT dFsE

DISEXP/A,_y = ay+ o (1/A4,_;)

+ 008, 1/4-1)+e (8)

+ 8,5 OtherSIZE, + e, (6)
A71A,
o] 714 DISEXP = t7] AZFAu]&;
RMI, = A% AAoldzg o (-1) x vFR 4, =71 71E2FAN
9RFBEF (1) x MR AFA S =R
wge] o =7 HE8 AR g,
0) o]zl Y& (H)= ‘”i]/\]?] 7] el v18d dddFsER v AFAH 8 44 (1) Foglth
21) 7 SCOREE Altman(1968)0] 2412 71del A% 99e F42 245 /oS Buolrh, & Apolie WA
(2015)% vE7IA 2 Zhang(2012) o] %438 Z SCORES AH8-slH, thaat o] ALttt
_ ., Net Income Sales Retained Farnings
Z_SCORE=0.3 Total Asset " Total Asset Total Asset
Working Capital Stock Price X Share Outstanding
12 Total Asset T 0.6 Total Liabilities
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(Second Stage)

AFee, = B, + BnNASFee, + (,Big4,
+ 3,0nefirm, + 3,DSS, + B.sdGR?,
+ B nNASFee, % Big4,
+ B nNASFee, X Onefirm,

502 2SLS¢ Second Stage dA1rgoez

v 2 A7 7H AR EFA A (1D)FE 4 (3)7)

219 By A7F ARgTh. ol o] 2SLSE

ol gate] £ A< 74 15H 7H 37 E AA

¢ 23, 71E OLSY A2} Axor 37
24 &

27 g4t 2 AFdAe AHIAY o + BdnNASFee, < DSS,
2 (9)F ogste] WA ARl E ddem 7k 2 + Byl nNASFee, X sdGR2, + Controls
£ %% 25LS BAAHTE AN LA B R )
(E 8) 2SLS Analysis : HIZAMME|AT} ZHALES0f| 0]x|= G0l Cist ZiAlRl &Y Rfolof chst
37=A 21 UM 2 E3)
ZHALCl S BLg4 Onefirm, DSS, sdGR2, 7 el2 23 3¢
AFee, = B, + BInNASFee, + 3,Big4, + B;0nefirm, + 5,DSS, + B;sdGR2,
+ Byl nNASFee, X Big4, + B InNASFee, X Onefirm, + B nINASFee, X DSS,
+ Byl nNASFee, X sdGR2, + Controls + 22YD + 2 IND+ ¢, (9)
W InAFee, abAFee,
(N = 11,601) Coef. (t-value) Coef. (t-value)
Intercept 10.247(37.46)*** 0.841( 5.96)***
InNASFee, 0.064( 4.42)*** 0.032( 4.32)***
Bigd, -0.022(-0.89) -0.064(-4.94)***
Onefirm, 0.047( 1.37) 0.026( 1.47)
DSS, -0.013(-0.72) -0.006(-0.62)
sdGR2, 0.016( 0.73) 0.005( 0.47)
InNASFee, x Big4, 0.005( 6.65)*** 0.003( 6.74)***
InNASFee, x Onefirm, 0.007( 1.82)* 0.003( 1.85)"
InNASFee, x DSS, 0( 0.35) 0( 0.40)
InNASFee, x sdGR, 0(-0.26) 0(-0.12)
Controls included included
YD included included
YIND included included
F-Value 251.47"* 4.59***
R’ 0.4770 0.0129
1) 2232710 11,60170 719/9=

F2) sdGR2, = tA% ZARlo] AEE
Uz g tig ARe (F 2)8 F2T AL

F3) M7k 19, 5%, 10%9) 215
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The Effects of Non-Audit Services on Audit Quality:
A Focus on Auditor and Non-audit Services Type

Hyeon-Ju Ra™ - Yong-Soo Kim** - Kyu-An Jeon***

Abstract

This paper analyses the influence of simultaneously offering non-audit services on audit
quality (audit fee). We conducted empirical tests on how different types of auditors influence
the relationship between simultaneously offering audit and non-audit services and audit quality
by categorizing different types of auditor.

Recent international trends focus on strengthening regulations against simultaneously providing
non-audit services for fear of them hindering the independence of the auditor. While there are
currently no country which specifically prohibits this, most countries only allow provision of
non-audit services within a limited category in which there are very little cause for conflict of
interests. A preceding research data puts forward contrasting results that assert that an audit
quality is unaffected and the simultaneous provision of audit and non-audit services adversely
affects an auditor’s independence and thus compromise the quality of the audit. Therefore, in
contrast to previous studies, this paper conducted empirical tests on the influence of auditor’s
provision of audit and non-audit services on the audit fee while also considering the type of
auditor and the type of non-audit services offered. Furthermore, unlike most existing studies,
this study separated between the types of auditor types depending on Big4, non-Big4 and the
Financial Supervisory Service and also took into consideration one firm type auditors characteristics
in the empirical test. We also analyzed the influence of different types of non-audit services in

the relationship between the simultaneous provision of audit and non-audit service and the
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audit fee. Non-audit services were divided into types such as tax service and non-tax services.
We selected total 11,601 firm/years from 2002 to 2013 as the samples, targeting non-financial
companies of December 31 fiscal year-end listed on the KOSPI and KOSDAQ of the 2013
year-end and have done an empirical analysis.

The main results of this study's empirical tests are as follows. First, simultaneous provision
of audit and non-audit services has a significantly positive influence on the audit fee. Second,
there is a difference in the level of influence exerted by the simultaneous provision of audit and
non-audit services depending on the type of auditor. For example, Bigd and One firm showed
significant and positive influence. While it also showed a significant positive influence of the
Groupl(GR1), Group2(GR2) showed no significant results. Division of Groupl(GR1) into Big4
and DSS (herein referred to as Local Big3) did not result in any significant results for DSS.
This is because the significance of Big4 largely influenced Groupl(GR1) overall and in practice,
despite DSS's ability to acquire audits, DSS does not divide audit and non-audit divisions like
the Big4 and One firm, there have been numerous cases where the same partner provided both
audit and non-audit services. Third, according to analysis of each type of non-audit services in
influencing the relationship between the provision of audit and non-audit services and the
audit fee, there were differences between tax services and non-tax services.

The current mandatory auditor designation system was introduced in January 1990 as a means
to protect investors and ensure the independence of the auditor from the free audit engagement
contracts. The system takes into considering the auditor's special features and divides a
number of auditors to the four groups. Then, the designated companies are allocated to the
auditors. From December 2014, an amendment was passed for the relevant legislation requiring
reasons for designations and this is forecasted to drastically increase the number of designated
companies. As there are ongoing discussions on improving the appointment method, including
through public hearings on February 2015, changes to the appointment method from categorizing
auditors based on their quality assurances need to occur. In 2011, Financial Services Commission
discussed improvement plans and basic auditor registration based on evaluation results and
filling out an evaluation criteria to enhance and ensure the independence of the external auditor.

Ultimately, securing transparent accounting and independence of auditors will help Korea
step one step closer to becoming a transparent and fair society. As reinforcement of non-audit
service related policies are being emphasized internationally, it appears to be the right time to
differentiate different types of non-audit services, introduce quality assurance systems to improve

independence of the auditor and study policy developments. It is hoped that the recently
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discussed mandatory auditor designation system improvement plans and new appointment criteria

based on different types of audits and other measures to secure the independence of auditors

become the most pressing directions.

Key words: Non-Audit Service, Audit Quality, Auditor Type, Non-audit Services Type
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