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2001 4 I 8 S0 Y b T 28 R T UCBR A R R ER R EE > L O TE T R IR
(5 S AR RFRSE - AT o [ 7 R E o LSRR ] - A SO kAT T 40
WML o R R R I B R R 2 F5 o B T A IR
B2 S AR/ o (A > PSR B AR B Tl — AR B RE T R
B o R L o ASSCTRRH T o 4 i o AR A IR o

KA LA B EBEE - LUTE R - RIS
B %% 1 F239 ; F275

— 5=

KHIRAK - FREE M2 1HT A i i34k T BE S S AR =y > T A v T
BT Z R E SRS S BRI o T DL CH TR R (3R R
%5 2002 5 HAM - MUER > 2003) « N T HEAFNAE - ZRRARSEMEZ/F1F
ifi 2 JE] A AR &SI R AN 2 [E 250 > P EE IS 2 T 20014F 12 H 24 H
RATT ORI RATUES 1928 TlE B AR EE IS (R ) 55 6 5 T ™ (DA fRiAR N “ 6538
H7) > FR BT R A 2001 AT T LA IR SIS A5 B - W ih (s B
9 528 T R R e] > R T [ A T B R SR A IR R GE T P E R T
Y EER > 8ROV FE 40 i fE T o BORTIE & IAN » BEAL 2 10 = 55 i - e
AR R B AR B — TR > A7 TR R A B A AT A B T 25 58 2 TH T = 55 BT (8 kST
ARESFRPOLE R O > G FRET 25 &5 NE B AN » AT &5 it
o (RERER 2 > 2001) ©
UORSCR IS F AR IS (70602024) B TEMT A THIAT ML IRl 7 A R 5 SRR AR

N SCHER R4 (08] C790019) 3 ] B A 17 b 3 98 3 LA A #3455 1 2 1 SO 53 1 B B
B o BRI B THEEE T H A E TS » R 2008 FEEE R LT T2 T 45 & B 2R
2009 4 E 2 P50 55 A 5T bR IS 2 5 2 TR A o RS IR 4 T R AN AR B

A7 4 R AN T B A A o S IRSCTE A T
2L RBIRUR B HREERER SR o BUlF ¢ jxfang@fudan.edu.cn °
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B2 > R FEANA NS B35 8% 8 T 09 BORAROE T 487 i kb i i BEER B > R
il BEPRBEAS B » RS 4 0 T PT AE S Bork 2 BARAE R B9 TR (Stigler, 1964 5 &3¢
B~ BRI - SRR~ VI > 2005) o 2 M RETIRENH IE TR KK > RORAE T K
il B o BRI RS E  XRE T 2 TS5 T 2 A 425 25 P Y 58 4
SRIEWIBLN - H IR I B R AN IE Y 1Y > X R Sw 4 U TE e 25 A BRI b Tl
AR RAGERNR L o 7E BRI BT > T A5 S 5 45 R T BB TE
ALAE T 55 B AL 2 THIT SR S5 BT AR B S ECLE TR RRSE TR - B I
SEPEREI S o TEME Ty T 4ERR AR AS > B AR T BEIE R e R A RE R T 2
Uil ~ gl H T ] A PN AR A AR > BEMT 0 AL 2 S AR 45 -

HET I ASCEARTE S 2001 AEIT 46 R H THIRSAE S 0 45 R OO R A 3 T
ViR o 5% » BB T E IER T I 2 (5 BB S 4F EE——2002 4F BT A H
FAT AR RGO - 25K B > 2002 4FH THl 2R RO RS IR S O B IR IR g K
FH AR - X R TR/ R o T AR R A S T A B R B R 2 S A
Frecs > i bR IS TR B R 19 2001 AFEEIE AR - RS - FRiE—0 A
BT S A o B SR R > 25 R > R et — e R EE
THRIBUR o KA b > A SO VI gt T 4 R S A T R R 510 .

AR EBAELL WA TEAES Toumk (1) REE B EE TR TR A
ABIRTE » B2 H BHKIRAEAE 1 2 B AR A )8 - {91 T 5 48 88 8 1 ) A S5 i
25 A5 B IR H IS S PE T % (Leuz and Wysocki, 2008)  AXCHFR T H[E
A RN RIS E B ERE A TSR >y R OR AR AL T ok B B A T
PREFUESE o (2) 37 TR B K By AR Ak 2 A7 Qi ) B 2 (] 78 (BRSSP~ IR %% -
ZA% > 2005) > ASCAE SBEEE B 00 A WS BRI IRIE 5 I A T3 K K
HAME M EE R > AT FRA TR T 44t 750 B o

AL AL T - 5 8 N REw i S SR R
TR A BB 8 A7 THe 3R A8 sh 32 i i BRI 0 AT > 4R RS B AR 5 55 =
T4 9B I B AN B AR - ok TR FH A RS RY ~ R AR £ B DA SR A B
AR PESE T 5 58 DUy I SCR S TE 45 AN 3 A - AR R A0 3 A 48 AL Y £
R BB TR HE— 2 BRI TSR AE B R ER X 2 T B AR BAR DR R 5 5 /S
S NBER AR -

ZHEERSERSM

o e THTT S BRI o A AE R AR AR R T (R T
I ES A o FEA N ERTPUAE R - BT A I TRAE R 5H 2
IR DT BERESE > D by T 3 R D BE P S B S8CRR » dEmgdEAL 2AR R o B
9 > T 5E 4 ] DL 1T 905 BRI AR R BE LA B SE 47 11 K 28 5 A > 42
o B A B PR M A e 1T % P 2 AR AP > At > BUEN T HE

3 Stigler(1964) & BU3E[E 20 i 2040 W15 Ml A8 ) BOR I & T S8 IE SR T ARG 5 SR3Ce ~ R
UiF ~ ST ~ T (2005) [AIAE R I > T8 B IEIEJ5 o7 5 56 il BE RS 58 35 A9 17 LR b i 2 ) 7 M o )
9 15 B 125 (R T A T B B



TR AR 9 ) 45 R A 28 F Je SRR E R

i B B T 28 T2 VH I RO AT A 48 K e S BB g T BRI SS T2 i
X2 P BRI - AT = B 31 T & (Jeter and Shaw, 1995) °

RS R E AU S o B 19764 E E SO T B iR A
SR a7 R ARG NN > X L 55 A T AR A (RR AR
T B S8 4 B ) 00 T AR 2 A AR R 4R - BB o 3R 55 09 0 ) & e b ik
ZF TR T AN 2 A TR A TS B AR B E A (Metcalf
Committee, 1976) 5 F=[E A4 ZEWT & (Anticrust Division of the Justice Department)
TE AT R Tk 25 A TR B AR A RO HE T B AFA AR R AW L o ok B 2 E it H
SR VEAR S HE R T TR AR TR o SHX B AMEZE 80 AEARSEE N 5K T 1k S5 AT
FABEE A 0 9t 5 R BR X J7 TH AT S B9S2 > Jeter and Shaw (1995) R IMIZES 41 it
BRANDGE A 0E T i > A BORARHE T TH R A SR A - BARR » FERS T A5
W AR "B AR R 2 f5 > XY B B bR 7 WA 2 R - 284 B 64 JH AR S it
AR MINE RSB B b > TR/ NA RIREAR AR N & 5 [ - 2541
AR R AR A T %5 7 B T A5 29 LA B 1H AR FE SR 3K (Chaney, Jeter and Shaw,
1997) > EAKRY > FEES I AB 5 0 o T AR TEAY R 2R 2 5 > 254l BR 9 SN A EL 52t
RS WM TEZS ) BB N K H IR AR B Oy 55— /R TR IR 5 Ak > AR AR AR BR
WA RS /IR T 1 32 a4 B AL (Chaney, Jeter and Shaw, 1995) » i1k
L H T AR AN KA T N KT BB GAE AR A B (4 N AR 5 Sl 55 4 B M 2 1]
FRIEE L EES -

At o R TR T BB > A A (BB PT AR TR D i AL o 1%
AN - o R 58 4 IREORN AR S Bk AR A A 3 > SO 238 BT 1T 1 8 P
FREL - HEW 0 F AL AR R (M - MR > 2003) > (K93 58 4+ AT BE 38 1 10
2 M I AN A TE 4 ~ LI BE B M A (Cohen Commission, 1978) ~ LA
Bk A PR IE M B 58 4 F-Be (AR~ MRGE R > 2003) o A BELIE S5 W 8 B 110
TS BT POl AS A UESE T BRI LRAATE (P EERE 2 > 1998) © 3

A > AR B T R AT 0 - L e B AR B A R R R B AT
(HFERENW 2 > 1998) © Simon and Francis (1988) &M W R EM » Wil F1E
RGMERRAR A T2t ARG % P LG, BRI RN #5 % (low-balling) ™ » 11 RN %7
H R U2 T U0 A 2 57 S AN RIS o R s B TR IR B T B R B SRR
o ] M AP O TR A R RN A Y E A o o L W 2 A o [ T2 1T B 2 2002 4F
WA TR~ 5 BRI E RUORE 2 TS 55 T AR O F — R it
Ui = 55 i o TR SR ST AR T — R MRS IR - P S Z TR Y
W PRIEYERRE IE U o 2007 4F o W BLERFNGE WS 2 K G A A O BB E M 22 Ok T
2 VRIS 55 BT S 0E 55 0 B A SRl 55 A7 5% () 4 3 R )k — 20 BT > B AT IE R AR
W2 TINS5 B AEAE R OIS 2 — /9 > WBGE ~ uElE 2848 TRl - - (+)

i REENEIR R ZEW S IAN ML S A TR AR S BT BRBREE S BT TR F P 50T
i 22 180 1) 2% 2 g B8 7040 19 S e TR 55 ~ Wi A% (915 3. (Chaney, Jeter and Shaw, 1997) ©

SOESFRIZMIKSI T o I T LS TN T B S5 o SRR AR T SR S I
Lo QAT B BTN FAE A AR » 162 A 2 WU LR (BAERTT T3 A BT ok
JI0G o FEME L P AN R > POl TR AT T B R AR W R PN AT o
HHE  ARFSIRAERA L —F LW ATESNd T WRAER & T &% S MR G
it BT R WA T (R ERER 2 > 1998) ©
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W B S H A 7 o ER 5 I 2 0 B A ST M A ORI T TR A B
PRI ARASPE > T2 O K DOR R A i 8 (5 B AT > 5 x2 1h i = 55 i
BRI~ HECE TS A I A HE AR o TR T > ST S5
F AR AE BRI A THAS I R4 23 0] > P8 IRAR R AR T N B3 5 8D o 1 i ] 45 JE T
FE 45 A S — PR AR B MR BTN - GXFE > 2 VTS 55 i B AR A7 R0 28R 1Y) % BE R AE T
RIFE P FUSEAHEN ~ AN HER " B SRR AR BE T 2 U =5 55 i 1) S (0T
W s AR EF TS T OO AR - RN R IR KA (R
SRVE > 2002) ©

A5 2001 412 A 24 HIEME SR AT 65 AN 38 004 172 1H i 2 55 r i g
MEREE o AR E > BT B 2001 4F 16 26 20 15 8% LS Ah 202 I = 55 BT 9 7 1t
FAHKMR S 2 MG > ZIOE B (R T H 0 % 5820 1H i 55 BT (0 oS pE
RESFHOLE ARG 0L BT 325 E 00 BRI RFRBE » AT $2 5 7 1 B (Hp
2 > 2001) o JCBERY > B THUR SR A5 B A A FEROS A7 TR 7= A 52 i > AT ek
AR 55 BT PR SR o AR S B AT 2 S5 - WA 1R B R ~ ER
Hi PR ] A USRI BT R 2 TR S5 A o DT O A R A i
T A0 A T AR AT RN AT AR A > H A ORISR R R o T
46 T VA 1 23 0] 52 IR I £ > 22 VHIT 55 BT E SRR A5 A2 e LA T Hie 2 i i
> B E P BRI A BEA 5 KA T H S 30780 > RE s i 2 5 5 k™
AR > GXFE > 2 55 i o AR AT THI 3R S B P AT A 2 & 1 o [F)
I AT TR 554 52 Y b T2 R RT AR R B KT o DA AR Y
TSk B R 1) B 22 M 45 R0 B 22 B o

AN > BRI RR AR B AT AT DACGE 22 TR = 55 BT 45 B PR B - 1 45 K
TR A7 T B AF AR I E 8 o 450 THIScsk i R AT B8R 2 Hi > 2 BR T8 BIRTE A
FAG BT R B > 2 10 55 T AR XU A b T A LA 2 T 0 g 55 R At B
A AR TG O > 1R AR T FME B X Bk = S SO AR TS KA AE -
W& TS5 B R SR B ER > BUETEME 2 0 ~ A M2 10 R b A E A
W25 H 2 W5 B FRERBE 52 R > & 07K n DA R T 80 254 BTt
N R R O > AT B T4 O BT IR AE A T S5 R R G R - B2 - 2
THIM 55 Bl DA I 5 b 2 AT U2 AR ) o 10 207 F T o) 6 A2 1 E I 7 2 30
BAF 56 B R ES DA SR TR BB N o 25 T2 T 3 55 T B e o TR A A
MIBRHY > JX AR AR KA IR 77 THI S I S R -

PRI > T b — 4 B S A A B i b m) o U AT R A R R 45
SEH A TR o M TR R AT R 2T > BT RARMETE A T A2 i
Ui 2 55 BT R LA 23 W) A A7 TSR A O > 24 SR TE A FIT BRAE A TR 2 R S G B o [
BF o FAth T2 OB AR A ) b T A R A RO A TR > DT AR TR AR
FIMER > 15 A E S T 2 E] B ASVC FL S B (Chaney, Jeter, and Shaw, 1997;

6 199641 H 1 H » B—HE oA THENIA 1A AEWAG > 199741 H 1 H > 4 s N B AR
MIFN 3ANSL S5 B Wi > 199747 A 1 H > 55 =4 9 ANEARUENAN 2 NS5 A5 MiAE > 2001451 A
21 H > St 1 A EARMER 2 DS A S WA - 2002459 H 30 H > 5 Ut 2 AN AR TR 14
LN WA

72000 AFAEIE o MGG 2 TR 2001 4F 1 A 1 H AR A BRA JLAT



TR AR 9 ) 45 R A 28 F Je SRR E R

Shu, 2000) KIFFAE « XA W RESBEOZ LA "KM SO T Mo it - bl
& WA B IR DR > 1% b2 R AT AR FA b T2 WA 2 T A
TR 0L S BUETE AT 2 AT W k) > s[RI > HAd R A2 THIm B T DA £
P 1) VR AE 2 7 4 SE S PERE LY o AT RG22 ] A D FERE > A
K B T R T R o

ik FATEN B

Bii— EEMEZHF-—ENERT  FIHREEENRESE D LT RGN
FITRBRZENEFEE - 52 LHAF AT ITRFES AT 1T S8 M0
& B o

It bR AR S B A A 5 I AE S (R 2 TR A £ U S 55 i 22 18] AT R
FEAEZE S o RIR ALY b A R0TA7 T S AR A 22 AR I 5 oKk BRI - KA
SR FK [ I 25 T 3 R0 A T 4 1 8 S N A BRAR KRR JE b 2 B BURF RS2 i > 3R R R 43
T2 WA A TARZE R E F 1HE 5K (DeFond er al., 2000) © Fifi& L HIRERY
AT 1 R A R > FB RS2 B T R 1 2N R AT RE S AR R R T
R (PR&AE ~ JFFIR > 2006) o BB bR FR "2 1R 55 00 (DA R RIFR“ MR 1
ETTATE] s R R AT E SR T > AR EEEE N2 T S5 A (DL A
FRENGEIE) M2 F) - 8 ST T2 1T 49 (BR&AE ~ JEAR IR > 2006) © 1 H >
AHEG N E T - A8 T H LA RO ZE KT RE ) > T P DAAS I T B E R S
T REARMR % B 3400 3 T R > OS5 I A AS B > 0O l AN SR T AS B O N BT
T ON R X S8 SO A R N FERAEIE (Shua, 200 5 Z54f > 2003) » X
2 GE A AN B R GO PR o teAh - BARE NG A AN T > R E A
X TR I A A1 98 BT A i 9 SR AT DX 314 B (R LS4 ) 2004 4F- 10 A 30 H ) » SMEET
SRR LA T RS XU ) 2 5 e U SR AN A% - i EL R T B S gk A
BTSRRI RESZ o AHE > TN BEETRY A USRI 2 B BURAE I > B B Z N E
PRI ] 2 0 Bl 2 i i AT Mk i T SR AR o DAEE S 85 55 BT i B
TN > 21 HLSEBR Y s 75 77 BUR AL ) & 25 RO e > FRAR N B8 T i A 1
B o I FERFI Y T R XA AR BT RN R BT > DA S TR A A B R
P 8 T 0 L IR R A B R R

o

BIANIH & 74 (600309) 2001 4FAFH B i “ 23 W) S AT 2001 4F FE A VLA AT T2 FEAT T LA R AR ST
(1) ~ 72> AR 5 RS L oA R T T A w0 38 3 Y 7 R AT T TR ARRIE XN ARE & ETA
AL TSR AT T RO ¢ (2) ~ AT I AR 2 R AT BR DT AT 2 VI 28 55 T A A7 BE 19 i AR
155 D DA B A% T DA SR T 42 LRI 55 K R DLEAT T TR T RS > ARE A Al S M BAR RS
RS E - S E TRk 55458157 « AE4E B P#iE T S HZ I aE R e 7
TR B FL(000037) 2004 AEFR9E 77 /A FARFE RN T 0 BB R 5 (1995) 26 38 5 302 1l 55 Tl
SRR HE BT AT HLIE ) DA B WAT B R 7 A L - 2% BERURCAR 4 1 il 1 713 28 =0 1 7 -3
SCATIE B - AE TR 22 AR K 2 i e 2 VA TR o

O 199941192255 5 SR A IR S W S A& BETME ) R /N 45 ()AL« XA ~ Mo ~ ANIE - ik
DR AT AN F AR ZE W 1 A R 55 Y8 AT BURFE AN o 18] N 78 A — MRAR H 7 /A = D
A e B P B 7 A B AR U2 T ) A/ o

0 HAKZ WL HELR) 2004 4F 10 H 30 H BY4RIE -
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= - FRRIHSHBRR
1 HRIKIT

AR S SR S T TR R A B g ) B R T T BT A R AR S R o T 5
M) B USSR P M A2 - O TS T EN ~ A RIEFEE R Z R > REEEA
s TR~ BRIR(2005) FUPERE > R SR T TR AR S VR N TS AR g AR o
FLREP) > i SeR R AT TR S AR AR A B N A RS S IR

LnFEE, = a, + §, x INASSET, + B, x INVREC, + 8, x CURRENT,
+ B, x LEV, + B, x ACIDR, + B, x ROA, + B, x OPINION,
+ B, x LOCALCPA, + ¢, (1"

oo 2 InFEE > G4AEH TR (A SRATE0 5 InASSET, » Y498 RAT (HLE 24
X 3 INVREC, > AE RO S 7758 2 A0 987~ W BLHE 3 CURRENT, » Y43 5)
RPE VG 5 LEV » MAERPHURER s ACIDR » MAFETE ™ | s 6t s ROA, - 4
AEENL AT /985 s OPINION, AWLAS & > AR BARETL IR B L 0 > BN
15 LOCALCPA, WWAZ & > AERT R d TN SR GE TR > HUE Mo > B 1 -

KD A FRETRN N 2~ /8 5% H I HABNFEE > SR )5 8l 158 22 A/l A G
W4 S T T2 Y 25 S U WS T 1 3R AR 5l > AABNFEE, = ¢ - ¢,

[t > FRABRE (UMIME (2003) A HT T2 1A Sl LAY 57 40 [ul AR LUAS 95 1
WSCBRA JE H F EB XoF S  THB TAR Bl R

AABNFEE = a, + B, x AInASSET, + B, x AINVREC, + f3, x ALEV.
+ f, x AROA + B, x LOSS + B, x DUAL,
+ f, x SWITCH + B, x IMPROVE,
+ B, x LOCALCPA + B, x RANK, + ¢, )

Hef o AASSET, > ARG BAU (A RNE) 5 E—F %7 Mz 2%
AINVREC > 44 NMWKR S AR Z G R LR S b —F M R 2 2%
ALEV, > MEFPFRGRE E—F¥- ME0R 2% 5 AROA, > HHEF- MRS
bR AR 2 2 5 LOSS WA R > AR R TR BUEN 1 SN0
DUAL NWAS & > WS FEIN A AT A/H B > BUEN 1 050 3 SWITCH NWEAS & >
MAERAEH AR SR > BUEDI 1> B30 5 IMPROVE N v Lok MEAS & »
ERERRZNT ~ JRBIRE - SUIR (2005) BRI > UR2R Y AR THEE 2R RUAR He b — 4R it
BRI > M N8 /B R R B S HAl > AR B BB TC IR LR +
B MICREE +UREITCREE) » BUEN 1> BN 0 5 LOCALCPA, NWEAS & > 24
SEREAT 5 T I SN BERT Y - BUEDT 0 - IO 1 5 RANK B 138 FIARXI K > AR 4R

SR TS AR A B S R o TR P S i 2 A gl 2B A T sl (5 R B R Y
ZWrfa R BTG T AR AR > TEBL > R o
2T R E A AR o



TSR AR 9 ) 48 R A 28 F e SRR E R

bR R A I ABNFEE HEF (10 43050 - IRGBUE N0 1023540 &
9 SRIGERLAO - LB MU - FEURFE LA RIH T2 KPAE 2k b2 w2 e HE 4
HAEE o

2 - BERFESHER ST

AR 375 SR ) R TR B A B B 4 T S R TR B AR S R - R SR
A D50 A I HLAS 2001 4F F1 2002 4R A7 THIR2E OAE B > [N > FARYE LA S 44 DA ik
B (D) RATARRECE RN RATARS BB ETHAF Q) ABTami ki EhaA
Al (IR 6 KB THRAT ~ BT ER A R]) 5 (3) AR S BRI R 52 4 - H IR
EREFIAGR 752 K EHARESE o A > FIEET E TR 2000 4 TS EL
o FHe12/NERE T DL E R B ETHA R 2001 44 » 7340140 K LT /A w4 # #5
2000 4FEH TG B FREH I H 2001 4F 0 RIS AE N ALE o 8

A R R U B E A2 R S5 A B R VR T b T R B R A AR R
o A EIN IV SS BR AN T 558 5 B B B A v DO RNR I E R A R AT R
I CHR ] T2 R0 55 i R 8 e ) AP ] b T R ER AE 5 Bl P (CSMAR2005 bt
ENDR

F 1R > BAR L2001 F12002 43 E T2 7] AT A9 87 2R A2 80 1A
o PN 41166.18 IC > =N T 2780000 76 (4L REFE FR 600011) » X5 T E Ak
SE TSI 23 R U528 38 50 5 A — B0 > B 58 3 AT T DU RN 2 T R
TR EZ S SRR > 3R TR sk ikl 2 b3k -

*®1 AR AR B AR RS 3T

KRS HAK WE hEE RME RKE (iR

25% 50% 75%
AFEE, 1504 41166.180 212998.450 -2000000.000 2780000.000  0.000  0.000 70000.000
AABNFEE, 1503 0.000 0.255 -1.610 1720 -0.091  -0.006 0.066
DUAL, 1504 0.120 0.320 0.000 1.000 0.000  0.000 0.000
IMPROVE, 1504 0.080 0.275 0.000 1.000 0.000  0.000 0.000
A [nASSET, 1504 0.072 0.259 -2.940 1370 -0.021  0.062 0.177
AINVREC, 1504 -0.013 0.087 -0.693 0591  -0.043  -0.008 0.019
ALEV, 1503 0.044 0.391 -3.037 9.994  -0.023  0.017 0.068
AROA, 1504 -0.029 0.399 -10.007 4.028  -0.029  -0.007 0.006
LOSS, 1503 0.130 0.338 0.000 1.000  0.000  0.000 0.000
SWITCH, 1504 0.160 0.366 0.000 1.000 0.000  0.000 0.000
LOCALCPA, 1504 0.890 0313 0.000 1.000  1.000  1.000 1.000

W AFEE, M IS E— RO % (R D)

15 R 2001 AR TR AR 8 L 2000 R TSR IGERAR > T BB TR B LB A ) — Bk > DL
AR —HOM SR B o ERER L P o RAIBRIZ 140 A Al EHTEATAL A -
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MK 2— R4 > FFH LT A U AF S50 0 0 T I A Bl B G
W > ] IR DX 53 DA 2 U 2 55 Jr A0 1 9% 2 Tl 2 55 T 45 A [R] o 1t Tl 4 23 3l A 2%
5o NR2F » E—FBE R IO AR AT 2 7] > B IS 47 BE S o TS i SR i
% > AR PSRN A IR BE A B R T B — AR IO R A R IR EIRE
TR PR 5 B R 4 e 2 f5 o ARSI R T 3% A A 2 T FOR DA% 21 B 2 o
o HE R H T T2 T 2 0 AT T8 2 AR B — R R AR/ o il —
AR N T2 IS 55 BT RSN 2 I 55 i g 2 > Lk AR A -

%2 2001 12002 4F 55 5 sk S HAR 5 L

2001 455 2001 4F 2002 4F %5
WS HE HE 4L HE LEEDA S| B
1 -0.738 -0.695 -0.498 -0.550 0.240 0.129
2 -0.442 -0.443 -0.306 -0.381 0.136 0.022
3 -0.277 -0.276 0223 -0.235 0.054 0.006
4 -0.152 -0.150 -0.123 -0.169 0.030 -0.013
5 -0.056 -0.055 0.005 -0.090 0.061 -0.030
6 0.045 0.044 0.060 -0.004 0.014 -0.041
7 0.155 0.157 0.074 0.059 -0.081 -0.085
8 0.274 0.270 0.238 0.198 -0.036 -0.060
9 0.414 0.408 0.240 0.307 0.175 0.114
10 0.758 0.668 0.522 0.478 -0.236 -0.160
A 33.930*** 16.732%* -8.520%*
Mann-Whitney £ ° -23.733** -16.090** -8.007**

0 2001 55 IR S N E AR 10 % BUE N 1 > FARM 20% BUE ] 2 » HAKKEUE ; b3l
TR IR 2001 4F S8 B T HE A 5 50% (1—5 41) 51T 50% (6— 10 41) (925 S 56 45 1 -

*R3 2001 F1 2002 5 B TR 2 K H AR 7)) LS — TN B

82001 4 5% 2001 4F 2002 4F 5t
TS HE i Hihr gL B Hihr gL i B
1 -0.743 -0.695 -0.493 -0.542 0.250 0.154
2 -0.445 -0.448 -0.309 -0.392 0.136 0.012
3 -0.276 0273 0.223 0.232 0.053 0.013
4 -0.152 -0.150 -0.120 -0.173 0.032 -0.020
5 -0.057 -0.056 0.010 -0.082 0.066 -0.020
6 0.046 0.044 0.064 -0.002 0.018 -0.041
7 0.155 0.156 0.066 0.053 -0.088 -0.085
8 0.274 0.270 0.250 0.221 -0.024 -0.055
9 0.417 0.408 0.250 0315 -0.167 -0.111
10 0.712 0.650 0.446 0.440 -0.266 -0.183
e 32,5120+ 15.435%%* 7,944
Mann-Whitney £ % ° 22465 -14.,934 -7.220%*

0 2001455 TS N AR 10% BUE N1 > FefRi20% BUE N2 » HAWMKKEUE 5 bsIR
I 2001 - 54 A T HEZ 5 50% (1—541) 5Hi50% (6—104) 12 AR 255 -



TSR AR 9 ) 45 R A 22 F e SRR E R

x4 2001 A1 2002 F 55 B T2 K HAS 5l LS — A1 g i

82001 4 5% 2001 4F 2002 4F E5
IR T i i 4 HH i 4 HH B
1 -0.720 -0.685 -0.631 -0.550 0.129 0.129
2 -0.425 -0.406 -0.331 -0.381 0.071 0.022
3 -0.280 -0.296 -0.301 -0.235 -0.005 0.006
4 -0.152 -0.155 -0.165 -0.169 -0.010 -0.013
5 -0.035 -0.035 -0.153 -0.090 -0.119 -0.030
6 0.023 0.023 -0.103 -0.004 -0.126 -0.041
7 0.160 0.173 0.093 0.059 -0.103 -0.085
8 0.267 0.270 0.040 0.198 -0.224 -0.060
9 0.390 0.377 0.143 0.307 -0.238 -0.114
10 0.944 0.773 0.736 0.478 -0.096 -0.160
tAgs 11977+ 6.473%* -3.143%*
Mann-Whitney £ 46 -7.535%% -5.799*** -3.665*

T 2001 4R TSR N AR 10 % BUE N 1 > SRARM 20%BUE N 2 > HARIREUE ; b3
TRBYIE 2001 -5 IR HEA 5 50% (1—5 41) 511 50% (6— 10 41) (U2 A IR 45 8 -

BAN > RIS FIRARKIL > N T 2001 4F 57 VMR SR R 4L (1) Fdes 41 (10)
WA R AE B 2 2579 0.516 (0.25-(-0.266) ) , SN E BT e AR 4155 e e 2L 09 5 7 THie
AR ) 25 5N 0.225(0.129-(-0.096) ) » Ff & /& 5 # 19 2.29 7% » X BLBAZE N 9 i i 4 v+h
(FE3E N EITIY T2 /D) 3 T s i s 2 3 8 T AN T g > FE A THUi s 5 B4
2S5 > NGRS T B T R B v AN T > R o Ok v A TS N
F4) g 3, W0 3 5 T AT

X B8R —ANTE A AR YR  # T T R (S BT IR
B/ o 33 R R T B S K AT BE RS AN o T AR A R T SR R AT
FESEAREAR - GXAE H SR AT R S B0 T T3 229 o — 2 i i) o g 22 SR i o AR
T UCHE R A TSR 1 2001 4F > 42\ [A] EHEE T 2000 4R A9 TERE S AL 0 BT
IS RIR K AT REAR B B 4 AT B E LA W AT A T > 5 2 5 2001 4F
12000 4 B 198 R AE(S B AT 2RI AW ER > BAIRHEH A 225 6 5l
HI”HIREIR > 3X ARG 12 5 e PE RO B T XMEAS A B2AL o QAR TRk 25 S 4/
S EAE T TS A U SR A 1 A > A8 A ASHE T b3k 0% R AR T B R A I
W A5 B 2001 FEBE KT o 2 > R BRI AE 2001 4R EATFAE » IR 2045 #
ARG AT TS 2 S R 4 /A 3R R AR g T A TR S B s B EE o DA > FRIEHL
2001 4B B A TR SR AT 25 S H AR > 25 RS T RS —7 -

MFESE > Bl A A I AR KR BRI b —4F EE A il 2 K7 2 U
RNFFAE > AN H 25 508 B B AR T 2002 4 A g G B0 o 76 5B 45 LA 2001 4537 115%
AR 2000 4E 3 12 I 140 AR 2 J > &R R s HA—F - [N > Kilk—2
K53 4 98 e A A1 B B 2 B AT TSR 9 AR B B DL SR LR 6K 7 - WK 6K 7
F > BT 2000 407 TR AR (1) e 2l (10) S A iR 3% A8 5h 2 2205 0.068
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J5 %1

(0.023-(-0.045)) , 7N 8F Fr Fe AR A5 doe o AL S5 o LTI 2R A8 5 25 5 0 R 0.069(0.046-(-
0.023)) > JX 1 FHFE R TP o il B 2% 2 A - N RIS AN BT T A B R AR Bl
FHARHEIEERLFES -

x5 2000 F1 2001 4F S5 8 T o F AR ) L

$E B8 2000 4 55 20004 20014 =5
IR HH SRR HH SR HH 4R
1 -0.743 -0.679 -0.716 -0.691 0.028 0.019
2 -0.452 -0.446 -0.439 -0.423 0.013 0.015
3 -0.282 -0.277 -0.259 -0.250 0.023 0.024
4 -0.155 -0.148 -0.155 -0.142 0.000 0.017
5 -0.056 -0.053 -0.046 -0.042 0.010 0.021
6 0.044 0.035 0.038 0.042 -0.005 0.008
7 0.148 0.151 0.146 0.157 -0.002 0.003
8 0.270 0.272 0.262 0.263 -0.008 -0.006
9 0.433 0.432 0.417 0.408 -0.017 -0.006
10 0.774 0.692 0.734 0.661 -0.040 -0.022
A 33.836*** 31.410%** 41617
Mann-Whitney 4 ® -23.733% -22.796*+ -4.729%x

T 2000 45 55 ISR N AR 10 % BUE N 1 > SRARM 20%BUE N 2 > HARIKEUE ; b3
7 B 2000 4 S8 AR HER G 50% (1—541) 5T 50% (6— 10 41) i 2 SR I 45 7 -

B0 2000 A1 2001 45 B T2 K HAR Bl LS — TN B

HE 2001 4 S5 20004 20014 E5
IR T B SRR HiH SR HH Fh B
1 -0.745 -0.676 -0.722 -0.690 0.023 0.019
2 -0.452 -0.446 -0.438 -0.422 0.014 0.017
3 -0.278 -0.274 -0.252 -0.241 0.026 0.025
4 -0.155 -0.146 -0.152 -0.138 0.003 0.018
5 -0.055 -0.053 -0.043 -0.042 0.013 0.021
6 0.044 0.035 0.033 0.039 -0.010 0.005
7 0.148 0.151 0.148 0.157 -0.001 0.002
8 0.269 0.272 0.263 0.264 -0.006 -0.004
9 0.436 0.433 0.419 0.408 -0.016 -0.001
10 0.721 0.652 0.675 0.642 -0.045 -0.030
A 32.339%* 29.403** 4,017+
Mann-Whitney £ 45 -22.298"* 221262 4,626

T 2001 4E 5 H TSR N AR 10 % BUE N 1 > SRARA 20%BUE N 2 > HARIKEUE ; b3
TR 2001 S A IR HER G 50% (1—541) 5H150% (6— 10 41) i 2 SRR 45 7 -



TSR AR S 9 o 45 R A 28 F Je SRR E R

=7 2000 A1 2001 4F 5 B T2 e HAS B LS — Ao

HiE B8 2001 55 2000 4F 2001 4F E5
IR T i SRR HH i %L HH AL
1 -0.738 -0.706 -0.692 -0.691 0.046 0.019
2 -0.451 -0.438 -0.443 -0.449 0.008 0.011
3 -0.306 -0.293 -0.309 -0.338 -0.002 -0.015
4 -0.160 -0.161 -0.200 -0.177 -0.040 0.000
5 -0.059 -0.055 -0.101 -0.072 -0.042 -0.015
6 0.042 0.041 0.095 0.136 0.052 0.048
7 0.144 0.143 0.132 0.137 -0.012 0.018
8 0.288 0.301 0.239 0.206 -0.049 -0.054
9 0.418 0.413 0.397 0.377 -0.021 -0.024
10 0.974 0.827 0.952 0.806 -0.023 -0.018
A b 12,217+ 12.344%* -1.144
Mann-Whitney #:4; ® -8.059** -8.034** -1.343

0 2001 55 TS N AR 10 % BUE N 1 > FAR 20% BUE N 2 > HAKKEUE ; b3l
TRBYIE 2001 -5 IR HEA 5 50% (1—5 41) 511 50% (6— 10 41) (U2 A IR 45 8 -

- KEERS S
1 ERKIEERS D

22 8 712002 FFAH XS 2001 53 F1 7 (42 2002 4F b T2 7 S5 4 T8 AR 2 i [e)
HEER > NARTFEAR B EERE - RS T md i B R RZ G
R AL B RANK [0 H R BCEFE N > b — 4R B 5 A7 i AR B9 2 I 7E 2002 447
TSR B K R 3 T — AR TR R A R o X BB RIS A B 5
il B % PO B e T R AT TE T I U R S RAR DL 5 (AR T TR SR A AR R DS DA &
fift o JE—25 DX A3 N BE T RSN BT HEATRIF T - FRAKIR KB RANK 11 R BUEE R o7
XEWE - TR IR HIBE T BRI A 5E i T 47 348 2 1R 4 8 T B 55 1 TN 9% i T 4 T A
5 B  ER hAS AE > AR AR A A TR R AR DA B T A AT T 2R AR AR
R sl /NI BE R BT o AR > FRORIN » B RGE= TUST R B N L PR T
BTSSR R0 o TN U RS A BT LU A 3 0 S A TSR AR B IE AR O o

R » bk SR IO AR B 5 RANK B TR COC R 2448 T T (5 B
(R S T B 5% AT T S T TSR (B R SR 2 AR 2 R A IR R A T T
ISR IE RS o T8 A AHETUL b3k 5% 2 0K 78 1 TR B 8 A7 Tl 9 A5 2.1 2001 4F
FERSL o RZ > WA FIk OCRTE 2001 FFEAAETE » A 2 A 2l 4B A 5 o 1h e g%
BEHE RANK BITAR R R E AR 2 T W THI3 5 BRI EER - Bt » 22T i85
55 AR i B R TR A 2001 AF Y BCHE OGBS (2) AT I - g5 LR 8 2001 4F
FHXT 2000 4F42 o G5 F R > HAh A A8 5 A 8] IH 25 S5 T 2002 4R B 1 45 R AR
=B M RANK I R g1t EA R 3 138 T R R R R A 15 21 S -
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F8 WP EGER S ks o )

J5 % Hfe

BEA 2002 FFAE X 2001 4F 2001 AEAEX 2000 4F
AR N % B INGRRT eEREA N % i VN
il 0.144 0.191 0.118 0.035 0.042 0.022
(3.289%)  (7.472**%)  (1.523) (5.190%%)  (9.729°%)  (2.442*%)
A InASSET, -0.127 -0.094 -0.139 -0.294 -0.291 -0.292
(-2.066™)  (-1.485) (-0.450) (-33.695)  (-31.362***) (-10.203*)
AINVREC. 0.272 0.262 0.030 0.108 0.098 0.193
(1.590) (1.486) (0.047) (5.472°%)  (4.656™%)  (2.688**)
ALEV. -0.091 -0.090 -0.123 -0.215 -0.212 -0.255
(237 (22275 (-0.174) (-17.736"%)  (-16.739"*%)  (-4.38***)
AROA, -0.039 -0.046 2562 -0.045 -0.045 -0.096
(-0.965) (-1.140) (2.433%)  (-3.547%)  (-3.490"*%)  (-0.750)
LOSS, 0.022 0.029 0.212 -0.022 -0.024 0.011
(0.575) (0.727) (1.207) (3471 (:3.67*%)  (0.53)
DUAL, 0.089 0.109 0.040 -0.024 -0.025 -0.025
(2.257%)  (2.361)  (0.509) (-3.748%%)  (-3.184™%)  (-2.570*)
SWITCH, 0.052 0.036 -0.063 -0.001 -0.003 0.021
(1.184) (0.787) (-0.347) (-0.183) (-0.559) (1.87%)
IMPROVE, 0.083 0.049 0.495 0.004 0.002 0.024
(1.733%)  (1.006) (19879 (0.606) (0.275) (0.906)
RANK, -0.391 -0.395 -0.330 -0.007 -0.009 0.006
(-10.597%)  (-9.966*%)  (-3.121***)  (-1.218) (-1.300) (0.488)
LOCALCPA, 0.046 0.006
(1.105) (0.921)
Adjusted R? 0.149 0.145 0.288 0.710 0.703 0.795
F 141467 13.659%* 4454  185.2497* 175023  38.534**
N 751 673 78 751 663 88

O F R el s x o s o I FRRET .25 7KF0.10 ~ 0.05 ~ 0.01

ZRALL AR R R E R R SR RV TSR B A S o 4
THE I o AR AR TS AT LU P T o T A Tl AR AR

Wl /MR R BT

2 RERE

R A EOPE T T R DU AN W M o

AR PR EAL T ABNFEE JER T O B n LU 509 - 59K 2000 2

2002 445 NAREBE T I3t 18] A RSS9 SUUR 3R BORRA B 37 % LAE > (HIA AR IR AT
REXTAS SCHY R B A58 o NIk - 25 i 31 5 o T2l (9 28 )y B SR B T Wi 9 A2 3l
ZWREHE ~ W2 IEARR (AP~ IR 5% ~ Ri% > 2005) > FEHR ) A LnFEE (244
HOAHR R B RS b — AR T Ut A SR Rz 22) A D S T I B AR B B
X BRI EATIEE o S5 R WK -

MFEIFE > HKER 2002 4245 [ H Y 45 5 RANK 1811 R BR800 X 53R 8 45
BB o MAE 2001 FEAEAIEH G551 > RANK BUH R BN RN IE > X ARV E



TSR AR 9 ) 45 R A 22 F e SRR E R

BLARBUAE R BT 2 o Xk — 25 UE B 2002 47 A7 Tl 28 28 2 i 3 1 32 5 S Bk
BREGEER - AR H TR E I R 45

EF EWH K RANK A3 IR 385l ABNFEE B0 A] etk 2tk
Y > DU > FORT AT T A8 B AL Bl AT AR Ab B——ABFINCREASE, (5% 1 111X
B LT 1 AN 0) R logistic BERLHEAT [m] I ([ JHASL AL v () fif e A B S50 (2)
SEMIF]) > G5 EIR - AEH PRI AE B IR BER 5 9 2002 4F > TR N BE BTIA 2
HMGE S5 IINIE R A TRAEAS - [IRCE th RANK, [0 JE 28 RIS . 35 Dy 97 - 17 b5k B e
H TR 5 B IE A BER 19 2001 #EFFARAETE -

BEAL > 5 R E RN R AT B s/ A0 H B _E T2 R T A DL A R R
ATREXAN T ABCA R AR T Lk A R EFEATRE - 45— 08 > 2002F PR G
Bl R R 9 RANK 81 B BR300 > AR o N BERT AN B 2 )i
A& BH R BRI 5 & S R R - MTE20014F > TCIER 4 TR & B
X IP AR 22 IS 55 BT AR 1] RANK, 11 R st it BB 3%

LRE VA RS S aT AR RN 2001 4R T #G 1E U Y b 28 F ] I fE B
SR LR - —ERRRE LD TR E SRR AR T 2R b i BRI
JE > TERTRES | B IR A8 D DL KB R A AR DR > IR A AT U2 2 A5 DL R
Tt TE R BT B AA BT M 2 TN E 2 B 5 ) ki s i
Fri > A BRI 1 T AROR S UE AR AR -

H#—FSHR FEFUHTRERE T 2ITERNEEXHK
o ?

EARBERABL > B 2001 A TSRS R 5 R BOR Y I > AR A T
BBl 2 AF LR T > (P8R > G R TSR I G2 MR 15 B 2 o T R B
SR > SR H TSR T IE A IR o T DUR ORI R R Tt
HH R NRER - Dl — AR 8 T A5 25 ] 4 R 1 BORCR © I8 EI A it
MPEFTE TH S 2 i AR A {5 (DeAngelo, 1981) » T & 1T H AHRE &
2 THE AR B M (Teoh and Wong, 1993) » EAR » QAL IIARAY 5% A7 Tk ok 5
BB A BT > B A RHERUL - TR R S A T B M A H2 T EARN
(EARSCMER Y BEAR o ft > FRATHN AR > DLtk — 20 AR50 S 3 4 Tl gl o7 3
b A

Bii— EHARZFE-—ENERT  FEFEFFITRENATESITRENE
R MR

[ > 25 P8 30 3ok i 1) S 5 W T U o TT RE R MR b T A WA U A R L S
(BRAST ~ 28835 ~ 227% > 2005 5 Francis and Ke, 2006 3 J5ZEHEFBESIIE > 2008) »
TG B80T 4 06 S PR 9 e - BRI > A6 T SCA A v i — 25 R oy S o A I
NSRS 5 T O O TR R AS A B S A TSR A TR R A

OV BN BN > W DURBGE T 40752 92 T AN (B AR 5 P AR Y
LT ORI 7 0 2 TH AR N (A A DG HERERY > 75 SCEARIFR Y rh > FORAET X
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*®9 H AR B ER S T AR ) 18] H 45 R — R AR

J5 %1

BEA 2002 FFAE X 2001 4F 2001 AEAEX 2000 4F
AR N % B INGRRT eEREA N % i VN
il 0.249 0.255 0.210 -0.039 -0.011 0.057
(5.557%)  (9.839"*)  (2.706**) (-1.019) (-0.444) (0.910)
A InASSET, 0.224 0.269 0.134 0.038 0.057 -0.234
(BS6I™)  (4.192*%)  (0.434) (0.770) (1.097) (-1.185)
AINVREC, 0.203 0.175 -0.07 0.213 -0.282 0.431
(1.1590) (0.981) (-0.107) (-1.904%)  (-2.405*%)  (0.868)
ALEV. -0.008 -0.004 0.104 -0.151 -0.154 0.646
(-0.207) (-0.090) (0.147) (-2.198%)  (-2.183*%)  (1.604)
AROA, -0.041 -0.048 2.474 -0.041 -0.050 1.409
(-0.978) (-1.159) (2.339%)  (-0.582) (-0.696) (1.597)
LOSS, 0.043 0.051 0.259 -0.038 -0.034 -0.071
(1.093) (1.274) (1.467) (-1.067) (-0.923) (-0.484)
DUAL, 0.052 0.064 0.035 0.007 0.029 -0.068
(1.287) (1.371) (0.436) (0.182) (0.649) (-1.03)
SWITCH, -0.004 -0.044 0.127 -0.017 -0.028 0.082
(-0.091) (-0.969) (0.700) (-0.653) (-1.031) (1.045)
IMPROVE, 0.040 -0.004 0.542 0.013 -0.006 0.043
(0.814) (-0.089) (2.165%)  (0.339) (-0.165) (0.242)
RANK, -0.375 -0.372 -0.352 0.193 0.218 0.115
(-9.948%)  (:9.271%**)  (-3.316™*)  (5.603*)  (5.767***)  (1.306)
LOCALCPA, 0.006 0.042
(0.137) (1.173)
Adjusted R? 0.122 0.129 0.298 0.053 0.066 0.000
F 11449 120407 4.640* 5197 6219 1.001
N 751 673 78 751 663 88

O FRff 5 x> o o B RIEER SR /K T-0.10 ~ 0.05 ~ 0.01

HERF R 2 T BARMN (EAR S PR o BET SRICOE A 2 I BRI EAR S KK
T GBSO —/NERE) A B AR Dy S ol 22 5 i i ) R AR B - e Tl o % 4%
2T AR S IR R ] AR DM DU 2 TH LA 8 DR IS AR 19 S AR Bk Al i 2
THEAR BN EAR R o o KR 10 % 1ol DUA R0 S 28 T T R 2 TH AR N
(EAR SRR TR f) BRI - 2 T SRS A9 2 T L A (ELRE SR M VR BB AR LR
O IR TR e > T T OR AR Bk B A RAER > JX A > X TR A AR
Al R - B S BRI T R e o W B R E] - KIE b
2wl A B AR R BR TR 2 it R 2 Ah - B F L AR ~ B E A - AR
J2 A B A AR R M AN B B AR R, > X BEAS T SRR TR B TR RE I 0 R
THELA AN B 00 (7 7ML > 1996) o GXFE » FET RKWFR 02 tHa a0 (B A
FAEBFF % A RE R BN AR 2 8% 3t T B2 TR RN EAR R IR AL RS 2t
RGBT EAT G (Subramanyam, 1996) ° B » FEREUUNN BT RIEWF X9 22 &



TSR AR S 9 o 45 R A 28 F Je SRR E R

A EAR SRR LIRSS AR 33—

RET =a, + B, x EIP, + B, x PIB + 8, x LEV, + f, x OPINION, + f x LnMV,
+ B, x LOCALCPA + B, x ABNFEE, + f x EIP x PIB, + f8, x EIP x LEV,
+ B, x EIP x OPINION, + B, x EIP.x LMV, + B x E/P,x LOCALCPA,
+ B, x EIP x ABNFEE + ¢, (3)

Hep s FASRRET, > AR RN F4 A BB — D8 B e+ 144 Ak
e fa — M35y BATR B BER TG [E 3 [ i 5 i e B 4 R 3 F AT T BRASUAL
5 E/P o FORN T AL AFR R R - Horb s BT AR A R AR AR
RBIBAR «— 144 A B B fa—/ 38 5 B RN 5T 5 P/B WA Rl i7E FRAER IR AR
R B IK TN (5 o 4F 4 0 s — 22 5 H PRI AN RS T E R4S 5 LEV, iR
3 23 FLAE ARAR AR TUBURLE B K AN (B T3 987 965 5 OPINION A%
B QRS T AR ETE R EEH ERL - BUEDN 0 BN L LMV A FET L
B c— VARG — 285 BRI AN BCETTER B RN LOCALCPA, NI AL &
MARRAL A E TN AN - BUE N 0 > BIION 1 5 ABNFEE, 5% 1 THI o -

RS RS 2R AN EAREZ WA R AR R > HEE Teoh
and Wong (1993) BIfEIEXELAS T P/B ~ LEV, ~ LoMV R MEAS G % iHAL2E - A
PRI > M Bk A B T A LB L o BUAh s ABNFEE 5% TR 4 5 R BUE
AR AN LA B (M) ESCI RANK)) WIRFR I o 8 S ok (5 B 2 )G
AR BB SRR T B A9 2 R 2 N 5 B AT B IS > AT I AR
R SR o PRI > FRIE PR T B o i 45 5R 1 5 — 4F——2001 4F R AT —
2000 4F 19 ZHE A BT FUREAR AT B W A8 0 e o7 S 31 970 1T R A 52 o 14

F 105N MR ABNFEE RS R BRI [ 4558 - 75 2 3P [m] I 46
B> SENIE/P, X ABNFEE EIA R LA R - HEEX D TIERSGH
WA Z G > BB > 855 Tl o o (RIS AR il B [a] D AR R 2
H> XHLE/P, X ABNFEE 8 A %003 N IE » 3% GRE T OROS AR i sk i
T2 TR LI AR A 7 TS B T S I T S5 D K > TR E T 2
ARMMEAISRTE o A0 - 7558 A R N IR MEAS T > ZEXXIE/P, X ABNFEE, 711
ABEIRNTAEGET EIFARZE > I - 52000 —2001 SEFEAKDE - B A KI5+
W TS E T TSR I 5 2 T B AR EAR AR ROUESE o TEXTABNFEE,
RAFEESARRITZE - MIHER (F11) 5R108EA—80 R St bR
PR o ik 255 T FEHER LS U (2008) B R BUAR—B0 AT REIE E7E T P E BT
Y225 J7 EMERBESIIE (2008) R JTH THICHR AR 30 1 S 8 TH IO i i s b
T LA DX 53 IO O TE Y1 DUAR R SRR 1 DL

WA TR A — A ——2001 4 > Y AT R RIBRH TS 2 N BT A R A E R > AT
J& CC RS Ot 2 TS 55 B AT O A -
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J5 % Hfe

10 SEHA NG S A (AR ) 5 5 — 2T ABNFEE,

bR ABNFEE SRR ABNFEE NIERIFEA
KRH SHuhitHE i B IHE i B IHE e
iz el 0.037 0.506 -0.103 -0.944 0.066 0.566
E/P 10.962 43737 18197 4,680 7.864 2,138
P/B 0.091 2661 0.123 2617 0.096 1.851%
LEV, 0.083 2171% 0175 3.279% 0005 0.087
OPINION, 0.066 2.204% 0052 1.245 0.102 2,402
LoMV, -0.196 5.623% 0.198 4056 0.175 -3.381%
LOCALCPA, 0.066 1.011 0.113 1.208 0.042 0.438
ABNFEE, 0.041 1.040 -0.038 -0.428 0.107 1.073
E/PXP/B 2.086 2129% 1744 -1.101 3.998 2,623
E/P X LEV 5.421 40307 7.037 36657 -3.658 -1.890*
E /P XOPINION -5.224 48847 -1.701 -0.919 -5.249 -3.576"
E/P X LaMV, 1.097 1.174 -0.626 -0.422 2.168 1.504
E/P X LOCALCPA 0748 -0.320 -2.765 -0.771 -0.155 -0.048
E/ P XABNFEE, 0.728 0.757 4378 L667* 0744 -0.248
Adjusted R? 0.101 0.135 0.083
F 12375 9.030*+* 5,465+
N 1317 671 646

o ey BIER R T 3 7K 0.10 ~ 0,05~ 0.01

w11 HWATS 2R AR EMOCHE R H SR — BT RANK,

EEA ABNFEE NAIREA  ABNFEE, WIEWFEA
B4 SR THE ol BHhTHE o 2R IHE tff
W 0.014 0.185 -0.076 -0.725 0.025 0.148
E/P 10.759 4112°% 15307 3.853* 9,578 1.915*
P/B 0.091 26627 0.121 25717 0.094 1.807*
LEV, 0.082 2157 0.173 3.228%*  0.006 0.109
OPINION. 0.066 2214 0.053 1.27 0.101 2.357%
LaMV. -0.195 5591 0,195 4017 20,175 3371
LOCALCPA, 0.067 1.022 0.121 1.294 0.033 0.343
RANK 0.044 0.855 -0.084 -0.549 0.109 0.673
E/PXP/B 2.064 2104 -1.618 -1.023 422 2627
E/P X LEV, -5.422 40297 6901 3592 379 -1.96*
E /P XOPINION -5.225 488 -1.594 -0.848 -5.233 43,563
E/P X LaMV, 1.046 1.123 -0.796 -0.549 2363 1581
E/P X LOCALCPA ~ -0.908 -0.39 -3.256 -0.906 -0.362 -0.114
E/P X RANK 0.728 0.565 7.682 1.605 -2.406 0511
Adjusted R? 0.100 0.135 0.082
F 12,298+ 9.012%* 5.409%
N 1317 671 646

ek ok S B ROR 8 .35 K 0.10 ~ 0.05 ~ 0.01



TSR AR 9 ) 45 R A 22 F e SRR E R

o o it
N ARER

ARSCLA2001 AEIT AR SRR _E 1T 2 R T B 15 B R R SRR R N A NE R T
BB R AT R o BAREY - A T SR R ok T E
T B IR DL > A BT 2 g o [ T S o ot B DL - Bl
AL — 25 B 55 WA IO A T R AR o A5 R AL > 2002 4FH TR 922 )
L5 B SR 0o A R R R U OG> X B R A AR/ R T A AR IR DA
AT A SR 4 B 2 5 A B TR B R AE TSR v R BEER 9 2001 4R
FHAWI o MH > SCUEMERE R > SR H Tl — R ERE TR R R o SR
b AT SCRE TSR SRR S T TR AR

ZZE XM
SRHF 2003, o ELHE S5 1T 000 AT I < SIEBRG LR CROFBITO S 38 - 36—
40 °

BRAAE ~ JAR IR 2006. " A &4 W] O 7 TR Y5200 — oK B E 1A "R L5 E
P (M TEE 3 > 44—55 -

WA~ JREhEE ~ SHIR 2005, 5 E A TR S AR TS R EGE T (2 i S 0
SR 4 > 1—28
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l. Introduction

For a long time, China’s audit market had been overly competitive, and this vicious
competition without appropriate regulation resulted in unreasonable reductions of audit
fees and a deterioration of audit quality (Li and Wu, 2002; Xia and Lin, 2003). To
improve corporate governance and reduce information asymmetry between stockholders
and management or the auditor, the China Securities Regulatory Commission (CSRC)
promulgated the 6th Notice on Q&A about Standards of Information Disclosure by
Companies Olffering Securities to the Public (hereafter the “6th Notice”), which required
public companies to disclose audit and related services fees starting from 2001. But
whether this regulation of audit fee disclosure has worsened competition in China’s audit
market or improved the audit market structure has become the focus of recent debate. The
opinion of policy makers is that employing the auditor and knowing the service fee is the
stockholders’ right; moreover, audit fee disclosure helps in reviewing the independence
and professional ethics of an auditor, thereby decreasing information asymmetry and
improving audit quality (CSRC, 2001). But academia has not agreed with the policy
makers. In the opinion of scholars, the effectiveness of the regulation on information
disclosure depends on the institutional environment, and inappropriate regulation may
damage social welfare (Stigler, 1964; Wu, Hu, Wu, and Rui, 2005).®> Currently, China’s
audit market is in its primary stages, which has resulted in intense and cruel competition
between auditors when bidding for listed companies. In such an institutional environment,
the auditor’s bargaining power may worsen with the disclosure of audit fee information,
leading to a continuous decrease in audit fees and audit independence. As a result, the
auditor might cut audit costs by replacing more highly skilled CPAs with those of lesser
skill, or by reducing the input of work time.

Considering the above, this paper studies the effect on China’s audit market of the
regulation on disclosing audit fee information that took effect in 2001. First, I observe
the change in audit fees in 2002, the year subsequent to the announcement of the 6th
Notice, and find that this change is negatively correlated with the previous-period audit
fee. But this phenomenon does not exist in 2001, suggesting that the extremeness of the
audit fees weakened after the policy was implemented. Then I study whether abnormal
audit fees damage audit quality and find that unreasonably low audit fees have some
negative effect on audit quality. In general, the paper supports the conclusion that the
disclosure of audit fee information has been helpful in improving the audit environment.

This paper makes two contributions as follows. First, despite the continuous

attention of researchers to the regulation of information disclosure, many issues are

3 Stigler (1964) finds that American regulation of special purpose entities (SPEs) in the 20th century

damaged the efficacy of the capital market; Wu, Hu, Wu, and Rui (2005) find the same phenomenon
in China.
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still pending, such as the costs and benefits of information disclosure regulations and
the consistency of the theory and practice behind such regulations (Leuz and Wysocki,
2008). I study the economic consequences of the disclosure of audit fee information of
China’s listed companies, thus providing new evidence from developing countries. And
second, the consequences of audit fee levels and changes being an important issue in audit
research (Chen, Su, and Wu, 2005), this paper finds that information asymmetry is an
important factor influencing these elements from the perspective of regulating information
disclosure. This finding thus offers a new way to understand the audit market.

In the following section, I describe the institutional background of China’s audit
market and analyse the theoretical relation between audit fee information disclosure
and audit fee change. Section III describes the research design and sample selection
procedures. Sections IV and V report the results of our empirical work, and Section VI

concludes the paper.

Il. Institutional Background and Theoretical Analysis

Two different opinions prevail about the relation between competition and the
audit market. One is that competition helps to improve audit quality (hereafter the
“perspective of audit quality improvement”), and the other is that competition ends up
damaging audit quality (hereafter the “perspective of audit quality damage”). From the
first perspective, appropriate competition may improve the matching between auditors
and clients, thus cutting losses from the mismatch between them and improving social
welfare. Specifically, market competition can reduce the transaction costs caused by
information asymmetry in the audit market as well as by auditor change, while increasing
the probability of the latter, thereby improving the match between auditors and clients.
Moreover, the expectation of decrease in audit tenure can help not only to lessen the
auditor’s bluntness caused by long tenure, but also to reduce the economic dependence
of the auditor on a client, thereby improving audit quality (Jeter and Shaw, 1995).

US regulators hold the same view. For example, a subcommittee of the US Senate
— the Reporting, Accounting, and Management Committee — claimed in a research report
that the ban against direct solicitation in the audit market damaged the public interest
because it disfranchised the audit receivers’ right to know various sorts of information
needed to evaluate the audit type, audit volume, and the audit fee (Metcalf Committee,
1976). The Antitrust Division of the US Justice Department holds the same view against
the ban.* The empirical evidence from the US audit market also supports the perspective

of audit quality improvement. Jeter and Shaw (1995) find that the relaxation of the ban

4 The Antitrust Division of the US Justice Department thought that more adequate information related

to audit quality and audit fees was to be found in a market without a ban against direct solicitation
than in a market with such a ban (Chaney, Jeter, and Shaw, 1997).
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against direct solicitation does not damage but instead improves audit quality, and that
the relaxation greatly facilitates the decision to change auditors so as to decrease audit
costs (Chaney, Jeter, and Shaw, 1997). Moreover, relaxation of the ban has not damaged
the ability of small CPAs to compete (Chaney, Jeter, and Shaw, 1995).

But the perspective of audit quality damage is more pervasive in China, which
is in the process of institutional transformation. According to this perspective, over-
competition may expedite the out-of-order condition and impair social welfare (Xia and
Lin, 2003), because it can compel auditors to compete with one another through low-
balling tactics (Cohen Commission, 1978) and by various unfair measures (Xia and
Lin, 2003). The CSRC’s inspection of CPA practices shows that these phenomena do
exist (CSRC, 1998).° Unreasonably low audit fees in turn induce auditors to perform
audits of lower quality, and not to perform basic audit procedures in some circumstances
(CSRC, 1998). Simon and Francis (1988) find that auditors systematically discount the
audit fee in order to get the audit contract, that is, low-balling, which damages auditor
independence. Hence, low-balling behaviour has become a focus of China’s regulators. In
2002 the CSRC and CICPA together promulgated the policy focusing on whether current
audit fees were significantly lower than previous fees after a change in auditors; the
regulators also talked with auditors in detail and reminded them to maintain audit quality.
In 2007, the CSRC and the Ministry of Finance (MoF) further promulgated the Noftice
on the Questions of CPAs Performing Securities and Futures-related Business, which
prescribes the MoF and CSRC to pay more attention to those CPAs qualified for the
securities business who have behaviours such as an exceptional audit fee. But, according
to this view, the supervisory effectiveness of regulators such as the CSRC and MoF
also depends on the availability of audit fee information, such that the scarcity of this
information invalidates the effect of regulations against CPA behaviour of abandoning
audit procedures and cutting audit costs. Without strict regulation, CPAs have broad
scope to cut audit costs; for example, they could easily replace more highly skilled CPAs
with those of lesser skill or reduce work time to cut such costs. Under these conditions,
the key to survival and profit-earning for CPAs is to secure more contracts, and so they
rush to discount audit fees. Such low-balling tactics have in fact long existed in China’s
audit market (Li and Wu, 2002).

But the environment in which CPAs play changed notably with the 6th Notice
promulgated by the CSRS on 24 December 2001. According to the regulation, listed

companies should disclose their audit and related services fees paid to the auditor starting

With the various interest incentives, some CPAs rushed to discount the audit fee in order to secure
the contracts. For example, the audit fee paid by a company that had dozens of branches throughout
the country and had a big sale was a little more than 10,000 yuan. At the same time the audit quality
was discounted, and basic audit procedures were not performed in some circumstances. Moreover,
one auditor provided an unqualified opinion report based only on the material provided by the client
and not on performance of the field work (CSRC, 1998).
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from 2001. The purpose of this regulation is to help investors more easily judge auditor
independence and compliance with professional ethics, and to reduce the information
asymmetry between stockholders and management or the auditor so as to improve audit
quality (CSRC, 2001). Certainly the disclosure of audit fees has had a big effect on
the audit environment and changed the strategy of CPAs. With the disclosure of audit
fee information, regulators can easily and timely identify those companies that pay or
auditors that receive unreasonably low audit fees; they can then quickly and thoroughly
check whether the auditor is cutting audit procedures and costs because of the low audit
fee, thereby notably improving the effectiveness of regulation. Because of the remarkable
decrease in the scope for reducing audit costs, CPAs must now increase audit prices
naturally; otherwise, they will suffer additional losses with more contracts. At the same
time, listed companies as receivers of audit services will have an incentive to increase
audit fees so as to circumvent more supervision and queries from regulators caused by
unreasonably low audit fees. Hence, the behaviour of low-balling will be stunted.

In addition, the disclosure of audit fees may improve the information environment,
thereby causing the longstanding unreasonably low audit fees to return to a normal
level. Before the public disclosure of audit fee information, auditors themselves found it
difficult to acquire detailed knowledge about the audit fees paid by other companies or
received by other auditors; this dual lack of bargaining power and information also helped
lead to the long existence of unreasonably low audit fees. Now with the disclosure of
audit fees, the information asymmetry among the incumbent auditor, potential auditors,
and listed companies has decreased notably, allowing them to easily know the situation
of audit fees and thus to judge the rationality of a contract. The auditor can now bargain
with a company over the audit fee. As the authorities perfect the independent auditing®
and accounting standards,” and as legal liability becomes more stringent, auditors now
have ample reason to increase their audit fees. Thus, the longstanding unreasonably low
audit fees will return to a normal level.

In contrast, the more likely strategy and consequence is a reduction in the audit fees
of those listed companies that have paid unreasonably high fees. Before the disclosure
of audit fee information, companies found it difficult to acquire detailed knowledge
about the situation of audit fees paid by other companies or received by other auditors,
thus making it hard to judge the rationality of contracts. Meanwhile, other auditors had

difficulty making reasonable offers to those companies, so the possibility of auditor

¢ The first batch of nine auditing standards and one practical announcement was promulgated on 1

January 1996; the second batch of eight specific standards and three practical announcements on 1
January 1997; the third batch of nine specific standards and two practical announcements on 1 July
1997, the fourth batch of one specific standard and two practical announcements on 21 January 2001;
and the fifth batch of two specific standards and one practical announcement on 30 September 2001.

7 At the end of 2000, the MoF promulgated the Accounting Standards for Business Enterprises, which
took effect on 1 January 2001.
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change was low and the mismatch of companies and auditors was intensified (Jeter and
Shaw, 1997; Shu, 2000). With the disclosure of audit fees, a company can now bargain
with the incumbent auditor over the audit fee by referring to other auditors’ fees,® and
other auditors can make competitive offers to the company, thus allowing unreasonably
high audit fees to return to a normal level.

Therefore, I develop the following hypothesis:

H1: The disclosure of audit fees will help to decrease the difference in audit fees
between listed companies; in other words, the higher the audit fee paid in the

previous period, the less it will change in the current period.

But the effect of audit fee information disclosure will differ between different CPAs.
Audit demands vary with companies. The establishment and management of China’s
audit market is largely under the control of the government, and many Chinese-listed
companies meet only the lowest level audit requirements stipulated by the authorities
(DeFond et al., 2000). As the legal environment improves and market power strengthens,
some listed companies that bear more pressure from the market will have the incentive
to employ high-quality auditors (Chen and Zhou, 2006). Those companies that hire the
Big Five auditors will be willing to pay higher audit fees generally, while in contrast,
those companies that hire local auditors will usually pay more attention to decreasing
the audit fee (Chen and Zhou, 2006). Moreover, foreign auditors own higher bilateral
monopoly power relative to their local counterparts; also, the bargaining power of
companies relative to foreign CPAs will decrease because a change in auditor, especially
from a foreign to a local auditor, will mean an increase in operating risks and a decrease
in audit quality (Shu, 2000; Cai, 2003), in turn leading to a negative market response.
Moreover, Chinese regulators manage the audit fees of local CPAs and foreign CPAs
differently (Economic Observer, 30 October 2004). Foreign auditors are allowed to set
audit fees according to audit costs and risks, and a higher audit fee will be accepted by
the market because of the auditors’ international reputation. In contrast, the audit fees of
local auditors are regulated by the audit fee standards established by the CICPA under the

8 For example, Yantai Wanhua (stock code: 600309) disclosed in its annual financial report of 2001
that when deciding the audit fee paid to the auditor in 2001, the company performed the following
procedures. First, it acquired as much information as possible on audit fees paid by Chinese listed
companies, especially listed companies in Shangdong province. Second, it acquired information about
audits performed by Shangdong Qianju CPA Corporation as well as the business development and
internal control systems of the auditor. Finally, it signed the audit contract with the auditor after
the board of directors and the meeting of stockholders made the engagement decision. The annual
audit fees were, moreover, clearly defined in the audit contract. Similarly, Shennandian (stock code:
000037) disclosed in its 2004 annual financial report that the company defined the audit fee paid to
the auditor according to the Provisional Rule on CPA Service Fee Standards issued by the Finance
Bureau of Shenzhen, as well as by reference to the audit fees paid by other companies of a similar
scale upon the approval of the board of directors and the meeting of stockholders.
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authorisation of a national administration for price management;’ moreover, in practice
many local governments and departments promulgate various rules to lower the audit
fees of local auditors.'” Consequently, I divide the auditors into two groups — foreign
auditors and local auditors — for further research to study the effect of the disclosure of

audit fee information on changes in audit fees.

lll. Research Design and Sample Selection
(1) Research Design

This paper seeks to study the effect of the disclosure of audit fee information on
audit fee changes, which are influenced by many factors. To control for the effect on
audit fee changes of changes in accounting standards and company characteristics, I use
abnormal audit fee changes as the substitute for audit fee changes based on the design by
Chen, Su, and Wu (2005).!! Specifically, I first estimate abnormal audit fees by company

and by year using the following audit fee model:

LnFEE , = a; + 8, x InASSET, + 3, x INVREC, + 3, x CURRENT,
+p,xLEV, + ,x ACIDR , + B, x ROA, + 3, x OPINION,
+B, x LOCALCPA, +¢, , O

where LnFEE; is the natural logarithm of audit fees; InASSET is the natural logarithm
of total assets; INVREC: is the ratio of current accounts receivable and inventory to total
assets; CURRENT: is the ratio of current assets to total assets; LEV: is the ratio of total
liability to total assets; ACIDR: is the ratio of current assets to current liability; ROA:
is the ratio of current operating income to total assets; OPINION: takes the value of 0
if the opinion is unqualified, and 1 otherwise; LOCALCPA: takes the value of 0 if the
auditor is a foreign CPA, and 1 otherwise; and ABNFEE: is an abnormal audit fee of

firm 7 in year .

In Model (1) the residual error ¢ is the abnormal audit fee of the company
(ABNFEE}); 1 then estimate the change in abnormal audit fees by subtracting the previous
from the current abnormal audit fee, that is, AABNFEE: = ¢, — ¢.,. Afterwards, I use the
regression model listed below to study the effect of the disclosure of audit fee information
on audit fee changes, borrowing from the model of audit fee changes designed by Wu
(2003):

® Article 6 of Decree No. 2255 in 1999 (Administrative Regulation on Intermediary Service Fees)
prescribes that for some intermediary services with industry and technical monopolies, such as
inspection, appraisal, notarisation, and arbitration, standard prices are to be introduced. The prices are
to be set in the domestic market based on the total assets of the auditee or work hours of the CPAs.

10 Economic Observer, 30 October 2004.

According to the referee’s suggestion, I use the audit fee model to estimate the abnormal audit fee

and study the economic consequences of the disclosure of audit fee information.

For simplicity, I cancel the i from the variables.
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AABNFEE, = a, + f3, x AInASSET, + 8, x ANVREC, + 3, x ALEV, + 3, x AROA,
+ B x LOSS, + By x DUAL, + f3, x SWITCH, + f3, x IMPROVE,
+ B, x LOCALCPA, + B,y x RANK,, + ¢, , 2)

where AInASSET, is the change in natural logarithm of total assets; AINVREC: is the
change in INVREC; ALEV: is the change in financial leverage; AROA: is the change in
ROA; LOSS: is a dummy that equals 1 if the company posts a net loss, and 0 otherwise;
DUAL: is a dummy variable that equals 1 if the company issues A and H shares, and 0
otherwise; SWITCH; takes the value of 1 for firms that switch auditors and 0 for those
that do not; IMPROVE; is a dummy variable that takes the value of 1 if the current audit
opinion improves relative to the previous year, and 0 otherwise, according to Chen, Su,
and Wu (2005); LOCALCPA: takes the value of 0 if the auditor is a foreign CPA, and
1 otherwise; and ABNFEE: is an abnormal audit fee of firm i in year 7. As for RANK:,
I rank firms according to the abnormal audit fee (percentage) and then assign a variable
with the values of 0, 1, 2, 3, and 4 through 9 according to the ranking order; I then
divide them by 9, the results meaning that the lower the number, the lower the audit

fee rank.

(2) Sample Selection and Descriptive Statistics

Considering that this paper studies the effect of the disclosure of audit fee
information on changes in audit fees, the sample must simultaneously have audit fees for
years 2001 and 2002. At the same time I select the sample according to the following
criteria: (1) companies must issue A shares or A and B shares simultaneously; (2)
companies must not belong to the financial industry (six are excluded); and (3) related
financial data must be complete. I thus obtain 752 listed companies. In addition, I gather
the audit fees paid by companies for 2000; the data of 612 companies are taken from
their 2001 annual reports. Since the remaining 140 companies did not disclose their
audit fees for 2000 in their 2001 annual reports, I use the audit fee they paid in 2001
instead."

I take the audit fee and CPA data from the annual reports published by companies,
and the financial and market transaction data from the China Stock Market and
Accounting Research (CSMAR) database (2005 edition) jointly developed by The Hong
Kong Polytechnic University and GTA.

'3 The purpose of substituting the audit fee of 2001 for the audit fee of 2000 is to maintain consistency
of data in order to reduce the effect of data inconsistency on the results. In the robust test, I perform
the test again after excluding the 140 companies.
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Table 1 indicates that the audit fee paid by companies in 2001 and 2002 shows an
ascending trend; the mean increase is 41,166.18 renminbi, and the largest is 2,780,000
renminbi (Huaneng International, stock code: 600011). This is consistent with the trend
of perfection in auditing and accounting standards, which requires auditors to work harder

and put in more time, thus leading to an increase in audit fees.

Table 1 Descriptive Statistics

Percentage

Variables N Mean S.D. Min Max 25% 50% 75%
AFEE: 1504 41166.180 212998.450 -2000000.000 2780000.000  0.000  0.000 70000.000
AABNFEE: 1503 0.000 0.255 -1.610 1720 -0.091  -0.006 0.066
ADUAL: 1504 0.120 0.320 0.000 1.000 0.000  0.000 0.000
AIMPROVE: 1504 0.080 0.275 0.000 1.000 0.000  0.000 0.000
AInASSET: 1504 0.072 0.259 -2.940 1370 -0.021 0.062 0.177
AINVREC: 1504 -0.013 0.087 -0.693 0.591  -0.043  -0.008 0.019
ALEV; 1503 0.044 0.391 -3.037 9.994  -0.023 0.017 0.068
AROA: 1504 -0.029 0.399 -10.007 4.028  -0.029  -0.007 0.006
ALOSS: 1503 0.130 0.338 0.000 1.000 0.000  0.000 0.000
ASWITCH, 1504 0.160 0.366 0.000 1.000 0.000  0.000 0.000
ALOCALCPA: 1504 0.890 0.313 0.000 1.000 1.000 1.000 1.000

Note: AFEE, is the change in audit fee (unit: renminbi)

Table 2 Comparison of Abnormal Audit Fees and Changes between 2001 and 2002

Rank by abnormal 2001 2002 Difference
audit fee for 2001 Mean Median Mean Median Mean Median

1 -0.738 -0.695 -0.498 -0.550 0.240 0.129
2 -0.442 -0.443 -0.306 -0.381 0.136 0.022
3 -0.277 -0.276 -0.223 -0.235 0.054 0.006
4 -0.152 -0.150 -0.123 -0.169 0.030 -0.013
5 -0.056 -0.055 0.005 -0.090 0.061 -0.030
6 0.045 0.044 0.060 -0.004 0.014 -0.041
7 0.155 0.157 0.074 0.059 -0.081 -0.085
8 0.274 0.270 0.238 0.198 -0.036 -0.060
9 0.414 0.408 0.240 0.307 -0.175 -0.114
10 0.758 0.668 0.522 0.478 -0.236 -0.160
t test® 33.930%** 16.732%%* -8.520%**
Mann-Whitney test® -23.7733%%% -16.090%** -8.007%**

Note: 1 is for firms whose audit fee for 2001 belongs to the lowest 10%, 2 is for the lowest 20%,
and so on; ° denotes the results of comparing the lower 50% abnormal audit fee of 2001
with the higher 50%; *, ** and *** denote significance at the 0.10, 0.05, and 0.01 levels

(two-tailed), respectively.
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Table 3 Comparison of Abnormal Audit Fees and Changes between 2001 and 2002 —
Local CPAs

Rank by abnormal 2001 2002 Difference

audit fee for 2001 Mean  Median Mean  Median Mean Median

1 -0.743 -0.695 -0.493 -0.542 0.250 0.154
2 -0.445 -0.448 -0.309 -0.392 0.136 0.012
3 -0.276 -0.273 -0.223 -0.232 0.053 0.013
4 -0.152 -0.150 -0.120 -0.173 0.032 -0.020
5 -0.057 -0.056 0.010 -0.082 0.066 -0.020
6 0.046 0.044 0.064 -0.002 0.018 -0.041
7 0.155 0.156 0.066 0.053 -0.088 -0.085
8 0.274 0.270 0.250 0.221 -0.024 -0.055
9 0.417 0.408 0.250 0.315 -0.167 -0.111
10 0.712 0.650 0.446 0.440 -0.266 -0.183
t test® 32.512%** 15.435%** -7.944%*x
Mann-Whitney test® -22.465%%* -14.934#%* -7.220%%*

Note: 1 is for firms whose audit fee for 2001 belongs to the lowest 10%, 2 is for the lowest 20%,
and so on; ® denotes the results of comparing the lower 50% abnormal audit fee for 2001
with the higher 50%; *, ** and *** denote significance at the 0.10, 0.05, and 0.01 levels

(two-tailed), respectively.

Table 4 Comparison of Abnormal Audit Fees and Changes between 2001 and 2002 —
Foreign CPAs

Rank by abnormal 2001 2002 Difference

audit fee for 2001 Mean Median Mean Median Mean Median
1 -0.720 -0.685 -0.631 -0.550 0.129 0.129
2 -0.425 -0.406 -0.331 -0.381 0.071 0.022
3 -0.280 -0.296 -0.301 -0.235 -0.005 0.006
4 -0.152 -0.155 -0.165 -0.169 -0.010 -0.013
5 -0.035 -0.035 -0.153 -0.090 -0.119 -0.030
6 0.023 0.023 -0.103 -0.004 -0.126 -0.041
7 0.160 0.173 0.093 0.059 -0.103 -0.085
8 0.267 0.270 0.040 0.198 -0.224 -0.060
9 0.390 0.377 0.143 0.307 -0.238 -0.114
10 0.944 0.773 0.736 0.478 -0.096 -0.160

t test® 11.977%%* 6.473%** -3.143%%%
Mann-Whitney test® -7.535%%% -5.799%%* -3.665%%*

Note: 1 is for firms whose audit fee for 2001 belongs to the lowest 10%, 2 is for the lowest 20%,
and so on; ® denotes the results of comparing the lower 50% abnormal audit fee of 2001
with the higher 50%; *, ** and *** denote significance at the 0.10, 0.05, and 0.01 levels

(two-tailed), respectively.
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As shown in Tables 2 to 4, I test the effect of the disclosure of audit fee information
on trends in audit fee changes. Table 2 indicates that companies that paid a less abnormal
audit fee in the previous year continued to pay a lesser fee in the subsequent year, but
they also had a significantly larger increase in audit fee changes than that of companies
that paid a higher audit fee in the previous year. This means that the condition of CPAs
receiving low audit fees improved significantly after the audit fee disclosure, and the
audit fee gap between CPAs narrowed to some degree. When I divide the sample into
local CPAs and foreign CPAs, I obtain the same results.

Moreover, | find from Tables 3 and 4 that the difference in abnormal audit fee
changes between the highest and the lowest audit fee companies in the local CPA
market for 2001 is 0.516 {0.25-(-0.266)}, but in the foreign CPA market, the difference
is only 0.225 {0.129-(-0.096)}. The former is 2.29 times the latter, implying that the
price elasticity in the local CPA market is higher than that in the foreign CPA market.
The audit fee paid by companies that paid the lower audit fee in the local CPA market
increases more than that in the foreign CPA market, whereas the audit fee paid by
companies that paid the higher audit fee in the local CPA market decreases more than
that in the foreign CPA market.

The competitive hypothesis for the above results is that the mean reversal in audit
fees leads to a decrease in audit fee differences. Because unreasonably high audit fees
cannot continuously increase and unreasonably low fees continuously decrease, the audit
fee difference naturally decreases within a certain period. Some companies disclosed
the audit fee for 2000 in 2001, which is the first year that companies disclosed their
fees. Since the companies could not change the fee that had been paid or set in the
previous year, the audit fee level and change between 2000 and 2001 could not have
been influenced by the 6th Notice; I can thus test the competitive hypothesis by testing
the change in audit fee for 2001. If the decrease in the audit fee difference is caused
partly by the mean reversal in audit fees, I can predict that the same phenomenon will
continue in 2001. In contrast, I have reason to believe that the decrease in audit fee
difference is caused mainly by audit fee disclosure. I then compare the differences for
2001 as follows; the results are listed in Tables 5 to 7.

From Table 5, the change in audit fee is significantly and negatively correlated
with the previous audit fee level, but the degree of difference is less than that in 2002.
When I exclude the 140 companies that did not disclose their audit fees in their 2001
annual reports, the result is consistent with Table 5. Meanwhile, I divide the sample into
local CPAs and foreign CPAs, and test for the change in audit fee, the results of which
are listed in Tables 6 and 7. From these tables, I find that the difference in abnormal
audit fee changes between the highest and the lowest audit fee companies in the local
CPA market in 2000 is 0.068 {0.023-(-0.045)}, whereas in the foreign CPA market the
difference is 0.069 {0.046-(-0.023)}. This means there were no significant differences
between changes in audit fees in the local and the foreign CPA markets before the

disclosure of audit fee information was implemented.
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Table 5 Comparison of Abnormal Audit Fees and Changes between 2000 and 2001

Rank by abnormal 2000 2001 Difference
audit fee for 2000 Mean Median Mean Median Mean Median

1 -0.743 -0.679 -0.716 -0.691 0.028 0.019
2 -0.452 -0.446 -0.439 -0.423 0.013 0.015
3 -0.282 -0.277 -0.259 -0.250 0.023 0.024
4 -0.155 -0.148 -0.155 -0.142 0.000 0.017
5 -0.056 -0.053 -0.046 -0.042 0.010 0.021
6 0.044 0.035 0.038 0.042 -0.005 0.008
7 0.148 0.151 0.146 0.157 -0.002 0.003
8 0.270 0.272 0.262 0.263 -0.008 -0.006
9 0.433 0.432 0.417 0.408 -0.017 -0.006
10 0.774 0.692 0.734 0.661 -0.040 -0.022
t test” 33.836%** 31.410%** 4. 161%%*
Mann-Whitney test® -23.7733%%* -22.7796%** -4.729%**

Note: 1 is for firms whose audit fee for 2000 belongs to the lowest 10%, 2 is for the lowest 20%,
and so on; ® denotes the results of comparing the lower 50% abnormal audit fee of 2000
with the higher 50%; *, ** and *** denote significance at the 0.10, 0.05, and 0.01 levels

(two-tailed), respectively.

Table 6 Comparison of Abnormal Audit Fees and Changes between 2000 and 2001 —
Local CPAs

Rank by abnormal 2000 2001 Difference

audit fee for 2001 Mean Median Mean Median Mean Median

1 -0.745 -0.676 -0.722 -0.690 0.023 0.019
2 -0.452 -0.446 -0.438 -0.422 0.014 0.017
3 -0.278 -0.274 -0.252 -0.241 0.026 0.025
4 -0.155 -0.146 -0.152 -0.138 0.003 0.018
5 -0.055 -0.053 -0.043 -0.042 0.013 0.021
6 0.044 0.035 0.033 0.039 -0.010 0.005
7 0.148 0.151 0.148 0.157 -0.001 0.002
8 0.269 0.272 0.263 0.264 -0.006 -0.004
9 0.436 0.433 0.419 0.408 -0.016 -0.001
10 0.721 0.652 0.675 0.642 -0.045 -0.030
t test® 32.339%** 29.403%*x* -4.017%%*
Mann-Whitney test® -22.208%%* -21.262%%%* -4.626%%*

Note: 1 is for firms whose audit fee for 2001 belongs to the lowest 10%, 2 is for the lowest 20%,
and so on; * denotes the results of comparing the lower 50% abnormal audit fee of 2001
with the higher 50%; *, ** and *** denote significance at the 0.10, 0.05, and 0.01 levels
(two-tailed), respectively.
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Table 7 Comparison of Abnormal Audit Fees and Changes between 2000 and 2001 —
Foreign CPAs

Rank by abnormal 2000 2001 Difference
audit fee for 2001 Mean Median Mean Median Mean Median

1 -0.738 -0.706 -0.692 -0.691 0.046 0.019
2 -0.451 -0.438 -0.443 -0.449 0.008 0.011
3 -0.306 -0.293 -0.309 -0.338 -0.002 -0.015
4 -0.160 -0.161 -0.200 -0.177 -0.040 0.000
5 -0.059 -0.055 -0.101 -0.072 -0.042 -0.015
6 0.042 0.041 0.095 0.136 0.052 0.048
7 0.144 0.143 0.132 0.137 -0.012 0.018
8 0.288 0.301 0.239 0.206 -0.049 -0.054
9 0.418 0.413 0.397 0.377 -0.021 -0.024
10 0.974 0.827 0.952 0.806 -0.023 -0.018
t test® 12.217%** 12.344%** -1.144
Mann-Whitney test® -8.059##* -8.034#4* -1.343

Note: 1 is for firms whose audit fee for 2001 belongs to the lowest 10%, 2 is for the lowest 20%,
and so on; ® denotes the results of comparing the lower 50% abnormal audit fee of 2001
with the higher 50%; *, ** and *** denote significance at the 0.10, 0.05, and 0.01 levels

(two-tailed), respectively.

IV. Empirical Results and Analysis

(1) Basic Empirical Results and Analysis

In the column 2002 relative to 2001, I find that the regression coefficient of the
explanatory variable RANK: is significantly negative after controlling for other variables
related to audit fee changes. This means that audit fee disclosure indeed improves China’s
audit market and reduces the difference in audit fees. When I divide the sample into
local and foreign CPAs and re-regress Model (2), the regression coefficient of RANK:
is still significantly negative. Moreover, I find that the increase in assets and leverage
reduces the change in abnormal audit fees, while the increase in accounts receivable and
the inventory ratio enhances this change.

The question is whether the negative correlation between the abnormal audit fee
change and RANK: is caused by the disclosure in audit fee information or the reversal
in the audit fee mean. If the decrease in the audit fee difference is caused partly by the
mean reversal in the audit fee, I can predict that the phenomenon will still exist in 2001.
In contrast, I have reason to believe that the decrease in audit fee differences is caused
mainly by the disclosure of audit fees. Therefore, for the same reasons as in Section II, I
re-regress Model (2); the results are listed in the column 2001 relative to 2000 in Table
8. These indicate that the regression coefficient of RANK: is not statistically significant,
and that the regression coefficients of the other control variables are the same as those

for 2002. Thus, the hypothesis of a mean reversal is not supported.
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In short, Hypothesis 1 is supported to a certain degree; the disclosure of audit fee

information has improved China’s audit market and reduced the difference in audit fees.

Table 8 Audit Fee Disclosure and Abnormal Audit Fee Changes

. 2002 relative to 2001 2001 relative to 2000
Variables ) i
Full Local Foreign Full Local Foreign
0.144 0.191 0.118 0.035 0.042 0.022
Intercept
(3.289%*%)  (7.472%%%) (1.523) (5.190%%%)  (9.720%*%)  (2.442%*%*)
-0.127 -0.094 -0.139 -0.294 -0.291 -0.292
AInASSET;
(-2.066%*) (-1.485) (-0.450)  (-33.695%**) (-31.362%**) (-10.203***)
0.272 0.262 0.030 0.108 0.098 0.193
AINVREC;
(1.590) (1.486) (0.047) (5.472%%%)  (4.656%**)  (2.688***)
ALEV -0.091 -0.090 -0.123 -0.215 -0.212 -0.255
l (-2.3%%) (-2.275%%*) (-0.174)  (-17.736%%*) (-16.739%%*)  (-4.38%**)
AROA -0.039 -0.046 2.562 -0.045 -0.045 -0.096
l (-0.965) (-1.140) (2.433%%)  (-3.547*%*%)  (-3.490***)  (-0.750)
LOSS 0.022 0.029 0.212 -0.022 -0.024 0.011
1 (0.575) (0.727) (1.207) (-3.471%%%)  (-3.67%**) (0.53)
DUAL 0.089 0.109 0.040 -0.024 -0.025 -0.025
l (2.257%%) (2.361%%) (0.509) (-3.748%%%)  (-3.184%**)  (-2.570%**)
0.052 0.036 -0.063 -0.001 -0.003 0.021
SWITCH,
(1.184) (0.787) (-0.347) (-0.183) (-0.559) (1.87%)
0.083 0.049 0.495 0.004 0.002 0.024
IMPROVE:
(1.733%) (1.006) (1.987%) (0.606) (0.275) (0.906)
-0.391 -0.395 -0.330 -0.007 -0.009 0.006
RANK;
(-10.597***) (-9.966%**) (-3.121*%*%*)  (-1.218) (-1.300) (0.488)
0.046 0.006
LOCALCPA:
(1.105) (0.921)
Adjusted R? 0.149 0.145 0.288 0.710 0.703 0.795
F 14.146%**  13.659%%*%  4.454%**  185249%*%*% 175,023***  38.534%%*
N 751 673 78 751 663 88

Note: The figures in parentheses are t values; *, **, and *** denote significance at the 0.10, 0.05,
and 0.01 levels (two-tailed), respectively.

(2) Robustness Test

I estimate the key variable in the research AABNFEE: using the audit fee model;
whether it is effective is important to the finding, although the R? of the model using the
audit fees for 2000 — 2002 is greater than 37 per cent. Hence, I directly use ALnFEE;
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{change in audit fee (In)} as the abnormal audit fee change to re-regress Model (2),
considering that this change is significantly and positively related to the actual change
in audit fees (Chen, Su, and Wu, 2005). The results are listed in Table 9.

Table 9 shows that the regression coefficient of RANK: is still significantly negative
when using the data for 2002, but significantly positive when using the data for 2001,
especially in the local CPA market. The above results further prove that the change in
audit fees for 2002 is caused mainly by audit fee disclosure and not the mean reversal

in audit fees.

Table 9 Audit Fee Disclosure and Abnormal Audit Fee Changes — Robustness Test

Variables 2002 relative to 2001 2001 relative to 2000
Full Local Foreign Full Local Foreign
0.249 0.255 0.210 -0.039 -0.011 0.057
Intercept
(5.557%%%)  (9.839%**)  (2.706%*%*) (-1.019) (-0.444) (0.910)
0.224 0.269 0.134 0.038 0.057 -0.234
AInASSET:
(3.561%%%)  (4.192%*%) (0.434) (0.770) (1.097) (-1.185)
0.203 0.175 -0.07 -0.213 -0.282 0.431
AINVREC;
(1.1590) (0.981) (-0.107) (-1.904%)  (-2.405%%) (0.868)
ALEV, -0.008 -0.004 0.104 -0.151 -0.154 0.646
' (-0.207) (-0.090) (0.147) (-2.198%%)  (-2.183%%) (1.604)
AROA -0.041 -0.048 2474 -0.041 -0.050 1.409
t (-0.978) (-1.159) (2.339%%) (-0.582) (-0.696) (1.597)
LOSS 0.043 0.051 0.259 -0.038 -0.034 -0.071
t (1.093) (1.274) (1.467) (-1.067) (-0.923) (-0.484)
0.052 0.064 0.035 0.007 0.029 -0.068
DUAL:
(1.287) (1.371) (0.436) (0.182) (0.649) (-1.03)
-0.004 -0.044 0.127 -0.017 -0.028 0.082
SWITCH;
(-0.091) (-0.969) (0.700) (-0.653) (-1.031) (1.045)
0.040 -0.004 0.542 0.013 -0.006 0.043
IMPROVE;
(0.814) (-0.089) (2.165%%*) (0.339) (-0.165) (0.242)
RANK, -0.375 -0.372 -0.352 0.193 0.218 0.115
t (-9.948%**)  (-9.271%%%)  (-3.316%**) (5.603%***)  (5.767***) (1.306)
0.006 0.042
LOCALCPA;
(0.137) (1.173)
Adjusted R? 0.122 0.129 0.298 0.053 0.066 0.000
F 11.449%**  12.040%**  4,640*** 5.197%%* 6.219 1.001
N 751 673 78 751 663 88

Note: The figures in parentheses are t values; *, **, and *** denote significance at the 0.10, 0.05,

and 0.01 levels (two-tailed), respectively.
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Considering that the relation between the audit fee level in the previous year RANK:
and the change in audit fee is nonlinear, I use a logistic model to test Hypothesis 1 after
treating the variable for audit fee change as a dummy variable ABFINCREASERANK:
(taking the value of 1 when abnormal audit fees increase, and 0 otherwise). The results
indicate that the regression coefficient of RANK: is significantly negative in 2002 but
not significant in 2001.

Moreover, I exclude the companies that simultaneously issue B shares and/or H
shares, since their audit fees and characteristics differ from those of A-share companies.
The results imply that the regression coefficient of RANK: is significantly negative in
2002 but not significant in 2001.

In view of the above, I can preliminarily conclude that the implementation of the
disclosure of audit fee information from 2001 eased the information asymmetry between
investors and companies/auditors to a certain extent. Furthermore, under the pressure of
stockholders and regulators, unreasonably low audit fees have increased, which may have
led to more work input by auditors and improved audit quality. But these conclusions

require additional empirical evidence.

V. Further Research: Do Abnormal Audit Fees Damage the Value
Relevance of Accounting Earnings?

The above research shows that the regulation on disclosing audit fee information
which took effect from 2001 may have raised unreasonably low audit fees, but I still do
not know whether this increase has improved audit quality, or whether unreasonably low
fees truly damage audit quality in the first place. In the following section, I further study
the relation between abnormal audit fees and audit quality to test the consequence of
mandated disclosure of audit fee information. The role of auditing is to lend credibility
to accounting earnings (DeAngelo, 1981), and a high quality audit implies a high value
relevance of accounting earnings (Teoh and Wong, 1993); thus, I predict that the value
relevance of the accounting earnings of companies that pay unreasonably low audit fees
will be lower if an unreasonably low audit fee does damage audit quality. In short, I
propose the following hypothesis to study further the effect of abnormal audit fees on
audit quality:

H2: The value relevance of the accounting earnings of those companies that pay an

unreasonable audit fee will be relatively lower than that of other companies.

Moreover, unreasonably high audit fees may suggest that companies are shopping
for opinions from auditors (Chen, Su, and Wu, 2005; Francis and Ke, 2006; Fang and
Hong, 2008), thus leading to queries about an auditor’s independence. Therefore, I divide
the sample into two sub-samples — one with negative abnormal audit fees and the other
with positive abnormal audit fees — to study the effect of abnormal audit fees on audit

quality.
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I could adopt either of two methods to test the value relevance of accounting
earnings, one based on an event study, and the other on a relation study. For the reasons
listed below, I use the model based on a relation study. According to this model, the
long-term stock return (generally one year) is considered to be economic income; the
value relevance of accounting earnings is then evaluated by the correlation between
accounting earnings and stock return. The model based on an event study must assume
that the market knows whether the audit fee is abnormal when the company announces
the annual report, but for those companies that announce their reports earlier, investors
cannot know if this is the case. The model based on a relation study, on the other hand,
can avoid this restriction. Moreover, the periodic reporting by Chinese companies usually
includes other significant information influencing stock returns apart from accounting
earnings, such as stock dividends, asset restructuring, and management changes; this
makes it more difficult for the model based on an event study to rule out the effect of
noise information (Yu and Cheng, 1996). Thus, the model based on a relation study is
more appropriate for testing the effect of abnormal audit fees on the value relevance
of accounting earnings (Subramanyam, 1996). The following is a model of the value
relevance of accounting earnings based on a relation study, which I use to test Hypothesis
2:

RET, =a, + f, xE/P, + 3, x P/ B,+ 3, x LEV, + 8, x OPINION , + B x LnMV, + f3
x LOCALCPA, + 8, x ABNFEE, + B, x E/ P, x P/ B, + 8, x E/ P, x LEV,
+ By XE/ P, xOPINION ; + B, x E/ P, x LMV, + ., x E/ P,
x LOCALCPA, + 8,y x E/ P, x ABNFEE, + ¢, , 3)

where RET, is the annual stock return (including cash dividends) of firm i between the
last transaction day in April in year ¢ and the last transaction day in April in year #+1;
E/P is earnings per share divided by price per share; P/B: is price per share divided by
net assets per share; LEV: is the ratio of total liability to total assets; OPINION:; takes the
value of 0 if the opinion is unqualified, and 1 otherwise; LnMV: is the natural logarithm
of market value at the end of year 7-1; LOCALCPA: takes the value of 0 if the auditor
is a foreign CPA, and 1 otherwise; and ABNFEE; is the abnormal audit fee of firm i in
year f.

Since the relation between control variables and the value relevance of accounting
earnings may be nonlinear, the continuous variables, such as P/B:, LEV:, and LnMV:,
are treated as dummy variables according to Teoh and Wong (1993). Specifically, these
variables take a value of 1 when they are greater than the median, and 0 otherwise.
Moreover, ABNFEE: can be both a continuous variable and a discrete variable (RANK.).
Considering that the regulator can easily monitor the companies/auditors that pay/receive
unreasonably low audit fees and thus reduce the adverse effects of a low audit fee, |
focus on years 2001 and 2000.'

42001 is the first year that companies were required to disclose the audit fee. Regulators were unable
to monitor the audit activities effectively because the activities were completed before they knew the
audit fee.
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Table 10 Abnormal Audit Fees and the Value Relevance of Accounting Earnings —
Based on ABNFEE:

Full Negative ABNFEE: Positive ABNFEE:
Variable b t b t b t
Intercept 0.037 0.506 -0.103 -0.944 0.066 0.566
E/Pi 10.962 4373 *** 18.197 4.680 *** 7.864 2.138 **
P/B: 0.091 2.661*%*%*%  0.123 2.617***  0.096 1.851*
LEV, 0.083 2.171*¥*  0.175 3.279%*%% 0.005 0.087
OPINION: 0.066 2.224**  0.052 1.245 0.102 2.402%*
LnMV, -0.196 -5.623%%*% .(0.198 -4.056*** -0.175 -3.381HH*
LOCALCPA: 0.066 1.011 0.113 1.208 0.042 0.438
ABNFEE, 0.041 1.040 -0.038 -0.428 0.107 1.073
E/P: x P/Bi 2.086 2.129*%*  -1.744 -1.101 3.998 2.623%**
E/P: x LEV; -5.421 -4.030%*%*  -7.037 -3.665%**  -3.658 -1.890*
E/P. x OPINION:  -5.224 -4.884*** 1701 -0.919 -5.249 -3.576%**
E/P: % LnMV; 1.097 1.174 -0.626 -0.422 2.168 1.504

E/P:x LOCALCPA  -0.748 -0.320 -2.765 -0.771 -0.155 -0.048
E/P. x ABNFEE, 0.728 0.757 4378 1.667* -0.744 -0.248

Adjusted R? 0.101 0.135 0.083
F 12.375%** 9.0307%#* 5.465%H*
N 1317 671 646

Note: *, ** *** denote significance at the 0.10, 0.05, and 0.01 levels (two-tailed), respectively.

Table 10 lists the regression results using the continuous variable design
of ABNFEE:. When using the full sample, I find the regression coefficient of
E/PxABNFEE: is not significant statistically, but after dividing the sample into two
groups — negative ABNFEE: and positive ABNFEE: — 1 find different results. For
the negative ABNFEE: sub-sample, the regression coefficient of E/P:xABNFEE: is
significantly positive, which means that an unreasonable audit fee does indeed damage
audit quality. But I do not find the same result for the positive ABNFEE, sub-sample,
which implies there is no evidence that unreasonably high audit fees damage audit
quality. The results listed in Table 11 using the discrete variable design of ABNFEE;
are basically consistent with those in Table 10, though the significance decreases. These
results differ from the findings of Fang and Hong (2008), possibly because the data are
different; Fang and Hong (2008) use the actual change in audit fee as the abnormal audit

fee, and they do not distinguish between the negative and positive audit fee samples.
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Table 11 Abnormal Audit Fees and the Value Relevance of Accounting Earnings —
Based on RANK:

Full Negative ABNFEE: Positive ABNFEE:
Variable b t b t b t
Intercept 0.014 0.185 -0.076 -0.725 0.025 0.148
E/Pi 10.759 4.112%%* 15.307 3.853%** 9578 1.915%
P/B: 0.091 2.662*%**  0.121 2.571*%*%*% 0.094 1.807*
LEV, 0.082 2.157**  0.173 3.228%** (0.006 0.109
OPINION: 0.066 2.214**  0.053 1.27 0.101 2.357**
LnMV, -0.195 -5.591%*%*%  -0.195 -4.017%%*%  -0.175 -3.37 1k
LOCALCPA: 0.067 1.022 0.121 1.294 0.033 0.343
RANK: 0.044 0.855 -0.084 -0.549 0.109 0.673
E/P: x P/Bi 2.064 2.104**  -1.618 -1.023 4.22 2.627***
E/P. x LEV; -5.422 -4.029%*%*%  -6.901 -3.592%** 379 -1.96%*
E/P. x OPINION:  -5.225 -4.88%** 1,594 -0.848 -5.233 -3.563%**
E/Pix LnMV; 1.046 1.123 -0.796 -0.549 2.363 1.581
E/P: x LOCALCPA -0.908 -0.39 -3.256 -0.906 -0.362 -0.114
E/P. X RANK: 0.728 0.565 7.682 1.605 -2.406 -0.511
Adjusted R? 0.100 0.135 0.082
F 12.298*** 9.012%** 5.409%**
N 1317 671 646

Note: *, ** *** denote significance at the 0.10, 0.05, and 0.01 levels (two-tailed), respectively.

VI. Conclusion

This paper studies the economic consequences of the regulation of information
disclosure by testing the effect on the audit market of the disclosure rules for audit
fee information. Specifically, I study whether audit fee disclosure improves the audit
environment in China and reduces the large difference in audit fees; I then further study
the effect of abnormal audit fees on audit quality. The results indicate that the changes
in audit fees in 2002 are significantly and negatively correlated with audit fees from
the previous year, implying that the disclosure of audit fee information has reduced the
extremities in audit fees. Moreover, empirical evidence shows that unreasonable audit
fees do indeed damage audit quality to some degree. In general, audit fee disclosure has

improved the audit environment in China.
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