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T PFERE AL £ T % 5R 48 o LaFond and Watts (2008) I I h PIN &2 S H e §
PAREE FIREFOLAM > F 2 o PR DT EETAHFERRAE R
BRAFIEM G T2 0 F TP ﬁﬁ-ﬂ)imi“%‘%f TR LRI A A B g e
HBMIAFRLAERNE S f R .,/umg PR 0 518 PIN (e * #2050 B #8173 o Khan
and Watts (2009) 4 PIN & iF 5 £ ¥ A % $#f R g€ a2 — > n 2 @ Basu
(1997) -3l #ra frenflit § 32 R dp ik C Score » FEF AL -7 RF a3 §F
A AR EF R 'fﬁﬂ—_ E
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B2 T OE s & 4 4_P % (Botosan et al. 2004; Francis, LaFond Olsson, and Schlpper
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MPASTI RS OBEMBAT OGS > R T M AR FF R LT

4 B AFR B L 5 & A (Jensen and Meckling 1976; Watts and Zlmmerman 1986; Pittman
and Fortin 2004) > & %TE"::,‘Aﬁ‘ AR T A A Foss (SEC 2000) o

SR EMEF ¢RI A Q%wﬁm§$ﬁ°”é*£¥ﬁ§%$?§
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RBE > §FEEDPTATHFEEIZLLT T FUF KT ACHEIFEEZEEDIFY
“%\ﬁﬂ R E XU AR AR TIRF Z A chig it RS i%ﬂ?
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(2005) #4p £ ¥ G BAPBIE (2 FFFH  ARER 2 TAEREE) §RAT A
EEN R

FEAWERAE L R AR FTANETERE T &+ A@% M % (Easley and
O'Hara 2004; Leuz and Verrecchia 2005; Lambert, Leuz, and Verrecchia 2006) - ¥ § + > o
%E#%%%@EF%%%?WEﬁ%%*%ﬂﬂﬁ’”ﬁiﬁ%* %f?ﬁﬁ*
THEKE > PIRFTALNFOFRIEFNARFAEETANARE B TR
e (recognition) #2. & - i&m H 4c «3‘2 . E./)’?F » %M % % = & (Botosan and Plumlee 2002;
Francis et al. 2004, 2005) ; 48 F ¥ > F L F MR L NEFFHAT L5 FFRIG E > £
RERFATEOEIF TR PH AL FTATARES P G2 FEPRDFT &
(Bhattacharya, Daouk, and Welker 2003) -

CEEBE I EHEAABF LT REL TG E > 2 g DF ST A
i (Timan and Tureman 1986; Teoh and Wong 1993; Ghosh and Moon 2005) - 22 % + > i3
hfa® CREROEE RS FRKF FHFFT OG0 P LR @] 0 1Y
M2 % = & (Chow 1982; Watts and Zimmerman 1986; DeFond 1992; Pittman and Fortin
2004) ° %&?%%dﬁ@%@@mbﬁﬁﬁﬁéﬂﬁﬁ*%’%M%%Aﬁﬁﬁmlﬁ
Foa R T (A h) ARHE o TG (ARFTAEBRLKTA)
e F 3 ‘élmn~’&gvfaﬁA%ﬁ*Am&%im%%ﬁa,L‘%@
TE A AT RGER L FEE R SRS ES S § # (Titman and Trueman 1986; Leuz and
Verrechia 2000)

FUET VR RMBFEI RS (3 FBER ) 2 EFHREMDBRYE
ik (B b M) 9 & 5 % (DeAngelo 1981; Watts and Zimmerman 1986) » fe §_ >
ANEFTETRAZERBRR B AY }]?e rg 3 EF R 3347 R4 (Teoh and Wong 1993;
Francis and Wang 2008) ~ & % ix ﬁP (Ghosh and Moon 2005) ~ 3% /44 J& 3+ & (Francis et al.
1999; Chen, Lin, and Lin 2008) & % 3+ 7 # & ¥ % %_(DeFond, Francis and Wong 2000;
Chin and Chi 2009) i* % %3 S F S EHc > A2 — B RAp BRI A3018 ©

lAI > JEEE ~ TYCO ~ 42§k ~ Global Crossing ~ QWest ~ H 5L 3 A B Y St BRER S5 1142 1 7 Bl
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24 FilamBERE
241 GETERSEHBARE

ARG EBRTE GRS DF ST E SN EE S R A AR £ 97 1 (Do-
puch and Simunic 1980; DeAngelo 1981; Teoh and Wong 1993; Becker et al. 1998; Pittman
and Fortin 2004; Francis and Wang 2008) » "% i< § 32§ f L F A B enFi i 2 $#H4E 0 Fla
é‘é % M F & = & (Khurana and Rama 2004; Mansi, Maxwell, and Miller 2004) - A » & ¥
d S A EFFEBRTAPGEREET A HHEBLADLE > § AFINERDFTER
;y%,\ o

Rt b AR EREFLFEFAMOFTERER - R ALF S A F RS
STERE 3 & R 2R S 3] € 31 EF E 734 (Beatty 1989; Menon and Williams 1991; Teoh and
Wong 1993; Becker et al. 1998; Francis et al. 1999) ; #X & > IR 3 dp M A A D
Rio ~J¢FFEBTETEIRFDIFFEFTIRBHABEL DFHAEFT £
FHENFHAERET £ A v Fik- ¥ 03 (Bauwhede and Willekens 2004;
Khurana and Rama 2004; Ch01 and Wong 2007; Piot and Missonier-Piera 2007; Francis and
Wang 2008; Hope et al. 2009) -
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LA f T R R A TR % A E MR RS TR B
b A g EFE ATen B £ 2 o Choi and Wong (2007) 14 39 3 B & 7 F 3818 > #
F W HRE PEE R AR RERS SR #3 2t
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EREA BT S R AT SRR B AL 0§ FEETRE 4
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if@ﬁé%%?ﬁﬁ%ﬁ%iiﬁﬁé.i FIM o AEE R BF LB B
I 4 % 3 4 pr (Craswell et al. 1995; DeFond et al. 2000; Owhoso, Messier, and Lynch
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#“Wﬂ#m%m&iﬁ’ﬂmﬂéﬁﬁmﬁv e kWt LY R4
B R —— PR e b FERE S LB RPP PR
MLEFHEFR R A D B FIRLF P FAER R R VM EL Y - RO
(TS

PREZRHH (2000) F5 B P S AR A ARSI AR SE AN AR B SR TR CRUAERR - SRS A A A B
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‘r%ii‘%}’?"”“ﬂif%igﬁ;i%':‘- gl (bldep A2 - ki ] ) o =
T ot g xR A ERD S ARG PG b o FPL AR ii%/‘Aktas
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Fo i i AR (LEV) f’v:%#‘“ft 3 S JL*:%*MBF(SIZ@ GEFgamo LDy
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A (HEERFEEMNE I EEEE) 2+4) ) HnERPR 7 RRERAMEARA - HEEZTEN
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(1995) % & eig it {4 Jones 73] #7173 & % -4 & 3+ #c (Discretionary Accruals) 7 & ¥
B PRSI  R R A UL R TR FE P AR EE b B
AT Rl A G OGS R 2 3R 5 & Cohen, Dey, and Lys

(2008) it » B AFTHEERAERRGTS )N FEAL TERA DD L
P27 B (DAC) -

TAC=py+ 1 (1/ASSETS;;_1) + B> (AREV;,— AREC;) + }5PPE; + ¢, (5)
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3% P el i et S (AbsDA) > 175 §FR 3 A b B ey
R (Defond and Jiambalvo 1994; Francis et al. 1999; Frankel et al. 2002) » 12 pt 7§ % 2+ &
Feol A HBEAANFHFF 2 5 PEFTAIL B2 08 > Fpr a5
B R (LagDA) 175 R4 3R T Sl ¥ 008 5
8 (Accruals) 7T 5 A0 B rip 41 %8 RALF FASTEI ST hg izt an
T R R O I
324 BHETEFXEXR (SPE)

BARFFAEL TR LENEIEN  R1 4 A E- HREFEREL R Y
#A ¥ & F2 #1E (Nealand Riley 2004) « B 3 2 e+ A 2187333 B4 ¥ & 4 &

*‘m}&
[
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3 e - 2 A ¥ T k5 (Balsam et al. 2003; Dunn and Mayhew 2004; Chin and Chi
2009) © ¥ - 3 A% &£ F (Krishnan2003) » A 2 IR 72 peb ¥ 5 g £ ik 4
T4 ;i’lj%éﬁ-%;”-‘ri i;;g,_fq*—_ ﬁm‘s o 23
A¥L w FReard o R E TN B R AL AP MRS b
W R SN —«‘?\ﬁfrm A sb%ﬁiﬁbﬂﬁmax FEAFZFIAES T
fed v %‘m%*L DR EFTWI TR R 0 SR AL AR FP T
,Fid‘Qm»Lg = 5\ oxf Mz eh s s % 1(» b':" ﬁ?g@r g“ﬁ?ﬂ%?ﬁg FehiaE >
SR RICEAE ¢ R R R o T AT Y B PRI AL S Fun
E;Bg#\(Balsam etal. 2003) - Bt - FEAHT L AFTAFAPNL TG
PR A B 1;;%6’%ﬁ¢mzﬁ£%é%%ﬁﬁ?ﬁo
y et ’Ch1nandCh1(2OO9) I ERERTL AMERZAEE TI R AR S
FPHAFERZ BT P AR EFFFLAFERERE A NREETFF oS 20 AR
\ﬂﬁﬁiﬁm' EEVEFELEREFF O RMIFLERZP IS ZF N Flt > ipH
TR RERFFD FhEAL  RILBE § PN ET o ﬁ@&@&ﬁ%’
gwﬁ IEEFEFLR Eg&ﬁkaﬁ$%iﬁ FrEFEAE AR Y
g R E AT € 3 end [ 5 (MKTSHR) 2 78 = 58407

= “‘“" | \m}

Jik
ZNumiI'k
=1
MKTSHRy=————— (6)
ZZNum,,k
i=1j=
B THRIAEBRNAEFFRBA jILAP kG AL LAY rE
B ARk BALRNE AP I RON NS I LA SR R AR kAL
?%éﬁﬁ?&4mf%ﬁiﬁwp%k@§iﬁﬁ%“%P°9W?§ PR A
AL AE L ED EFE S U \_Laﬁ’»rﬁmg)"'ﬁ;ﬁé‘& A F g 5% R (SPE) ;
¥ o} ,g_L( )& g2 B AL ALEL RIF R SPE](SPE2) TE & o
A U

AR TR T TR M BT e AT
BigN,=a+ p\SIZE;+ pATUR,,+ ;QUICK;; + f4ROA;; + BsTL;;+ psLOSS, + ,CA;;
+ [sROA;; X LOSS,;+ ¢
PIN,= o+ B\BigN;,+ B, Tenure;,+ fsFollower,;, + fsLagDA;;+ BsSPE;, + fMB;, + f-LEV,
+ PSIZE;; + PoAGE + 10C _Score;;_, + fpriAccruals, + p1,Mills;,
+ Industry fixed ef fects +¢; (7)

PASOIRDUESE AR R TSR H S (ERESMIE -
PRSI LIREE E USRS A RERE R B E R UG CREER) - ERERSRAEOAR -
THERRSMHE N T ASORLIR et S AT S 5 -
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5\‘.\:’ ’

PIN  : Faz2fger d 5O cE @

BigN | m#E%#E - d S EFFERTAPRE 1 F 2503

Tenure : A ¥:EH > ¢ 32 € FFEAr9T 4 ¥ T (Tenure_firm) &£ € 3-F7 & 5 T 4
(Tenure_cpa) ;

Follower : mi#x¥# > ¥ 3 AP EP L g pFEnrapayF LEL 1> F

Al 0
LagDA @ » # B~ ¥ @2 #4400 it e
SPE PR F FABEVFIALERE SPEI=) ERE L AER

g (SPE2=1)> 2 RIZ 0
Accruals - “,; Rt EeE Wi
Mills : £ (3) ;4B m @z Mills & W ) o

HRETAEFFLAQ BN @)

3.3 fEpE

A2 122001 & 3 2008 &2 & H LD G SRR 28 %] 5| S rE
A EER D N AERFGE BFLEFERTER MBTHES RS - S FEL8 Y
Sl u#krﬁe o ¥ %ﬂf{ﬁ&ﬂﬂ S MIEE 2 >~ miEHE PIN £ C Score
B> 1 E @iFie- HEE Mills £t bl A 0 BB AEE 6,162 LB E - A

M-

ju)

p)

ALy B p & S ARSTIRAL (Taiwan Economic Journal » #§ # TEJ) p p < % (intra-day)
TOREEMAIETRE -

4. BEBER
4

1 R FERaRg R 207 P

ko Eﬁzn\%frr‘ "'T)a B2 SRR E M el T 4 2 0 Panel A ¢
Bgor PIN E iR £ 5 0.112 0 T 3528k (t’ > #) 5 0.135(0.123) > 22 4p B #° 7 &7
(Brwon and Hillegeist 2007; LaFond and Watts 2008; Chi et al. 2009) o 4 #* ~ 4| € 3 (7 % 7%
SN N I L 1%&%1732»4;12#&1*—& U P I A e
¥ aroreniz 8 (Tenure_firm) L 3am 3 2§ ’J-EFF # A T (Tenure cpa) = £ > = —‘ﬁ 7L i5
B (¢ =8)k) 4 WG 8.642(7.000) & 6.675(6.000) ; e FILE € 3EF B A g ¥ (Fol-
lower) T 38 0233 - ARER A2 - Lenthe A E 5 B 3 FF B A M RRG % 7 &
B oo LM R Bicz. 8B (A4bsDA) L 358 (¢ i;‘:gc) % 0.072 (0.048) » &R+ Fpen
AEee i (Bl BEFFFLiAES ﬁﬁ H FERE A 96.1% (6.3%) -

f&t‘;#d%‘ﬁt\ ot a 2 0 B - & hE C Score chiik+ B (0.784) 2 4&| &
(-0393) LB kB3 - HEL S 0183 T35 (¥ =#c) 5 0.143(0.145) > &2 4ph A= 3 #rr

SEEHERT IR 2000 5D - datR b EE [iiEE FARA Rl HINA S (intraday) Bk » FEFAGR S S BIUH
SRR ER > L 2001 ££2 2008 SRy A SO BFFERAR
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*® 1. BAEEBRE
Table 1. Sample Selection

TS
Firm-year Obs
JEER R bR 2 R AGRAR (2001 4£ 2 2008 4F) 12,306
Original sample excluded banking and insurance industry from 2001 to 2008
LilES
Exclude :
B ERA 2 (2,746)
Missing data for financial observations
PIN ;& w{H (1,577)
Missing data to calculate PIN
TR R ER A S (1,487)
Missing data for Auditor and Auditor Firm
HE Mills Z5ERE (334)
Missing data to calculate inverse Mills ratio
AR AR 6,162
Final sample
T2 FULHETRABEIRE (N=6,162)
Table 2. Descriptive Statistics and Correlation Matrix (N=6,162)
Panel A : Descriptive Statistics
Standard 25th 75th
Mean  Deviation Min Percentile Median Percentile Max
PIN 0.135 0.112 0.003 0.075 0.123 0.152 0.695
BigN 0.824 0.381 0.000 1.000 1.000 1.000 1.000
Tenure_firm 8.642 5.949 1.000 4.000 7.000 12.000 26.000
Tenure_cpa 6.675 4.330 1.000 3.000 6.000 9.000 18.000
Follower 0.233 0.423 0.000 0.000 0.000 0.000 1.000
AbsDA 0.072 0.076 0.001 0.021 0.048 0.094 0.431
SPE1 0.061 0.238 0.000 0.000 0.000 0.000 1.000
SPE?2 0.063 0.243 0.000 0.000 0.000 0.000 1.000
MB 1.497 0.989 0.243 0.826 1.221 1.871 6.192
LEV 0.385 0.157 0.019 0.268 0.385 0.494 0.929
C Score 0.143 0.183 -0.393 0.037 0.145 0.230 0.784
SIZE 15.183 1.179 12.724 14.325 15.068 15.881 19.194
Accruals 0.079 0.079 0.001 0.026 0.056 0.105 0.474

AGE 25.839 11.576 6.000 17.000 24.000 34.000 55.000
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A E 2 - The variables are defined as follows:

PIN

BigN

Tenure_firm :

Tenure_cpa

Follower

AbsDA

SPE]

SPE?2

MB

LEV

C Score

SIZE

Accruals

AGE

CEEANETRREET o B (D) AAEREME

The probability of an information based trade as the end of the year, calculated by equation (1);

CEEEEE > AR EEAIE BT AR 1 KR 0

A dummy variable, 1 for the company is audited by a Big 5(4) auditor firm and 0 otherwise;

GaT ST BT

Number of consecutive years since 1983 that the company has retained the audit firm;

D BRI e T A AT IIR

Number of consecutive years since 1983 that the company has retained the CPA (compare
leader partner and concurring auditors which one is longer);

D EE P AR AN RRSEBE I ENE R 1 K& R 05

A dummy variable, equal to 1 if Tenure cpa > Tenure cpa and 0 otherwise;

SRR BN

The absolute value of discretionary accruals computed using the Modified Jones Model;

DR E R ERERFEET R BRI - ERE AN 1 K

Ly 0

We measure market share using the total clients audited by a lead auditor (partner) within an
industry and then rank lead auditors in each industry by their market share and define the
lead auditor as a specialist at the partner level in an industry if the lead auditor is the largest
supplier in the industry. Finally, we set a dummy variable, equal to one if the lead auditor is
an industry specialist, and zero otherwise;

D DRIz gRH R ERERFEET R AR AR E RN 1 K

B0

We measure market share using the total clients audited by a concurring auditor (partner)
within an industry and then rank lead auditors in each industry by their market share and de-
fine the lead auditor as a specialist at the partner level in an industry if the concurring audi-
tor is the largest supplier in the industry. Finally, we set a dummy variable, equal to one if
the concurring auditor is an industry specialist, and zero otherwise;

o JRTRERS T (R LU0 e AR R MR T EL

The market to book ratio defined as market value of equity divided by book value of equity
at the beginning of the year;

D EfEEER > IR A ERRDIEEE

Total debt divided by total assets at the end of the year;

C R EE R o AR (20) AMEREM

The conservatism accounting indicator as the end of the year, calculated by equation(2);

CAEIRUE > IR A E AR

The natural logarithm of total assets at the beginning of the year;

COREERTEC

Total discretionary accruals;

/AT DAVACS o

Firm years in business
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i7 (Chi et al. 2009; Khan and Watts 2009) » 7 £ % & ¥ - F 4~ 55 TEFFr B3H%)
LAEREL o fF R B (LEV) 2 T ¥ofcdr ¥ 8t 5 03850 A hih i chlEm s § %
Ty ¢ e (AGE) S 25.839 0 v B0 ¢ 8240000 A AL E LD 5L Ak

BAZ B 25 E R g ¥ o
Panel B % Pearson #p i 2 8csert » A H % & chfp b 2 8c? > PIN @2 4

R L FP AT
Rz B RS FAAM - 2 5 3B A ZH (Tenure_cpa) | é? LB g EE f
(SPEI £ SPE2) en% ¥JR3% » FEf $Hird| T2 #HA2R 7 ¥ DR '*S LIRS ARL W

V¥ (AbsDA) #riFR g & 0 g % i AbsDA R “fﬁr‘%%‘“‘*’%“ 5 %‘r\;i 4 Panel
Bv M 33 % FTHFTAZHFORART & o 8 o a TR9TRH (BigN) 2 %75
stz 8 (Tenure firm) 8 28 pliEY TR 7 &grgeﬁ;ﬁ o BE 4 o

FRESEORR FRILEMB) A3 FTAFHERRAL S R RTHRES
BRIV Gl o BH L J}_;r_rﬂ? 2 “f]';ﬁa_yfi)i Y- 35 o —};gf—,ﬁ;?l,u (LEV)
B 15~ 2P RN (SIZE) i+ 112 A 2 PR (AGE) f £ 0 FE T AT WA G M
F ORI o b 2 pE LSS o g"iﬁfﬁ:z}“r*ﬁﬁs-(BlgN) B AP EY R Y
freM ik B (7)) g“é*iﬁﬁ%i Y APHRE - R BRI € T2 O 7 (Fol-
lower) R Bg % L 4p M > Bpom F = F Eﬁ&ﬂ“iﬁg?ﬁﬁ v 5 dw (T) A EAEATL g E o
d Panel B ¥ » ¥ 1 F IR F %\ E A Rfh e P o & d S FEBATAEPF o
d H E %ﬁtxﬁ& AP B l"‘ﬁi ﬁ;’;}i ’ ﬁxrﬁ I‘*ﬁ';:‘—,\ :ijz-wrﬁv]ﬁ‘ iz #p po g-‘J-EH;E_F— x #p
0327  Bgm p RSB BEAMAR?F °

4.2 R
4.2.1 %3@k§2§nfﬁﬂﬁ$%%ﬁﬁéﬁiﬁ:.ﬂ’f@ﬁﬁ'lii%ﬁﬂﬁﬁ
3 5 HAREFSAEFFERTET ﬁp—ﬁi&%@%ﬁiﬂﬁﬁf@%% o H-A 2
F’"ﬁPF’“g d o (7)) x4 :2te (5 )«iﬁ-“rﬁ#” ¥ (BNTNB) ~ 2tw (1) ~ #&
Hiw ()% &+ (NBTBN) M 2w (1) = ¢ 34973 jp# 4 (BNTBN) & 72 &
¥ o A ulRAR A 8] § 3 EF AT 3% § % IRF%(2 BNTNB ~ NBTBN * BNTBN
TR 2 ) S ¥ L LS PIN & (2) 2858 %“gt“#;fé# L# €3 Earrag 3 2
FERLET A HAARRE c BT 0 FLARF LA UECHFLHTL G RE FFP
EE o AR EET WA A BT 2@ NBTBN & & %= PIN & % A ¥ ch
o BB S @ BNTNB P27 & £ =08 PIN (& & 1 o B 55 o
NEHE P A E3% % (cluster company industry) ¥ F#& & X & {7 i 7~ 47 (Gow, Or-
mazabal, and Taylor 2010) & » & % 3 2 =4 ® ¥ MM > BNINB £ &£ R 2 PIN & &
TARRE o B o Fd e (7)< ?:wﬂl ()2t EFEDOTAD FFHARRH 4
BHF P ETTF TELABR AT AP S ERE . ¥ - S 5 > NBIBN 815 &
Bz PIN @) %8 % f 4Pk (f2#ci -0.030 » p-value<0.01) > &7 o7 dd o (7) *

”%5’Eé‘%tFa‘ﬂZ?FBFé%T%ﬁH%@%“ﬁEﬁ%%%@ 0.327 » Horr - SR AHRR (R B AR S TR ZE
M EREYZ VIF B SRS AEER 1.78 » AR5t S8R ny 2 M R e Bo 2
uEi D%
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’ 3. AESHAEBMREATHBEZEARER
Table 3. Regression Analysis of BigN and Information Asymmetry
PIN; =0+ \CHANGE ;+ P,SIZE, .\ + fsMBj 1 + PoLEV ;i1 + fsAGE;, .1 + BsAC _Score;, .
+ [PIN; + [;Mills; + Industry fixed ef fects+ ¢,
APIN,.\=a+B,CHANGE ;,+ BSIZE,,, \+ BsMBi. + BoLEV .\ + BsAGE ., + BAC _Scorei.
+ [,PIN;,+ [:Mills;,+ Industry fixed ef fects +¢;

Variable PIN, ., APIN, .
BNTNB NBTBN BNTBN BNTNB NBTBN BNTBN
INTERCEPT 0.411%%*%  0.413***  (0.4]13%**  (.258%*%*  0.261***  (0.262%**
(0.000) (0.000) (0.000) (0.000) (0.000) (0.000)
CEHANGE 0.049 -0.030***  -0.009***  0.038 -0.013 -0.017%**
(0.207) (0.000) (0.003) (0.342) (0.357) (0.000)
MB 0.008***  0.009***  0.008***  0.007***  0.007***  0.007***
(0.000) (0.000) (0.000) (0.000) (0.000) (0.000)
LEV 0.005 0.006 0.006 0.014 0.015 0.015
(0.643) (0.559) (0.549) (0.141) (0.122) (0.113)
SIZE -0.020%**  -0.020%**  -0.020***  -0.015%**  -0.015%**  -0.015%**
(0.000) (0.000) (0.000) (0.000) (0.000) (0.000)
ACE -0.000 -0.000 -0.000 0.000 0.000 0.000
(0.105) (0.111) (0.108) (0.326) (0.320) (0.342)
AC Score -0.086%**  -0.086***  -0.085***  -0.009* -0.009* -0.013%*
- (0.000) (0.000) (0.000) (0.083) (0.078) (0.016)
PIN 0.164%**  0.164%*%*  0.163***  -0416***  -0.416%** -0.4]19%**
(0.000) (0.000) (0.000) (0.000) (0.000) (0.000)
Mills -0.001 -0.002 -0.002 0.001 0.001 0.001
(0.493) (0.348) (0.405) (0.585) (0.734) (0.531)
Industry Included
N 4,910 4,903
adj. R* 0.136 0.136 0.136 0.151 0.151 0.152

FEIN A B A% White (1980) Eil cluster standard deviation FREE{fE /N B E S p (B 5 *** ~ **  *
SIHIZRINE 1% ~ 5%z 10%8E 7K AE -
Data in the parentheses are the two-tailed test p-values (based on White (1980) heteroscedasticity adjusted
standard errors and cluster standard deviation.) ***, ** and * represent 1%, 5%, and 10% significance lev-

els respectively.

A E 2% - The variables are defined as follows:
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PIN.i 0 KIAEERAEERERL - B (DS
The probability of an information based trade as the end of the next year, calculated by equa-
tion (1);

APIN,.,  * Fy PIN., Bl PIN, Z 72528 ;
The difference between pint+1 and PIN;

CHANGE : f1# BNTNB ~ NBTBN £ BNTBN ;
Include BNTNB, NBTBN and BNTBN;

BNTNB BRI Gt B Pt A SR AR S T R 1 SRR 0
A dummy variable, equals to 1 if the firm switches the audit firm from BigN to non-BigN, 0
otherwise;

NBTBN EEARZEHIER B GBS T R A SR AR B & E Ry 1 Bl 0
A dummy variable, equals to 1 if the firm switches the audit firm from non-BigN to BigN, 0
otherwise;

BNTBN @ EEEEAARI G TR EREEEREE R 1 SRR 0
A dummy variable, equals to 1 if the firm switches the audit firm from BigN to another BigN,
0 otherwise;

MB s IR T R R DA R SR A R R I
The market to book ratio defined as market value of equity divided by book value of equity at
the beginning of the year;

LEV D AR HPRHE SRR DA E
Total debt divided by total assets at the end of the year;
SIZE CANEIRUE > PRHEE AN E AR

The natural logarithm of total assets at the beginning of the year;
AGE NS DavAcS i
Firm years in business;
AC Score : TRt EatiirEiatE - K5 (20) HNAYJTiEETE C_Score » B N —HABE .2 7 528

The difference of conservatism accounting indicator--C_Score whcih calculated by equation

(2) —t+1~t;
Mills * DL Heckman (1979) ¥ H, &~ Ml B f2 et & Mills [z [E#1] (inverse Mills ratio) » FHES (3)
HAAFH e -

Calculate the inverse of the mills ratio using Heckman selection model (Heckman 1979).

EFFFERTARL  FTAIHFEF VPR T TG RFIL A ER
PR REDFF R T Lo RS g add e T)AERTELIASEREYE (T)
AE APt o &R 2 PIN ¥ BNTBN R B Eehf v M % ( fadikc s -0.009 » p-
value<0.01) » 42 T ¥ 2B 3P SR ERTF THTF {#H > HW R EETR T H
R HEaock cohekafr A » 2 FE2 éff%i 5 € HEF R AT
BT M EFE %5 F (Davis et al. 2000; Carey and Simnett 2006) ©

T2 PINRZ 82 PIN#3 52 4 B @& (APIN,)) it 5 %8 &- $#
ARLFEFFEBRTOEHTATHAFRADR LI L FRAEE - FPRUERS
PAFERIRELEFRFLS ) DEFIFHHPIN B o L 32 Y Ty
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H o % NBTBN B APIN, 2~ f o M OB F LT 0 > A ek 4 39 = ff =%
ﬂiRWé%%&iQﬁ%%m%—ﬁo”

oS8 6 0 23N HELSHEASEBERFI LT 5T RFhYE
g2 d R B FTHRPAE > Fla BFRF DT FERR AR - 2R
APEETAIHFEREF TR - BREAAZ LR ESIYP PINEEEF LM KT
LR N RT A LIAER > A F TR )f% er3 5 (LaFond and Watts
2008; Khan and Watts 2009) o & #p i PIN 822 X #p ern PIN E02 2 X #p PIN {8 cnsg b el
SERBFOL o fof v Mo IR TARE B A F IR o FHA T 0 L FER
24 E 13.6%00 1 o
422 BEtREHEENTHE

FALFPETETA HEMEL 2z 2 FRE 22 (D-Q 2 Q) DFEA
ihi ¢ R E A2 B T (Tenure_firm) 2 € 3-¢7 B A 28 (Tenure_cpa) 7§ 7 ¥k
Bod 2408 (DI @HFS T WFRBigN & PINF R 3% {49k (28 -0.060
p-value<0.1) » P F L FFd £Fe ()X 4F 0 TR HFEREP BFHRK S J
PENE X GRLEFCANEFFERTNFIET RN UETRY 5 R ERT
NAHEFRRLFTAFN 32 BHELAIEL4TFHEEE: A2 L pRUTR
PP DER > BF AR EFFERTT GG BRFFERTALERDE F S
7 & & (DeAngelo 1981) » £ FUET = 2 2k end 8 I PR B~ a0 P08 4E
RFARERVGRS AP SHESF FNEF AP L TR RNTL R R
Eta N UCEIRELE S S

¢ PR arir2 AP (Tenure firm) 2 PIN E X ¥ 2 APM > Br #4554 ¢
S GV ERTREAPIRE ) R FR L X T A HAER C BB FR G
2&?&%%5%5?@ﬁmﬁﬂ#@ﬁéﬁ%ﬁ%ﬁfhﬁkmwmddlmemwwd
Simnett 2006) - X ™ > ¢ 3-FF B A Hixdp (Tenure_cpa) 8882 PIN & &+ 4p B - & & i 53t
BEFKE A R AR S €N X 5 G s %2 B % endn 1R % 8k Follower &2 PIN
BRI EE LM (h#ks-0013 p-value<001) » x5 L ¥ 51 e 7 frm 2%
BATE B FRAHFRAEFRL - AL F LTI (FlLa
2002) B EHEEME AL F L EATARG 0 F A F FTENE T HE o B2
EEERRAhEY P FAFIRT A ARG TR Aen 5 T > v d Follower
B PINFRIERFLAM ST INEFEERNTEFFRA NI EFN > TAREE
R E o

A AFRBH R AR EEFELAI  FISTAL N ET 2P TR
FHFH iR o d P AT R G ST 3 BT S TR SRR
Ak (SPEI) S & & €37 (SPE2) 2 A% % 7% > B2 PIN R f 4p B » @ 4%
MFES QWP HUFRLEEFFAFEFFAE T AT HHAERE P L H M
FoAES AREEIESPE) S ARE T (L5 - @ ) »RIAEHFRE-

B E A ARSI -
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K4 FREREMAHEEFER
Table 4. Regression Analysis of Audit Quality and Information Asymmetry

PIN,=a+ pBigN,;+ p,Tenure; + psFollower;+ psLagDa;+ psSPE;, + fcMB,,+ f;LEV,
+ BSIZE  + PoAGE, + B10C_Score,+ f11Accurdsit+ B, Mill; + Inderstry Ftexeddect + ¢,

Variable (1) (2) 3) (4)
0.509%** 0.510%** 0.508%%** 0.509%**
INTERCEPT
(0.000) (0.000) (0.000) (0.000)
) -0.060* -0.060* -0.060* -0.060*
BigN
(0.086) (0.090) (0.085) (0.088)
0.001** 0.001**
Tenure firm
(0.026) (0.029)
T 0.001 0.001
r
enure_cpa (0.420) (0.428)
-0.013%** -0.013%**
Follower
(0.001) (0.001)
0.036* 0.036* 0.035* 0.035*
LagDA
(0.079) (0.075) (0.084) (0.080)
-0.009 -0.008
SPEL (0.101) (0.115)
SPE? -0.003 -0.003
(0.493) (0.492)
VB 0.008*** 0.008*** 0.008*** 0.008***
(0.001) (0.001) (0.001) (0.001)
LEV -0.009 -0.008 -0.011 -0.010
(0.498) (0.521) (0.404) (0.423)
-0.022%** -0.022%** -0.021%** -0.021%**
SIZE
(0.000) (0.000) (0.000) (0.000)
ACE -0.000%** -0.000%** -0.000%** -0.000%**
(0.010) (0.008) (0.022) (0.018)
-0.023%** -0.024%** -0.022%** -0.022%**
C Score

(0.001) (0.001) (0.003) (0.003)
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0.063%** 0.063*** 0.06] *** 0.060%**
Accruals
(0.002) (0.002) (0.003) (0.003)
] 0.034* 0.034* 0.034* 0.034*
Mills
(0.078) (0.082) (0.076) (0.079)
N 6162
adj. R? 0.075 0.074 0.076 0.076

FEIL A B A& White (1980)E# cluster standard deviation FEZEAE B/ G B EE %2 p {H 5 *¥** ~ **  J*
T3 AFITE 1% ~ 5%k 10%FEE7KHE - BEUEFRGT2MAR 2 Bk 3 -

Data in the parentheses are the two-tailed test p-values (based on White (1980) heteroscedasticity adjusted
standard errors and cluster standard deviation.) .***_ ** and * represent 1%, 5%, and 10% significance
levels respectively. For variable definitions please refer to Table 2 and Table 3.

i3 4 ¥ Chinand Chi (2009) — 3% > 7w & £ B F37 57 > 1§ € a4 i
BoohA R ESEFOMAL GGV AL RBREERL AT S OT R H

R -

_jt_ifé IEE i I Kfﬁ BB PINEE2ARFOL M2 3L
(MB) &2 8 3 3 8 (Accruals) e @ € 3 BB AR 2Z T A o @ & Fefiid ik
(C_Score) # PIN B R BgFenf w M %> L XEF ARG n M EF2 T2 fHfise
K > & 3% Khan and Watts (2009) ~ Chietal. (2009) %7 3 53k o @ & FRff ~ & = =
FRAEETFENEFDEPRES > AR EFTAA *’ﬁﬁiﬂfi"% Moo HEIEH D e - R oo
m it s s uER S 7 A s (cluster company-industry) 47445 % % (Gow, Ormaza-
bal, and Taylor 2010) -
4.2.3 EAIMYAIE
(1) pr=2dicZRE

DR R AR LE 2 FMERE T #-3 B R F
2008) - 'ﬂ o kv o 2P in B R (B E R
AEERRE Y OR)) v fFERcAl ¢ o i - AR

FOEAE R I ETF g free g o

BREEILFE R R foc iR [F*J%_P E¥ 3tz o @572 % B (Srinivasan 2005; Arthaud-
Day, Certo, Dalton, and Dalton 2006; Desai, Hogan, and Wilkins 2006; Collins, Masli, Reit-
enga, and Sanchez 2009) ; # # > Arthaud-Day et al. (2006) ¥ Desai et al. (2006) % 3 & F¢
FMARFEARFEL L T BT DT w M %5 Collins et al. (2009) ¥ Srinivasan (2005)

RIA Sl fe AP0 £ 25 BRI RN Y & fedk PN E T 2 P AL M2 MBI > TR

A~ —m|

B S 1+?)*L&;‘“T"‘J"“"I‘" Szl § %"b’?%z&??ﬁ% it m’tﬁﬁ'éi&ﬁﬂfﬁg ’
BEFEE PTG LR « 0 P A D 1 I A B KR P

WEE R E A ARESRR - AL BNABERAER AT B AR E RS AT B R e B
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7 4 F Y (Kaplan 2008) ~ & % ”5;%* »x (Maury 2006) 22 3% F 4 -3 42 & (DeFond and
PMQNM)P”“%ﬁvﬁﬁé ﬂ CEFEP 2 FIFF R FREIFED
WA R B H G E LTI BA L A PP o Tt A UF I E R R
5= 4 (Top_change) v 5 2 P R Hes — o Y E IR B 8% el T BHRAS
Bl wiphd o

g2 é/]%ftﬁ?’,l‘/. ETET R AT ERGE 2 A%k RETT 25K
i A E FlEEFF A 2 /i » @ % F3EF (Patton and Baker 1987; Jensen 1993; Johnson and El-
Istrand 1998) = # @ - Patton and Baker (1987) £ Jensen (1993) % 45 ) » & ¥ £ # T8¢
BAfFEdd > Vi hpr p L2 flFnEmEIT 20yl afTEFE2EH44 £
i T E2E *B%k R Ao A RIFLEATAEREE (R¥E L
—%‘Dual 1; # ,?0) ]FPF’—4}E/pﬁ'§€&y7?ﬁpilim'iq/ggﬁ AR UPRE I Fd
%T%ﬁi#?zﬂﬁﬁﬂi el o ke IO R R (Cohares) B &£ P 31
EE R 4}_%? VIR B P SEY P *rs/\ﬁwﬁ;%c’ ,%%‘LA’ ;’ﬁ“rle’:l\‘mﬁl
W BHE G BT -

SEEerit o A o o PSR S A7) S 21 e TR AT

PIN,,=py+ p1BigN;;+ prAudit Tenure;,~+ [3LagDA;;+ PsSPE;+ sMBj,+ s LEV i+ p7SIZE;
+ sAGE; + oC Score;+ BipAccruals;,+ 1, Top_change;;+ B,Dual;+ f13Mills;,

+Industry fixed ef fects+¢; (8)
e
Top_change : % I'¥ ¢ LF & 6 = ¥
Dual iiﬁ%ﬁx’%’”ﬁ“i%{f&%@ﬁﬁé1:2@;%0:
C share DNIRA AF AL o

B gTak (D
FREFFIT A S fpRAIt L 4 e jife e % > Mf TELAEERZ AR €3
FRAc S MF M JALORR AR P F R 2 0t B PR T RS
T RBE2ZIETESETEL L - R 270> v 0 Top_change ¥ C shares ¥ i+ #
WEPINGE (v EEHF F,xi%&,&p'g pvalue<0.1) - &7 3 g ¢ i &k £ &
= fegr p ““#ﬂ"%v’ REFH P FTAOTARG  TF £ 8552 (Dual) B 22
PIN FE¥ B3 & %zt b chjp b % o
(2) TG EF DT
F A A e P E i a “z MR ML R AR D 2 AR A
(BNTNB ~ NBTBN £ BNTBN) % %t % 3 {*@; L T s S 0 gy 0y
BRAZPRER. S FFHI <] gﬂéﬁiﬁb’ﬂzd Al g Rt Ay (BNTNB)
TR R R M (2 bl R ER 0 F 2 0 A g PR
W A g AT A P (VBTBN) » b 4 § 35 FF £ A0 ehyL il 8 R T30 7 H4L
ﬁET%:6%“WdP%Wmi# FTAAHEREPRAEDAFH > v - FRESE
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®S5. FINAIR - FETRERENTEE

Additional Analysis of Audit Quality and Information Asymmetry

PIN,,=py+ p1BigN;;+ pAudit Tenure;,+ [3LagDA;;+ PiSPE,+ sMB;;+ psLEL;+ ,SIZE;
+ sAGE, + oC _Score,+ froAccruals;,+ 1 Top_change + By, Duali;+ B3 Mills;q

+ Inderstry fixed ef fects +z¢;

Variable (D) 2) 3) (4)
0.473%** 0.475%** 0.472%** 0.474%**
INTERCEPT
(0.000) (0.000) (0.000) (0.000)
. -0.060* -0.060* -0.061* -0.060*
BigN
(0.080) (0.084) (0.077) (0.081)
0.001%** 0.001%**
Tenure_firm
(0.011) (0.012)
T 0.001 0.001
7
enure_cpa (0.337) (0.344)
-0.014%** -0.014%**
Follower
(0.000) (0.000)
0.035%* 0.035%* 0.034* 0.035%*
LagDA
(0.087) (0.082) (0.092) (0.087)
-0.010* -0.009*
SPE1
(0.068) (0.079)
-0.004 -0.004
SPE2
(0.389) (0.378)
e 0.008%** 0.008%** 0.007%** 0.008%**
(0.001) (0.001) (0.001) (0.001)
LEV -0.012 -0.012 -0.014 -0.014
(0.342) (0.363) (0.267) (0.284)
-0.023%** -0.023%** -0.022%%* -0.022%**
C Score
- (0.001) (0.001) (0.003) (0.003)
SIZE -0.020%** -0.020%** -0.019%** -0.020%**
(0.000) (0.000) (0.000) (0.000)
AGE -0.000%** -0.000%** -0.000** -0.000**
(0.007) (0.006) (0.017) (0.014)
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0.060%** 0.060%** 0.058%* 0.058%*
Accruals
(0.003) (0.004) (0.005) (0.005)
_— 0.002 0.002 0.001 0.001
op cnange
p_CHANE (0.127) (0.127) (0.170) (0.170)
0.001% 0.001% 0.001% 0.001%
C shares
- (0.069) (0.076) (0.063) (0.069)
20.001 20.001 20.001 20.001
Dual
(0.705) (0.731) (0.752) (0.778)
Mills 0.034* 0.034* 0.035% 0.034*
(0.073) (0.077) (0.069) (0.073)
N 6,148
adj. R? 0.076 0.076 0.077 0.077

LM B 4% White (1980) Efl cluster standard deviation ZEEEA[E B\ G EEL 2 p {H 5 **% ~ **  Je*
T3 HIFRTE 1% ~ 5% K 10%FEE7KHE -

Data in the parentheses are the two-tailed test p-values (based on White (1980) heteroscedasticity adjusted
standard errors and cluster standard deviation.) .*** ** and * represent 1%, 5%, and 10% significance
levels respectively. 588 E$s © The variables are defined as follows:

Top_change * NFRE=FFHEBHERER - FERHH BB R R
The turnover of the director of board ~ CEO or CFO in the recent 3 years;
C shares  * NEBARHESRPEL |
The ownership Concentration of insiders;
Dual CAFIEERERRMEERE R 1 ek 0
The director of board also plays the CEO role;
HA# e SRR 2K 2 Bk 3 -
For other variables definitions please refer to Table 2 and Table 3.

(A%%) %7 »BNINB st A & { w06 - #2883 Ecn PIN Bipdie » & LB ¥ 1 2
(pvalue<0.10) 5 B L0 2% A E AP o TR HAEM % 7B BT
<Al g FEFEBRTOAPIR > B F IS BT 5 @ NBTBN fofk & vt g =
G- EWA EPPINGE T UERE T EARE o AL B AR KR B
5 » BNTBN 2 %% %W%Tﬂqiﬁ%@iﬁﬁ’%éﬁ E 2 FHH WA T
o B (pvalue<0.10) e FHEEF e L F £ 3 SR RO
(B) MAFELEFPH PR A DFIE R

Solomon, Shields, and Whittington (1999) #-2 ¥ % 3+ E; FEAE ARG R “T3n
CEPFRAEL G 2B Eap I B AT EF AR - R o
S AR R T RRA T AEL A g LR R P
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*“%iiﬂ?ﬁﬁ*%%ﬁiéﬁﬁﬁé%%%“¢3ﬂ$°%ﬁ”iﬁ%&%i
AFam by FRFE2 (FRA2 2242 4) > 22 F4EE2 v‘%&i&:’%ﬁﬂé%ﬁﬁ.ﬂ_
& I (Balsam et al. 2003; Krishnan 2003; Neal et al. 2004) 3+ & € 37 B £ 03 ¥ & Foo

i 5 Krishnan (2003) s#7 3 > 1 5 2 ¥ & ReDE 2 40 o » BRIk € 3 F a7

= 5 [ A 5 Y _\ .
Zoembagnt FE sy o \-&r"f :
Jik Jik
PS;= ZNum,jk/Z > Numg
j=1 k=1 j=1
Hd ,

’ Lb?’t\f‘*ili;‘[‘, E‘f”i;fi"r o i“_,t_l]g-,rﬂ R ";15[:751‘9;]}
A XL RO AR 22y
(#gﬁ*#\ﬁj’i‘@'}i 2.3y ) oA giﬁ7’i%#fﬁﬁf%jﬁo
(4) M EFEFERTYE A LS

_kug LEFE Z-»Lrvﬂ,%;iﬂ;k;—,{i g;gv\ ~Fip%(%§iz\>}ffﬁa’y1ﬁ
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FOI AN L EF AR MR A LR S F P E 2 T A £ E Fo B
PIN Z 2 4phd it A3 F K o Pl e 6 > PIE A 4 RS- R
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AT g ERARFFSTET AR B M o BERY §FF TR
AP El s PR EREF VT HALE RIEE %‘f“" T X TE KR LR
u]F’Iz&g;J—Q);Jc FAMBEEFRRIPF (PIN) > 75 R £ £0T A7 HHELR 4
o RS VSTETA HHDE ZM N Fé*?jgﬁ,@v‘)ﬁ%—L/;%i L
HFEFA B R FTA GRS EH AL Far LA g3 Eas, L34
@i?%*ﬁ %mfm%Lw?OQ‘ SEAT O FHA T AT AT B
BEVSTRFEUTAIHFRAE TN S 28 A g3 FERrhT st T
FRH gt :}.éf o
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P RGP ETLiond e (I)~FnELEs R AT (7)) F9T4
PR A7 ¥ B33P ST ERRFHT L TR ETRT Hfa
ARETFHEFORE cBREFAFAMER L > LIFED 2 %lﬁg&ﬁiﬁ%@ﬁ
WIS TR 1 4F % 3 & (Davis et al. 2000; Carey and Simnett 2006) < (= ) ## §d F
S PTG ARG B ER L E TR R BB PP
WP A E S FL I G T L R },%— ik (Davis et al. 2000 ; Carey and
Simnett 2006) o @ 3 E A E L 4 PISEEEF B A 2 2 (FlD 9 2002) 0 A2 v
BFEFH AL A LRy 0 B TR HAARR N F R o e
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EFAHFAR T TR EFH TR o BT ngpg&%%%¢¢
F A HAEAER o (2) 2 Chinand Chi (2009) 3 - R > 4 8% F7 1§ €3
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(I) BIEEIA PR FAF S L2 P ‘”“ﬁf“” FH® ’béi‘aﬁiq——m‘ méﬁﬁi)ﬁ
ﬁ"{g —; ’ 7"?;%—'? 7 W’F'Tmfs 4-/1:# F‘ 7 ‘J’ﬁ?— 4 4_;«#.%'4-5 F‘
B HAT T @ YR At X L g*iﬁijz}wsb § o “§ 6
ﬁ%’“gﬁﬁﬁmﬁaw?’%:£%°*Q7ﬂmbwmipwdﬁﬁﬁ
%Mﬁ*% SRHNE ST AR G H0 T 0 Y RBPRT A FRL ¥
ﬁéﬁﬁzﬁm%% *?mp"?ﬂ%lfﬁﬁ“ R R R R
74’épﬁu. FPEFEM LR BF ARG P ERTTT GG PE
HATLRNE F3 & & ¢ (DeAngelo 1981) 0 A FIE T 2 2 E kehd B b R
ﬁﬁﬁéﬁéﬂ%ﬁ PP A FEARIE TR LG EE R o 23 B 5T
AN Aty #uzﬁwwﬁﬁwpagJw¢hmuﬂ%&o$¢4¢b#1HW@
RN RAE S UL L TR HA R R
d 3% PIN &6 5 et 2 £ A0 7@ TR ER EE T FHLEF £
FREER QLAY 2T U ERA KA &%Hmewﬁi’uﬁP§E
ERELT AL P ERES NELARAEY o V- 35 A HFREF G
PEERE L GG TR IR > ek g'mﬁ;; IR FE IR E
ﬁiﬁ%%ﬁﬁiﬂ’a%k—ﬁﬂ7?ﬁi%:{ﬁiéﬁ@$F2?U%%iﬁ
A PR ERAROFPETLAR - HEHFET

SENR

s fat

FERHRAEE 02007 (SHT R EFFERTESETE RS QK PR
ek BEF-N 2 Mo AASERA 2 BT ) 0 2007 €3 IAT A E o

ZHERCHRE 2004 (FFECEEPEPHFIE I T A TR eN L RRE
1) o (€3i=H) 0 ¥ 38 15980 F o

SEAR T 0 2008 0 (F RS T FA S AP SEE A TR BEMRE) o B4

120



C. Wang, Y. Chang, & K. Lin/Taiwan Accounting Review 8(1) (January 2012):89-140

BB EFELTANRE LG o

Mg ~FE R 2008 (FREPAFBEFTEF22BF) (A1 gHhp gy
F) H 61 5% 68 67106 F -

FEE -MBH I E#E 2011 (EFFTABMBEFTATHFE: kpF3 Fal
Hh) o (EAFET) R ATER 1 H 14549 F o

Flia 220020 (BGFA S EWEBERLHFMHMGE2TT) 0 (E355F4) 0 %
358 1129 F -

Fl% ~ 25502008 (grfraageiaatdemy) » (F2Fm)
27 5% 44 1128 F -

Fhu 22000 (gFErandirs FE2 PP EATERFR) ML E ¢
FEALTANERR LG o

(w.

References

Admati, A. 1985. A noisy rational expectations equilibrium for multiple asset securities mark-
ets. Econometrica 53 (3): 629-657.

Aktas, N., E. D. Bodt, F. Declerck, and H. V. Oppens. 2007. The PIN anomaly around M&A
announcements. Journal of Financial Markets 10 (2): 169-191.

Almutairi, A. R., K. Dunn, and T. Skantz. 2009. Auditor tenure, auditor specialization, and in-
formation asymmetry. Managerial Auditing Journal 24 (7): 600-623.

Amihud, Y., and H. Mendelson. 1986. Asset pricing and the bid-ask spread. Journal of Finan-
cial Economics 17 (2): 223-249.

Arthaud-Day, M. L., S. T. Certo, C. M. Dalton, and D. R. Dalton. 2006. A changing of the
guard: Executive and director turnover following corporate financial restatements. Acad-
emy of Management Journal 49 (6): 1119-1136.

Aslan, H., D. Easley, S. Hvidkjaer, and M. O'Hara. 2008. Firm characteristics and informed
trading: Implications for asset pricing. Working Paper.

Azizkhani, M., G. S. Monroe, and G. Shailer. 2009. The value of Big 4 audits in Australia.
Working paper. University of N.S.W.

Baber, M. B., and Y. T. Lee, Y. J. Liu, and T. Odean. 2009. Just how much do individual in-
vestors lose by trading? Review of Financial Studies 22 (2): 609-632.

Bagehot, W. 1971. The only game in town. Financial Analysts Journal 27 (2): 12-22.

Balsam, S., J. Krishnan, and J. S. Yang. 2003. Auditor industry specialization and earnings
quality. Auditing: a Journal of Practice and Theory 22 (2): 71-97.

Barry, C., and S. Brown. 1985. Differential information and security market equilibrium.
Journal of Financial and Quantitative Analysis 20 (4): 407-422.

Basu, S. 1997. The conservatism principle and the asymmetric timeliness of earnings. Journal
of Accounting & Economics 24 (1): 3-37.

Bauwhede, V. H., and M. Willekens. 2004. Evidence on (the lack of) audit-quality differentia-
tion in the private client segment of the Belgian audit market. European Accounting Re-

121



C. Wang, Y. Chang, & K. Lin/Taiwan Accounting Review 8(1) (January 2012):89-140

view 13 (3): 501-522.

Beatty, R. 1989. Auditor reputation and the pricing of initial public offerings. The Accounting
Review 64 (4): 693-709.

Becker, C., M. DeFond, J. Jiambalvo, and K. Subrahmanyam. 1998. The effect of audit qual-
ity on earnings management. Contemporary Accounting Research 15 (1): 1-24.

Bedard, J. 1989. Expertise in auditing: myth or reality? Accounting, Organizations and So-
ciety 14 (1-2): 113-131.

Bhattacharya, U., H. Daouk, and M. Welker. 2003. The world price of earnings opacity. The
Accounting Review 78 (4): 641-678.

Boone, J. P, I. K. Khurana, and K. K. Raman. 2008. Audit firm tenure and the equity pre-
mium. Journal of Accounting, Auditing and Finance 23 (1): 115-140.

Botosan, C. 1997. Disclosure level and the cost-of-equity-capital. The Accounting Review 72
(3): 323-349.

, and M. Plumlee. 2002. A re-examination of disclosure level and the expected cost-

of-equity-capital. Journal of Accounting Research 40 (1): 21-40.

, and . 2007. Are information attributes priced? Working Paper, University
of Utah.
, and ,and Y. Xie. 2004. The role of information precision in determining

cost-of-equity-capital. Review of Accounting Studies 9 (2-3): 197-228.

Brockman, P., and D. Y. Chung. 2008. Investor protection, adverse selection, and the prob-
ability of information trading. Review of Quantitative Finance and Accounting 30 (2):
111-131.

Brown, S., and S. A. Hillegeist. 2007. How disclosure quality affects the level of information
asymmetry. Review of Accounting Studies 12 (2-3): 443-477.

, , and K. Lo. 2004. Conference calls and information asymmetry. Journal
of Accounting and Economics 37 (3): 343-366.
, , and . 2009. The effect of earnings surprise on information as-

ymmetry. Journal of Accounting and Economics 47 (2): 208-225.

Cairney, T. D., and G. R.Young. 2006. Homogeneous industries and auditor specialization: an
indication of production economies. Auditing: A Journal of Practice and Theory 25 (1):
49-67.

Callahan, C. M., C. M. C. Lee, and T. L. Yohn. 1997. Accounting information and bid ask.
Accounting Horizons 11 (4): 50-60.

Caramanis, C., and C. Lennox. 2007. Audit effort and earnings management. Journal of Ac-
counting and Economics 45 (1): 116-138.

Carcello, J. V,, and A. L. Nagy. 2004. Audit firm tenure and fraudulent financial reporting.
Auditing: A Journal of Practice and Theory 23 (2): 55-69.

Carey, P., and R. Simnett. 2006. Audit partner tenure and audit quality. The Accounting Re-

122



C. Wang, Y. Chang, & K. Lin/Taiwan Accounting Review 8(1) (January 2012):89-140

view 81 (3): 653-676.

Causholli, M., and R.W. Knechel. 2006. Lending relationships, IPOs, and the effect of auditor
quality on the cost of debt. Working Paper.

Chaney, P. D., D. C. Jeter, and L. Shivakumar. 2004. Self-selection of auditors and audit pric-
ing in private firms. The Accounting Review 79 (1): 51-72.

Chen, C. Y., C. J. Lin, and Y. C. Lin. 2008. Audit partner tenure, audit firm tenure, and discre-
tionary accruals: does long auditor tenure impair earnings quality? Contemporary Ac-
counting Research 25 (2): 415-445.

Chen, Jui-Pin, and Chung-Yuan Hsu. 2008. The effect of disclosure level on the cost of equity
capital. Soochow Journal of Economics and Business 61 (6): 67-106. (in Chinese)

Chen, Q., I. Goldstein, and W. Jiang. 2007. Price informativeness and investment sensitivity
to stock price. Review of Financial Studies 20 (3): 619 - 650.

Chi, W. C., C. W. Liu, and T. C. Wang. 2009. What affects accounting conservatism: A cor-
porate governance perspective. Journal of Contemporary Accounting & Economics 5 (1):
47-59.

Chi, W, and C. C. Wang. 2010. Accounting conservatism in a setting of Information Asymm-
etry between majority and minority shareholders. The International Journal of Account-
ing 45(4): 465-489.

, L. A. Myers, T. C. Omer, and H. Xie. 2008. The effects of audit partner pre-client
experience on earnings quality and perceptions of earnings quality: evidence from Ta-
iwan. Working Paper.

Chin, C. L., and S. Y. Chi. 2009. Reducing restatements with increased industry expertise.
Contemporary Accounting Research 26 (3): 729-765.

Choi, J. H., and T. J. Wong. 2007. Auditors' governance function and legal environments: An
international investigation. Contemporary Accounting Research 24 (1): 13-46.

Chow, C. W. 1982. The demand for external auditing: Size, debt and ownership influences.
The Accounting Review 57 (2): 272-291.

Chung, H., and S. Kallapur. 2003. Client importance, non-audit services, and abnormal accru-
als. The Accounting Review 78 (4): 931-955.

Cohen, D. A., A. Dey, and T. Z. Lys. 2008. Real and accrual-based earnings management in
the pre- and post- Sarbances-Oxley periods. The Accounting Review 83 (3): 757-787.
Collins, D., A. Masli, A. L. Reitenga, and J. M. Sanchez. 2009. Earnings restatements, the
Sarbanes-Oxley Act, and the disciplining of chief financial officers. Journal of Account-

ing, Auditing and Finance 24 (10): 1-35.

Core, J. 2001. A review of the empirical disclosure literature: discussion. Journal of Account-
ing and Economics 31 (1-3): 441-456.

, W. Guay, R. Verdi. 2006. Agency problems of excess endowment holdings in not-
for-profit firms. Journal of Accounting and Economics 41 (3): 307-333.

123



C. Wang, Y. Chang, & K. Lin/Taiwan Accounting Review 8(1) (January 2012):89-140

Craswell, A. T., J. R. Francis and S. L. Taylor. 1995. Auditor brand name reputations and in-
dustry specialization. Journal of Accounting and Economics 20 (3): 297-322.
Datta, S., M. L. Datta, and A. Patel. 2000. Some evidence on the uniqueness of initial public
debt offerings. The Journal of Finance 55 (2): 715-743.
Davis, L. R., B. Soo, and G. Trompeter. 2000. Auditor tenure, auditor independence and earn-
ings management. Working paper. Boston College, Chestnut Hill, MA.
DeAngelo, L. E. 1981. Auditor size and audit quality. Journal of Accounting and Economics 3
(3): 183-199.
Dechow, P. M., R., G. Sloan, and A. P. Sweeney. 1995. Detecting earnings management. The
Accounting Review 70 (2): 193-225.
DeFond, M. L. 1992. The associations between changes in client firm agency cost and auditor
switching. Auditing: A Journal of Practice and Theory 11 (1): 16-31.
, and M. Hung. 2004. Investor protection and corporate governance: Evidence from
worldwide CEO turnover. Journal of Accounting Research 42 (2): 269-312.
, J. R. Francis and T. J. Wong. 2000. Auditor industry specialization and market seg-
mentation: Evidence from Hong Kong. Auditing: A Journal of Practice and Theory 19
(1): 49-66.
, and M. Jiambalvo. 1994. Debt covenant violation and manipulation of accruals.
Journal of Accounting and Economics 17 (1-2): 145-176.
Desai, H., C. E. Hogan, and M. S. Wilkins. 2006. The reputational penalty for aggressive ac-
counting: earnings restatements and management turnover. The Accounting Review 81
(1): 83-112.
Dhaliwal, D. S., C. A. Gleason, S. Heitzman, and K. D. Melendrez. 2008. Auditor fees and
cost of debt. Journal of Accounting, Auditing and Finance 23 (1): 1-22.
Diamond, D., and R. Verrecchia. 1991. Disclosure, liquidity, and the cost of capital. Journal
of Finance 46 (4): 1325-1359.
Dopuch, N., and D. A. Simunic. 1980. The nature of competition in the auditing profession: A
descriptive and normative view. In Regulation and the Accounting Profession: 77-94.
Dunn, K., and B. W. Mayhew. 2004. Audit firm industry specialization and client disclosure
quality. Review of Accounting Studies 9 (1): 35-58.

Dye, R. 1993. Auditing standards, legal liability, and Auditor Wealth. The Journal of Political
Economy 101 (5): 877-914.

Easley, D., and M. O'Hara. 1987. Price, trade size and information in securities market. Jour-
nal of Financial Economics 19 (1): 69-90.

, and . 1992. Time and the process of security price adjustment. Journal of
Finance 47 (2): 577-606.
, and . 2004. Information and the cost of capital. Journal of Finance 59

(4): 1553-1583.

124



C. Wang, Y. Chang, & K. Lin/Taiwan Accounting Review 8(1) (January 2012):89-140

, , and J. Paperman. 1998. Financial analysts and information-based trade.
Journal of Financial Markets 1 (2): 175-201.
, N. Kiefer, and . 1997. One day in the life of a very common stock. Re-
view of Financial Studies 10 (3): 805-835.
, , and J. Paperman. 1996. Liquidity, information, and less-fre-
quently traded stocks. Journal of Finance 51 (4): 1405-1436.
, R. F. Engle, , and L. Wu. 2008. Time-varying arrival rates of informed

and uninformed trades. Journal of Financial Econometrics 6 (2): 171-207.

, S. Hvidkjaer, and . 2002. Is information risk a determinant of asset ret-
urns? Journal of Finance 57 (5): 2185-2221.

, , and . 2010. Factoring Information into Returns. Journal of Fi-
nancial and Quantitative Analysis 45 (2): 293-309.

Ellul, A., and M. Pagano. 2006. IPO underpricing and after-market liquidity. Review of Finan-
cial Studies 19 (2): 381-421.

Fan, P. H., and T. J. Wong. 2005. Do external auditors perform a corporate governance role in
emerging markets? Evidence from East Asia. Journal of Accounting Research 43 (1):
35-72.

Fernando, G. D., R. J. Elder, and A. M. Abdel-Meguid. 2010. Audit Quality Attributes, Client
Size and Cost of Capital. Review of Accounting and Finance 9 (4):363-381.

Firth, M., and A. Smith. 1992. The accuracy of profits forecasts in initial public offering pro-

spectus. Accounting and Business Research 22 (Summer): 239-247.

Forsythe, R., F. Nelson, G. R. Neumann, and J. Wright. 1992. Anatomy of an experimental
political stock market. American Economic Review 82 (5): 1142-1161.

Francis, J., and D. Wang. 2008. The joint effect of investor protection and Big 4 audits on ear-
nings quality around the world. Contemporary Accounting Research 25 (1): 157-191.

, E. Maydew, and H. Sparks. 1999. The role of big 6 auditors in the credible report-
ing of accruals. Auditing: A Journal of Practice and Theory 18 (2): 17-34.

, R. LaFond, P. Olsson, and K. Schipper. 2004. Cost of equity and earnings attribu-
tes. The Accounting Review 79 (4): 967-1010.

, , and . 2005. The market pricing of accruals quality.
Journal of Accountlng and Economics 39 (2): 295-372.

Frankel, R. M., M. F. Johnson, and K. K. Nelson. 2002. The relation between auditors' fees
for nonaudit services and earnings management. The Accounting Review 77 (Supple-
ment): 71-105.

, and X. Li. 2004. Characteristics of a firm's information environment and the infor-

mation asymmetry between insiders and outsiders. Journal of Accounting and Economics
37 (2): 229-259.
Ghosh, A., and D. Moon. 2005. Auditor tenure and perceptions of audit quality. The Account-

125



C. Wang, Y. Chang, & K. Lin/Taiwan Accounting Review 8(1) (January 2012):89-140

ing Review 80 (2): 585-612.

Glosten, L. R., and P. R. Milgrom. 1985. Bid, ask, and transaction prices in a specialist market
with heterogeneously informed traders. Journal of Financial Economics 14 (1): 71-100.

Gow, I. D., G. Ormazabal, and D. J. Taylor. 2010. Correcting for cross-sectional and time-
series dependence in accounting research. The Accounting Review 85 (2): 483-512.

Hail, L. 2002. The impact of voluntary corporate disclosures on the ex ante cost of capital for
Swiss firms. European Accounting Review 11 (4): 741-773.

Hammersley, J. S. 2006. Pattern identification and industry-specialist auditors. The Account-
ing Review 81 (2): 309-336.

Hasbrouck, J. 1991. The summary of stock trades: an econometric analysis. Journal of Finan-
cial Studies 46 (3): 571-595.

Healy, P., and K. Palepu. 2001. Information asymmetry, corporate disclosure, and the capital
markets: A review of the empirical disclosure literature. Journal of Accounting and
Economics 31 (1-3): 405-440.

Heckman, J. J. 1979. Sample selection bias as a specification error. Econometrica 47 (1):
153-162.

Hope, O. K., T. Kang, B. Wayne, and Y. K. Yoo. 2009. Impact of excess auditor remuneration
on cost of equity capital around the world. Journal of Accounting, Auditing and Finance
24 (2): 177-210.

Jaffe, J., and R. Winkler. 1976. Optimal speculation against an efficient market. Journal of Fi-
nance 31 (1): 49-61.

Jenkins, D. S., and U. Velury. 2008. Does auditor tenure influence the reporting of conserva-
tive earnings? Journal of Accounting & Public Policy 27 (2): 115-32.

Jensen, M. C. 1993. The modern industrial revolution, exit, and the failure of internal control
systems. Journal of Finance 48 (3): 831-880.

, and W. H. Meckling. 1976. Theory of the firm: Managerial behavior, agency costs
and ownership structure. Journal of Financial Economics 3 (4): 305-360.

Johnson J. L. and A. E. Ellstrand. 1998. Number of directors and financial performance: a
meta-analysis. Academy of Management Journal 42 (6): 674-686.

Johnson, V. E.; 1. K. Khurana, and J. K. Reynolds. 2002. Audit-firm tenure and the quality of
financial reports. Contemporary Accounting Research 19 (4): 637-660.

Jones, J. 1991. Earnings management during import relief investigations. Journal of Account-
ing Research 29 (2): 193-228.

Kaplan, S. N. 2008. Are U.S. CEOs overpaid? The Academy of Management Perspectives 22
(2): 5-20.

Khan, M., and R. L. Watts. 2009. Estimation and validation of a firm-year measure of conser-
vatism. Journal of Accounting and Economics 48 (2-3): 132-150.

Khurana, I. K., and K. K. Raman. 2004. Litigation risk and the financial reporting credibility

126



C. Wang, Y. Chang, & K. Lin/Taiwan Accounting Review 8(1) (January 2012):89-140

of big 4 versus non-big 4 audits: evidence from Anglo-American countries. The Account-
ing Review 79 (2): 473-1010.

Kim, O., and R. Verrecchia. 1994. Market liquidity and volume around earnings announce-
ments. Journal of Accounting and Economics 17 (1-2): 41-67.

, and . 2001. The relation among disclosure, returns, and trading volume
information. The Accounting Review 76 (4): 633-54.

Kim, Y., H. L1, and S. Li. 2011. Does elimination the form 20-F reconciliation from IFRS to
U.S. GAAP have capital market consequences? Journal of Accounting and Economics.
(Forthcoming)

Kinney, W., and R. Martin. 1994. Does auditing reduce bias in financial reporting? A review

of audit-related adjustment studies. Auditing: A Journal of Practice and Theory 13 (1):
149-159.

Krishnan, G. V. 2003. Does Big 6 auditor industry expertise constrain earnings management?
Accounting Horizons 17(Supplement): 1-16.

Kwon, S. Y. 1996. The impact of competition within the client's industry on the auditor selec-
tion decision. Auditing: A Journal of Practice and Theory 15 (1): 53-70.

, C. Y. Lim, and P. M.-S. Tan. 2007. Legal systems and earnings quality: The role of
auditor industry specialization. Auditing: A Journal of Practice and Theory 26 (2):25-55.

LaFond, R., and R. L. Watts. 2008. The information role of conservatism. The Accounting Re-
view 83 (2): 447-478.

Lai, Springfield. 2000. The Changes in the Business Scope, Legal Responsibilities of A Certi-
fied Public Accountant (CPA) and The Evolution of Audit Firm's Organization. Unpub-
lished master's dissertation, Department of Accounting, National Taiwan University, Ta-
iwan. (in Chinese)

Lambert, R., C. Leuz, and R. E. Verrecchia. 2007. Accounting information, disclosure and the
cost of capital. Journal of Accounting Research 45 (2): 385-420.

, , and . 2006. Information Asymmetry, Information Precision,

and the Cost of Capital. working paper.

Lee, Jan-Zan, and Hsiu-Feng Lin. 2007/11/08-09. Is the Audit Quality of Big4 better than
Non-Big4? Evidence from Earnings Management— Application of Endogenous Binary
Treatment Model. 2007 Accounting Theory and Practice Conference Proceeding. (in
Chinese)

, and Jeng-Fang Chen. 2004. The effect of audit client's importance on magnitude of
earnings management: From the perspective of audit groups within the big five. The In-
ternational Journal of Accounting Studies 38: 59-80. (in Chinese)

Leuz, C., and R. Verrecchia. 2000. The economic consequences of increased disclosure. Jour-
nal of Accounting Research 38 (Supplement): 91-124.

,and . 2005. Firm's capital allocation choices, information quality, and the

127



C. Wang, Y. Chang, & K. Lin/Taiwan Accounting Review 8(1) (January 2012):89-140

cost of capital. Working Paper.

Liao, Yi-Hsing, Yan-Chi Chen, and Chen-Chin Wang. 2011. The Association between the In-
formation Disclosure Level in the Annual Report and Information Asymmetry: Evidence
from Private Information-based Trading. Taipei Economics Inquiry 47 (1): 45-49. (in
Chinese)

Libby, R., and D. M. Frederick. 1990. Experience and the ability to explain audit findings.
Journal of Accounting Research 28 (2): 348-367.

Lim, C. Y., and H. T. Tan. 2008. Non-audit service fees and audit quality: The impact of audi-
tor specialization. Journal of Accounting Research 46 (1):199-246.

Liu, Chiawen and Taychang Wang. 2008. Auditor Tenure and Audit Quality. Management Re-
view 27 (4): 1-28. (in Chinese)

Liu, Jenten. 2002. The Study for the Relationship among Intangible Assets, Growth Oppor-
tunity and Stock Returns. The International Journal of Accounting Studies 35: 1-29. (in
Chinese)

Lu, R. C., and W. K. Wong. 2008. Probability of information-based trading as a pricing factor
in Taiwan stock market. Working Paper.

Lys, T., and R. L. Watts. 1994. Lawsuits against auditors. Journal of Accounting Research 32
(Supplement): 65-93.

Mansi, S. A., W. F. Maxwell, and D. P. Miller. 2004. Does auditor quality and tenure matter to
investors? Evidence from the bond market. Journal of Accounting Research 42 (4):
755-793.

Maury, B. 2006. Corporate performance, corporate governance and top executive turnover in
Finland. European Financial Management 12 (2): 221-248.

Menon, K., and D. D. Williams. 1991. Auditor credibility and initial public offerings. The Ac-
counting Review 66: 313-332

Myers, J., L. Myers, and T. Omer. 2003. Exploring the term of the auditor-client relationship
and the quality of earnings: a case for mandatory auditor rotation? The Accounting Re-
view 78 (3): 779-799.

Neal, T. L., and R. R. Riley, Jr. 2004. Auditor industry specialist research design. Auditing: A
Journal of Practice and Theory 23 (2): 169-177.

O'Hara, M. 2003.Liquidity and price discovery. Journal of Finance 58: 1335-1364.

Owhoso, E. V., W. F. Messier, and J. G. Lynch. 2002. Error detection by industry-specialized
teams during sequential audit review. Journal of Accounting Research 40 (3): 883-900.

Patton, A., and J. C. Baker. 1987. Why do not directors rock the boat? Harvard Business Re-
view 65 (6): 10-18.

Piot, C., and F. Missonier-Piera. 2007. Corporate governance, audit quality and the cost of
debt financing of French listed companies. Working paper.

Piotroski, J. D., and D. T. Roulstone. 2005. Do insider trades reflect both contrarian beliefs

128



C. Wang, Y. Chang, & K. Lin/Taiwan Accounting Review 8(1) (January 2012):89-140

and superior knowledge about future cash flow realizations? Journal of Accounting &
Economics 39 (1): 55-81.

Pittman, J. A., and S. Fortin. 2004. Auditor choice and the cost of debt capital for newly pub-
lic firms. Journal of Accounting and Economics 37 (1): 113-136.

Roulstone, D. 2003. Analyst following and market liquidity. Contemporary Accounting Re-
search 20 (3): 551-578.

Securities and Exchange Commission (SEC). 2000. Concept Release on International Ac-
counting Standards. February 16.

Solomon, I., M. D. Shields, and O. R. Whittington. 1999. What do industry-specialist auditors
know? Journal of Accounting Research 37 (1): 191-208.

Srinivasan, S. 2005. Consequences of financial reporting failure for outside directors: evi-
dence from accounting restatements and audit committee members. Journal of Account-
ing Research 43 (2): 291-334.

Stanley, J. D., and F. T. DeZoort. 2007. Audit firm tenure and financial restatements: An
analysis of industry specialization and fee effects. Journal of Accounting and Public Pol-
icy 26 (2): 131-159.

Taylor, M. H. 2000. The effects of industry specialization on auditors' inherent risk assess-
ments and confidence judgments. Contemporary Accounting Research 17 (4): 693-712.

Teoh, S. H., and T. J. Wong. 1993. Perceived auditor quality and the earnings response coeffi-
cient. The Accounting Review 68 (2): 346-366.

Timan, S., and B. Tureman. 1986. Information quality and the valuation of new issues. Jour-
nal of Accounting and Economics 8 (2): 159-172

Verdi, R. S. 2005. Information environment and the cost of equity capital. Working Paper of
Massachusetts Institute of Technology (MIT).

Warfield, T. D., J. J. Wild, and K. L. Wild. 1995. Managerial ownership, accounting choice,
and informativeness of earnings. Journal of Accounting and Economics 20 (1): 61-91.
Watts, R. L., and J. L. Zimmerman. 1986. Positive Accounting Theory. New Jersey: Prentice-

Hall.

White, H. 1980. A heteroskedasticity-consistent covariance matrix estimator and a direct test
for heteroskedasticity. Econometrica 48 (4):817-838.

Zhang, Yu-Ren. 2008. Evidence on the Association between Safety, Information Asymmetry,
Corporate Governance and Portfolio Preferences of Foreign Investors. Unpublished doc-
toral dissertation, Department of Accounting, National Taiwan University, Taiwan. (in
Chinese)

129



C. Wang, Y. Chang, & K. Lin/Taiwan Accounting Review 8(1) (January 2012):89-140

Condensed Version in English WWW.taiwanaa.org.tw

Audit Quality and Information Asymmetry

Chen-Chin Wang®® Yu-Shan Chang® Kai-Hsun Lin®

“Department of Accounting, Tamkang University
*Graduate Institute of Management Sciences Accounting Section, Tamkang University

Abstract

The purpose of this study is to examine the relationship between audit quality and infor-
mation asymmetry. Audit quality, the proxy variable representing information asymmetry
widely in most studies, can affect firms' cost of capital. To differentiate from prior studies re-
lating audit quality as the proxy variable, our study adopts probability of information-base tra-
ding (also named as PIN). PIN utilizes the possibility of informed traders trading stocks in
capital market, as direct variable to evaluate the level of firm's information asymmetry. In ad-
dition, the size of audit firms, audit tenure, the discretionary accruals and the experts in audit
market are also designed as proxy variables of audit quality. Based on empirical results, we
prove that audit quality can significantly reduce information asymmetry. This study not only
complements the linkages between audit quality and information asymmetry that prior studies
didn't provide, but it also proves this with large audit firms in Taiwan, implying capability of
higher audit quality, can effectively reduce information asymmetry.

Keywords: audit quality, information asymmetry, probability of information-based trading (PIN).
Data Availability: All data are available from public sources.

1. Research Issue

The purpose of this study is to examine the relationship between audit quality and infor-
mation asymmetry. Audit quality, the proxy variable representing information asymmetry
widely in most studies, can affect company's cost of capital. Relative to previous research,
this paper uses the variable probability of information-based trading (PIN) to: extricate the
frequency of firm trading based on private information, and accordingly measure degree of in-
formation asymmetry. PIN utilizes the possibility of informed traders trading stocks in capital
market, as direct variable to evaluate the level of company's information asymmetry.

Since business activity becomes more complex, the information discrepancy in financial
statements used by both preparers and users has become a requirement for external auditing.
In addition, audit quality on the capital market has long been the focus of attention; it remains
a key in decision-making processes and improving financial statements. A crucial factor of fi-
nancial statements and audit quality is their ability to ease decision-making processes, which
is further contingent upon the professional judgment and independence of audit partners. An
increase in audit quality is concurrent with level of certitude on financial statements, and

* Corresponding author. Email: jeanwang@mail.tku.edu.tw
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users of a corroborated financial statement face less information risk, further decreasing re-
quired risk premium. As in addition, the size of audit firms, audit firm tenure, audit partner
tenure, the discretionary accruals and the experts in audit market are also designed as proxy
variables of audit quality in most prior studies.

Documentation from many countries indicates that discrepancy between lawsuits and in-
vestors protection environment cause controversy regarding the existence of higher audit
quality in big audit firms (Fan and Wong 2005; Choi and Wong 2007; Chi et al. 2008; Francis
and Wan 2008). Considering lawful responsibility of auditors, and difference from Western
countries in terms of audit firm organization structure, whether audit quality in big audit firms
in Taiwan is relatively high remains in question. There is a lack of corresponding evidence.

In sum, this study contributes three major considerations: Firstly, appending to previous
research new insight by proving that audit quality results in a reduction of information as-
ymmetry. Because big audit firms in Taiwan differ from Western countries in terms of litiga-
tion risk, their stature as notable insurance or audit roles is put in question. Secondly and con-
trarily, this study has provided empirical results supporting that big audit firms in Taiwan in
fact manifest an information role, Outside audits possess the ability to improve information
quality and verify information value (Watts and Zimmerman 1986; Dye 1993), as well as ef-
fectively assist investors estimate a firms' true value. Owing to said attributes, the definition
of ‘information role' is thus derived and are able to lower information asymmetry due to
having higher audit quality than smaller audit firms. Thirdly, there is a proposed application
of PIN to measure the affects information asymmetry has on the stock market in Taiwan.

2. Hypothesis

An increase in audit quality, the proxy variable representing information asymmetry risk,
1s said to correspond with a decrease in cost of capital. Relative to previous research, this pa-
per uses the variable probability of information-based trading (PIN) to: extricate the fre-
quency of firm trading based on private information, and measure the degree of information
asymmetry accordingly. As business activity becomes more complex, the information discrep-
ancy in financial statements used by both preparers and users has become a requirement for
external auditing. In addition, audit quality on the capital market has long been the focus of
attention; it remains a key factor in decision-making processes and in improving financial sta-
tements. A crucial factor of financial statements and auditors' audit quality is their ability to
ease decision-making processes, which is further contingent upon the professional judgment
and independence of audit partners. An increase in audit quality is concurrent with level of
certitude on financial statements, and users of a corroborated financial statement face less in-
formation risk, further decreasing their required risk premium.

The difference in information quality obtained by insiders and interested parties is taken
as information asymmetry, a degenerated state of which increases trade risk. Given the un-
observable nature of information risk, previous research indirectly measures information as-
ymmetry of firms active in stock market trade by using firm size, IPO years, idiosyncratic
risk, common stock turnover, bid-ask spreads, and number of following analysts as proxy
variables. Relative to aforementioned contributions, this paper uses the information asymm-
etry index (PIN) introduced by Easley et al. (1996) to directly estimate frequency of trade car-
ried out by informed traders/insiders. Through parsing information asymmetry level of indi-
vidual firms, a respective relationship with audit quality can be specifically examined. In re-
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cent years, a number of accounting papers have used PIN as an index to measure information
asymmetry (LaFond and Watts 2008; Chi et al. 2009; Khan and Watts 2009).

Traditionally, whether an increase in audit quality corresponds with more reliable financial
statements and lower information asymmetry is yet to receive empirical support. As a result, this
paper measures the index of information asymmetry for firms (PIN) through direct estimation of
information risk faced by uninformed traders active in stock trades. Using PIN as the index and
audit quality (audit firm size, audit tenure, discretionary accruals, and industry specialization) as
a measure of information asymmetry, there was a noted decrease in information asymmetry. Ad-
ditionally, in countries with strict law practices, the big audit firms having insurance and infor-
mation roles maintain a higher level of audit quality incentives; in Taiwan, investor protection
remains tenuous. Whether audit firms lack insurance roles stack up against Western countries re-
mains in question, and a worthwhile correspondence to investigate.

Hypothesis: Ceteris paribus, high audit quality is able to lower information asymmetry.

3. Research Methods

The purpose of this study is to examine the direct relationship between information as-
ymmetry and audit quality. This is done by using audit firm size, audit tenure, discretionary ac-
cruals, and industry specialization as proxy variables of audit quality, along with the much in-
vestigated PIN to measure firms' level of information asymmetry. To calculate PIN, each trade
must be classified as either buyer-initiated or seller-initiated. A transaction is buyer-initiated if
its price is higher than the mid-quote. If the price is lower than the mid-quote, then the transac-
tion is seller-initiated. The data comes from Taiwan Economics Journal (TEJ) intraday database.

In addition, we adopt the PIN approximation suggested by Easley et al. (2008). This PIN
approximation is easily implemented and less subject to the potential convergence problem of
numerical maximization. The latter advantage is important because it removes the need to fur-
ther reduce the sample size to avoid problems resulting from numerical maximization (Aktas
et al. 2007). The annual PIN approximation (hereafter also designated PIN for the sake of
simplicity) is calculated by:

E[|B=S]]

P]N:m (1)

where E is an expectation operator, B is the number of buyers, and S is the number of sellers.
For each firm we first calculate daily PIN, and then compute their mean on a yearly basis.

First, we test whether Taiwan big audit firms could lower the information asymmetry by
the following equations:

BlgN,, =a +ﬁIS]ZE,', +ﬁ2A TUR,‘; +ﬂ3QU]CKU +ﬁ4ROA,l +ﬂ5TL,‘, +ﬁ6LOSS” +ﬁ7CA[,
+ﬂ(,ROA,t X LOSS,[ +&;
PIN; . \=a+p\CHANGE;;+ PoSIZE .+ fsMBjy .+ PiALEVi o1 + BsAGE;, . + BAC_Score; .,
+ [,PIN;;+ p;Mills;;+ Industry fixed ef fects + ¢,
The variables are defined as follows:

PIN :the probability of an information based trade as the end of the year, calculated by
equation (1);
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:a dummy variable, 1 for the firm is audited by a Big 5(4) audit firm and 0 otherwise;
:the turnover rate of total assets;

:quick ratio;

:return on assets;

: debt-to-assets ratio;

:a dummy variable, 1 for negative net income and 0 otherwise;

:current ratio;

include BNTNB, NBTBN and BNTBN. BNTNB : a dummy variable, equals to 1
if the company switches the audit firm from BigN to non-BigN, 0 otherwise;
NBTBN : a dummy variable, equals to 1 if the company switches the audit firm
from non-BigN to BigN, 0 otherwise; BNTBN: a dummy variable, equals to 1 if
the company switches the audit firm from BigN to another BigN, 0 otherwise;

:the natural logarithm of total assets at the beginning of the year;
:the market to book ratio defined as market value of equity divided by book value

of equity at the beginning of the year;

:total debt divided by total assets at the end of the year;
:the difference of conservatism accounting indicator, created by Khan and Watts

(2009);

: firm years in business.
:the inverse mill ratio.

Because this study focuses not only on how Taiwan BigN affects PIN but also on
whether the other audit quality measure (tenure, earnings quality, and industry specialization)
affect PIN, we extend our model as follows:

PIN,,=a+ p\BigN,+ p,Tenure; + psFollower;+ fsLagDA, ~+ fsSPE;;+ psMB;,+ f,LEV,

+ PSIZE;; + PoAGE + 10C _Scorei,_ + 1 Accruals; + p1,Mills;,
+Industry fixed ef fects +¢;

The variables are defined as follows(Others are same to above):

Tenure

_firm
_¢pa

Follower

Accruals

:number of consecutive years since 1983 that the company has retained the audit
firm;

:number of consecutive years since 1983 that the company has retained the cpa
(compare lead audit partner and concurring audit partner which one is longer);
:dummy variable, equal to 1 if Tenure cpa > Tenure firm and 0 otherwise;
AbsDA:the absolute value of discretionary accruals computed using the Modi-

fied Jones Model;
:total discretionary accruals;

SPE1(SPE2) :we measure market share using the total clients audited by a lead audit partner

(concurring audit partner) within an industry and then rank lead audit partner
(concurring audit partner) in each industry by their market share and define the
lead audit partner (concurring audit partner) as a specialist at the audit partner
level in an industry if the lead audit partner (concurring audit partner) is the lar-
gest supplier in the industry. Finally, we set a dummy variable, equal to one if
the lead audit partner (concurring audit partner) is an industry specialist, and
zero otherwise.
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4. Research Findings and Conclusions

This study covers samples from 2001-2008, including all listed companies. Our sample,
obtained from the Taiwan Economics Journal (TEJ) Database, consists of all companies lis-
ted on the Taiwan Stock Exchange Corporation (TWSE) and Gre Tai Securities Market
(GTSM), according to year-end data. We expunged incomplete data of financial industries; a
remaining total of 6,612 firm-year observations were surveyed (refer to Table 1).

Table 2 lists descriptive statistics and the correlations of the variables of model (7). The
mean value of PIN is 0.135 in Panel A and a relative consistency with results of other studies
(Brwon and Hillegeist 2007; LaFond and Watts 2008; Chi et al. 2009). This results shows
82.4% of our sample firms were audited by BigN . Panel A also indicates that, on average,
tenure of audit firm is more than tenure of auditor, and 23.3% of the sample firms have a close
relationship with the auditor (Follower). The absolute value of abnormal accruals (4bsDA)
shows that mean (median) is 0.072 (0.048) with right-skewed. The mean percentage of SPEI
(SPE2) is 6.1% (6.3%). It is worth mentioning that most of Taiwan's enterprises have a timely
response to accounting earnings about bad news (the maximum (minimum) C Score is 0.784
(-0.048) and mean (median) C Score is 0.143 (0.145)). The mean values for MB, LEV, SIZE,
Accruals, and AGE are 1.497, 0.385, 15.183, 0.079 and 25.839, respectively. Panel B repres-
ents the Pearson p airwise correlation matrix between the variables. The correlation and the
VIF test (unreported) shows that there is no substantial indication of collinearity between the
independent variables.

Because big audit firms in Taiwan differ from Western countries in terms of litigation
risk, their stature as notable insurance or audit roles is put in question. Table 3 represents the
empirical results of how Taiwan BigN affects information asymmetry. After controlling for
the self-selection bias (Heckman 1976) we can tell BigN lowers the information asymmetry
after a company switches the audit firm to BigN (the coefficient of CHANGE is -0.030 (p
value=0.000), -0.009 (p value=0.003), and -0.017 (p value=0.000) ). This study has pro-
vided empirical results supporting that big audit firms in Taiwan in fact manifest an informa-
tion role, outside audits possess the ability to improve information quality and verify informa-
tion value (Watts and Zimmerman 1986; Dye 1993), as well as effectively assist investors es-
timate a firms' true value. Owing to said attributes, the definition of ‘information role' is thus
derived and are able to lower information asymmetry due to having higher audit quality than
smaller audit firms.

Empirical results are listed in Table 4, in which Tenure firm (Follower) and PIN is sig-
nificantly positively (negatively) correlated at the 1% levels (the coefficient of Follower is
-0.013). There is no evidence showing that audit tenure decreases information asymmetry,
empirical results supporting tenure are controversial. The research results uncover that big au-
dit firms, audit partners with low discretionary accruals, and industry specialists can decrease
information asymmetry. This study discusses audit tenure at the big audit firm and audit part-
ner level, with empirical results showing the former to be positively correlated with a de-
crease in information symmetry(the coefficient of Tenure firm is 0.001 and p value < 0.05);
conversely, not so with the latter (the coefficient of 7enure cpa is 0.001 and p value > 0.100).
On the whole, audit quality causes a decrease in information asymmetry. Based on empirical
results, we prove that audit quality can significantly reduce information asymmetry.

In Table 5, we further additionally test potential influence of the corporate governance
factors (we include C_shares, Dual, and Top change) and information asymmetry. Empirical
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results are listed in Table 5, in which C_Share and PIN is significantly positively correlated
(the coefficient of C_Share is 0.001 and p value <0.100). We find weak evidence to support
Top_change (only one-tailed) affect PIN (the coefficient of Top change is 0.002 (column (1)
and (2)) and 0.001 (column (3) and (4)). However, the dual role of a CEO (Dual) does not
compromise audit quality in our sample (the coefficient of Dual is -0.001 and p value
>0.100). The purpose of this study is to examine the direct relationship between information
asymmetry and audit quality. This is done by using audit firm size, audit firm tenure, audit
partner tenure, discretionary accruals, and industry specialization as proxy variables of audit
quality, along with the much investigated PIN to measure company level of information as-
ymmetry. Empirical results prove audit quality has the capacity to reduce information asymm-
etry in the capital market in Taiwan.

Based on empirical results, this paper expands on previous research by providing support
for using high audit quality in big audit firms in Taiwan, proving that doing so decreases in-
formation asymmetry. This study not only complements the linkages between audit quality
and information asymmetry that prior studies didn't provide, but it also proves this with large
audit firms in Taiwan, implying capability of higher audit quality, can effectively reduce in-
formation asymmetry. This study supplements previous research by underlining and empiri-
cally proving that big audit firms in Taiwan effectively decrease information asymmetry
through high audit quality. Executives of many foreign organizations focus on audit quality.
This study implicates that from the standpoint of information asymmetry reduction, investors
ought to be encouraged also to examine audit choices made by companies.

Three major contributions of this study include: obtaining proof that audit quality results
in a reduction of information asymmetry. Second, given the difference in litigation risk be-
tween Taiwan and Western countries, big audit firms acceptance as marked insurance or audit
role players is marginal. This study, however, provides proof that big audit firms serve a sig-
nificant information role. Finally, there is contributing evidence that, in Taiwan, the imple-
mentation of PIN effectively measures value increase caused by information asymmetry in the
stock market.
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Abstract

Wang, Chang and Lin (Audit Quality and Information Asymmetry) study the relations
between audit quality and information asymmetry. The use probability of information-based
trading (PIN) as a proxy for information asymmetry among market participants and use audit
firm size, auditor tenure, discretionary accruals and audit industry specialist as proxies for au-
dit quality. Empirical results show that high quality audit can decrease the degree of informa-
tion asymmetry. Specifically, it is found that big audit firm is capable of reducing asymmetry
level. My discussion raises some concerns about the development of hypotheses and the
method of empirical analysis. Still, Wang, Chang and Lin offer a starting point as to how the
relations between audit quality and information asymmetry can be explored.
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