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Abstract

In this study, we investigate the association between financial restatement likelihood/
characteristics and audit fees. We also examine whether audit fees increase following
financial restatements. Using a sample of Taiwanese listed companies that restate their
financial statements and a match sample of non-restating companies during 2002-2008, we
document several findings. First, positive unexpected audit fees are associated with
restatement likelihood, consistent with prior studies’ argument that unexpected audit fees
form economic bonding that may impair auditor independence, leading to decreased audit
quality. However, this result cannot rule out the possibility that auditors of companies with
weak internal controls charge higher audit fees to do more extensive audit testing, but still
fail to detect all material misstatements that may result in future financial restatements.
Second, restatements involving downward income adjustments and transactions prone to
earnings management are positively associated with audit fees. Finally, the subsequent
increase in audit fees is higher for firms with restatements than for firms without
restatements. Our results support the notion that future audit fees increase is one economic
consequence born by restating companies in Taiwan.

Keywords: Restatements, Unexpected audit fees, Restatement characteristics, Economic
consequence.
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Panel A : # & #:E:§4%

Exfaz B8 #* i
EAP AT £ ;sw\ Fdic 305
FERFEEESE (34)
AR TP (173)
P :}iﬂvﬁi Mzo P L @)
RIRTRE (1)
B A FARHAp 2 festa P (5)
BEATT 2 AR E? 85
et A D U ER S RPC S (FER LRGSR 85
B A 170
PanelB: (k&2 &R A& 1%
£ R 2002 2003 2004 2005 2006 2007 2008 &3t
A A 8 3 5 12 18 23 16 85
AEHo P 8 3 5 12 18 23 16 85
&3t 16 6 10 24 36 46 32 170
L) 94% 35% 59% 141% 21.2% 27.1% 18.8% 100%
Panel C : ﬁi“ﬂéib’
AL AL LH  FThrdk  BAph AE i HAF A
12 851 % 1 1.2% 1 1.2%
14 i 5 5.9% 5 5.9%
15/45/89 TR 2 2.4% 2 2.4%
17/41/47 (R e A- s 6 7.1% 6 7.1%
23/24 TF1E 56 65.8% 56 65.8%
25 E4 Y2 10 11.7% 10 11.7%
26 BuE ¥ 1 1.2% 1 1.2%
99 Hiw 3 4 4.7% 4 4.7%
£t 85 100% 85 100%

LR LR G MBFAF L LT 2] MR A T ER > 2 EFLE PR 2 £ RA
I Ay T L T In e
204 T AR AP R RAER B 106 BBRFFOFLAT AFLLEHE ALY
FIEHEREETF ~ FREVFHRIRNZAM AL E2 2% 2F 5% af v blde Az -
M h g \‘””“‘meﬁ 48 Fo FI{ # g R E L E R "J‘ FUOPR{HEN- ERLF
SRRCEA MBS FROTIG 250 AFV oI RI - ERFCEFLAL I NI ARBER TR
EEE S o 2?\ AWM A hE D TSR 33 R

3Fr BRAENAEABLOORT 2B TEIALA NS THE A% | 5o BHE A LH0mn P

TR A o T AT AR AR T RIERE o R Fdw g ¥, e 2§ ﬂ\iﬂ‘l‘f R HEREET A
L8



¥d 2 RE CHRE-MBRLIEREF D o

BAP 2 ER AL GHRRAFINEA 1 Panel B> % 7 &7 p 2003 & {5 »

A A m,m;:&jﬂﬁﬁ@%‘co&r% 1 Panel C ¥ » 8 %% S £

i AR R EATLI2%; a T F EDE S pdcEk F 0 B REAE
711 65.8% o

= REFLARET
BA R TRBIEFFEATREFE S ZERRPET AL B2
RPEHN P ETOREHL-L) A7 0 g3 o 7 (FEEVAR)IT L € 3-fr e
Lo SR RN g T EMHR T % F (RESTATE) iF 5 %+ &
Feni g o A7 4% Srinidhiand Gul (2007) » i@ * 3+ 2% &4 5 p &
$#c(AUDIT) % G § 3+ #7 2 § (FEEVAR) » 45 r222 = ™ 7] Logistic i §F #-21(1)
plAE B HI-1 (¥ & 1 B er 1)
RESTATE,, = f3, + S,FEEVAR,, + ,ROA , + ,DE,  + 8,QUICK,,
+ 35 INDBOD, , + f3,BDSIZE, , + 3, DUALITY,,
+ B,DEVIATION;, + 8,CONTROL;, + f,,BIG4,, +¢;,. (1)
AL S EE 2 /I;Je (222 - F 4% #¥ 3 a7 2010 ; Francis et al. 2005;
Hogan and Wilkins 2008) - r ¥ & 3% ¥ 5 (ROA) ~ f % vt 5 (DE) ~ i &+
(QUICK) & = & Miar g sachiz f ¥ > TP MBS gL > ad g4 g
S e ® ,,bl|1+_,45 o gttt AT R iEL 2 I‘Jc (thwo ¥ ~F 2R 22
2005 ; DeAngelo 1981; Conyon and Peck 1998;; Cheng and Farber 2008; Coles,
Daniel, and Naveen 2008; Young, Tsai, and Hsu 2008 ) - 2 jb > & ¥+ ¥
(INDBOD) ~ & ¥ ¢ %ﬁ_(BDSIZE) T ¥ & fEpgme E (DUALITY) ~ %4
i a2 & (DEVIATION) ~ /& =X #2414 (CONTROL) 2 ¥ 7+ #73.$5(BIG4) iF 5 =
?ﬁﬂﬁﬁﬁ%&’iﬁ$%i§1“$@$ulém*g%ﬁiﬁﬁﬁﬁ
SR R S NN R A T R e SLE A G L
VAR A E RIS AT 2P ZRIgL  FL LR
ITFREAE  EFEREA - PR ATERAS f& 0 A ¢ A
TSk d S ¥ - 26 0 FHERMIFFIHEIF > THF 7 g R R
B Flam g A ROV G REB 0 A 2 IR E ¥ ¢ R B(BDSIZE)
4o

d%g&wwﬁmmzﬁg“a»éfwww@HmAW$w’w@ng
FHREPII AR FIET ORGSR g EFTERSON Y FARE
&»éﬁlﬁ%@@ﬁggﬂw’m&%ﬁwﬁﬁﬁﬂw?ﬁﬁﬂgﬁ%?o
Flt 0 AT ST ED 2 },%(Frankeletal. 2002; Hope et al. 2009; Hope and
Langli 2010)z = % 3+ = % g R[H-3] » & %+ Francis and Wang (2005), Krishnan
et al. (2005), Hoitash et al. (2007) 2 Hope and Langli (2010)sh%ii2 » &3~ € 34 EF
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S 19 2. A B 35 2 % (UNEXPECTED FEE) » & 35 2 & ip] 3 H1-2 % & -
AFTE #2002 # 3 2008 £ 185 RE o P& 85 FPLH S P TR A A Taba
F P ERIEAQ e A fF o 2 E 9§32 7§ (EXPECTEDFEE) - # %
LRgEEF o -‘erf EXPECTED FEE » & (% UNEXPECTED FEE - %15 >
RT3 L -1 8 50 UNEXPECTED FEE 2 EXPECTED FEE 4 %] % » i fFHC
“'J(l)v‘ » i FEEVAR e % 78 e > & 35 LR B H1-2
EXPECTED FEE,, = f3, + 5,LOGASSET,, + ,SUB,, + Z,RECINV,

+ B,ROA, + B;DE;, + Z,QUICK,, + 3,INDBOD;

+ B;HOLDING,; , + 3,NONAUDIT,

+ B, DEVIATION,, + 3,,CONTORL,,

+ p,BIG4;  +¢;.,. 2
b b hF 2 F IR o AL ST B2 )*L(Slmunlc 1980;
Francis et al. 2005) » 12 i fc bk #c 2 5 f fb i Bt 5 (REC”\'V) WRAPp R

ﬁﬂ:(LOGASSET) AT FB(SUB) T 5 4 A7 fe & e 4 azg,:, FAEE A
EAFRALF  F R AR ot AT UFT ARSI (ROA) S £ R
F(DE) ~ & #+ v+ F(QUICK) I 5 (o b "&b | ¥l XY L EFER G4

BOFVOREF c FTED v (HhmE R 2005 3%

2010 ; Young etal. 2008) » 4 3 2 & % ## 3%t F(HOLDING) ~ fb> & £ v+ &

(INDBOD) ~ % 4# i 47 & (DEVIATION) 2 2 A =t 344 (CONTROL) it 5 = &

eI R TR - KA T E TR FAFE R EF T

A RERRARR G ~EFIRA R hEF A P BRI AL

AL 2F EPFGL cd NBLE 2P FRFDHTRE LR B

g4 o FR g KPR N FaF o B2 i,?c#p o X A E AT F

“ B 2 = 7 iF f¥(DeFond, Francis, and Wong 2000; Francis et al. 2005) » 7]

Lo AT Y R E AT E(BIGA) 1E S 4 ¥k o d 3T Simunic (1984)#,5 i

FIRIABZEE R G AT R GRS B LR AP T IS

352 7 (NONAUDIT) ¥t % 3+ o 7 i 58 o

A7 & F %% Palmrose et al. (2004) - ¥ & 2 B £ %HEF T % &k
(NATUREVAR) » 3¢ = 12 T i fF 4031 (3) * 1k ipl it & s fFor it 2 2 &
P G AT Sk B 332 3 (AUDIT) e S8(H2-1~H2-6) o io= & S ds
s % S HAe ¥ (TYPE) « & %4 & (FREQENCY) ~ & % £ 1 %
(PERVASIVENESS) ~ ¥ %4F % %7 4| (YEAR) ~ £ % & 3 % T 3 & 2 4 (INCOME
DECREASING) ! % ¥ % & #](REASON) % -
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AUDIT,, = f3, + BNATUREVAR, , + 3,RECINV,, + 3,LOGASSET,
+ B,SUB,, + B;ROA,, + f3,DE,, + 3,QUICK, , + 8,HOLDING,
+ 8,INDBOD, , + f3,,DEVIATION; , + ,,CONTROL,
+ B,BIG4,, + f;NONAUDIT,, +&,,. 3)

B ZTRBRERSTBE DT OF RI(HI T E PR A
BEa PR ETF R SRD - R S sk S (AUD|T|t+1)3* Firap ¥E Ik
(AAUDITit+1) » M1 PAF33R £ € 02 T (RESTATE) Te ik p o T3 ‘ﬁP EAIA
PAREITZEE R T B R DFF LG o Efs%s‘f“‘l-&r"f :

AUDIT;; , = By + /LRESTATE; ; + B,SUB; ., + B3ROA 1, + B,DE; 4

+ BsQUICK; 14 + BsRECINV; y + 7LOGASSET, 13 + & 1.1 (4)

AAUDIT; , = B, + BRESTATE; ; + B,ASUB, ; ; + B3AROA ,; + B,ADE; 4

+ BsAQUICK; ,; + BeARECINV, iy + B;ALOGASSET,; (4 + &1 (%)

B pmes
R & Uid okt

% 2cnhPanel A R Rz 4cit it E s NEmS T E AL MmO FITE LN
aF ?%’f ez 78 7 E % #(AUDIT ~ NONAUDIT ~ TOTFEES) » # i£ 8 ¥
k- %ﬁé%é”*@figiﬂﬂuwmn\ﬂ%&>%mowwmnwm

7 (TOTFEES) - p* b » B F -2 F AR A #F 28 B A AP E R
ﬁﬁ*%u_v.g’ AETHEREHD DT RSB -1EEP%FL }%(EXPECTEE)FEE)ﬁ

#FpEP % 3 2 7 (UNEXPECTED FEE) EH s g e 0 F A S (ROA)E
foEaL % (DE)”t EHFKE S WA LMD P BTN 4 ROAREL T § 0 &
(DE)# g - 2 2mPanel BRE-E£ % @ % A 5 p BEE 41 E 5% > nflE-
AR RS R E e EHFTELE G TL R o d PanelBv v 5
HALABEHILET? > &L %R FI(REASON)Z &1 ¥ £ £ > 4 % % 22 Palmrose
etal. (2004)F7 5 5 TAR 12 > 7 AR ECT P OB E Stk Ak 0 ] 1 £ 4 1R A
ulw/? BRI ~MBARE 2 HHEEZ AT IHPIHRG o 0 gL
Stk ANy iR ' (ROALE DE) # g ¥ 22524 (CONTROL £ BIG4)
A o
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Panel A: £ %2 A €%

St A T AT P GRS S
# A8 Tiokk v i oy Al TioE P i i, t-test Wilcoxon z
AUDIT 85 2758 2560 1671 85 1975 1930 1115 -3.13%** -3.18%**
EXPECTED FEE? 85 2548 2333 1166 85 2185 2032 933 -2.24%* -2.01**
UNEXPECTED FEE 85 210 -17 1174 85 -210 -146 762 2. TTx** -2.41%*
NONAUDIT 85 1733 734 1502 85 572 498 589 -2.30%** -2.25%*
FEERATIO 85 0.26 0.25 0.23 85 0.21 0.20 0.18 -1.42 -1.14
TOTFEES 85 4491 3314 2503 85 2547 2260 1336 -3.21%** S34T***
ROA 85 -0.03 0.02 0.20 85 0.08 0.07 0.12 4.17%** 3.14**
DE 85 0.68 0.60 0.80 85 0.42 0.41 0.18 -2.98%** 441 %**
QUICK 85 1.78 0.84 4.41 85 1.94 1.08 3.69 0.27 2.31**
INDBOD 85 0.14 0.00 0.17 85 0.15 0.00 0.17 0.56 0.61
BDSIZE 85 6.70 7.00 2.06 85 6.45 6.00 1.91 -0.85 -0.61
DUALITY 85 0.32 0.00 0.47 85 0.42 0.00 0.50 1.43 1.43
DEVIATION 85 0.07 0.01 0.15 85 0.07 0.02 0.13 0.18 0.68
CONTROL 85 0.54 0.44 0.25 85 0.50 0.50 0.23 -0.91 -0.68
BIG4 85 0.75 1.00 0.43 85 0.81 1.00 0.39 0.92 0.93
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Panel B : p FRit & 41 € %

Rt TE oA pREILE Yo e E S CICR - N T
¥Afie Tio#ic ¢ BB HAdk TioE ¢l BEL O EA#c Tiodk ¢ ok B4 t-test  Wilcoxon z

AUDIT 85 2758 2560 1671 57 2966 2850 1772 28 2335 2000 1377 1.30 1.58
FREQENCY 85 1.95 2.00 1.03 57 1.93 2.00 0.96 28 2.00 1.50 1.19 -0.29 -0.11
PERVASIVENESS 85 9.06 7.00 7.37 57 9.39 7.00 7.77 28 8.39 6.00 6.58 0.58 0.82
YEAR 85 0.37 0.00 0.48 57 0.33 0.00 0.48 28 0.43 0.00 0.50 -0.85 -0.85
INCOME 85 0.54 0.00 0.50 57 0.54 0.00 0.50 28 0.54 1.00 0.51 0.07 0.07
REASON 85 0.45 1.00 0.50 57 0.37 1.00 0.49 28 0.61 1.00 0.50 -2.11** -2.07**
RECINV 85 1.31 1.00 1.60 57 1.23 1.00 1.34 28 1.47 1.02 204  -0.66 0.27
LOGASSET 85 6.48 6.43 0.59 57 6.55 6.62 0.58 28 6.33 6.33 0.61 1.63 1.66*
SUB 85 11.14 8.00 9.04 57 10.70 7.00 9.44 28 12.03 105 8.24  -0.64 -0.99
ROA 85 -0.03 0.02 0.20 57 0.01 0.06 0.17 28 -0.10 -0.03 0.22 2.58%** D ghrkx
DE 85 0.68 0.60 0.80 57 0.55 0.56 0.23 28 0.94 0.75 1.33 -2.16** -2.00%*
QUICK 85 1.78 0.84 4.41 57 1.30 0.93 1.28 28 2.75 0.42 7.45 -1.44 2.63%**
HOLDING 85 20.44 16.34 15.50 57 20.22 1423  13.32 28 20.90 17.03  19.47 -0.19 0.58
INDBOD 85 0.14 0.00 0.17 57 0.15 0.00 0.18 28 0.10 0.00 0.14 1.47 1.36
DEVIATION 85 0.07 0.01 0.15 57 0.05 0.02 0.11 28 0.10 0.01 0.20 -1.49 -0.39
CONTROL 85 0.54 0.44 0.25 57 0.50 0.43 0.25 28 0.61 0.60 0.22 -1.97** -1.96%*
BIG4 85 0.75 1.00 0.43 57 0.84 1.00 0.37 28 0.57 1.00 0.50 2.81%**  2.70%**
NONAUDIT 85 2.41 2.87 1.24 57 2.62 2.91 1.07 28 1.97 2.48 1.46 2.32%* 1.56

: NONAUDIT : 21 32 f s fi 22§t ; FEERATIO : 234 2 b2 2 ) 3 TOTFEES 420 § 5% i 28§14 1 ROA © fif

12%§;mg; AUDIT : 32 f 5 2§14 EXPECTED FEE© 5§64 3 2 f Il % 22 4563 8123700 2 &7
\ f.
—ﬁﬁf—gﬁf’f?’q’)// ff’ﬁ‘lp INDBOD : o> g% it ¥ ¢ A= 5 ;BDSIZE: % ¢ * ¥ DU LITY: 2 £ { =8 gmE=1,

U
L EJULT A § DE: glf/wpfz QUICK : (it F &
H

NEXPECTED FEE : # % 3+ 2 § 4o A 33+ 2§ 2 3

> =0 ; DEVIATION : % im4x 4 & 40 0 fefg i 3EA2 & S

CONTROL DR AEEFIEY S BIGA d v X A=l B =0 TYPE: %4 E%=1> p WL %H=0: FREQENCY : & & & %= #c ; PERVASIVENESS : £ %@ 4. P # ; YEAR: £ h &£ 3 =
 WEHER L EE=0; INCOME FEPTAE2ZEH=1> 2 =0;REASON : je » /I - HkA 2 2 HEHL I FEHPRRE2 5% R TF=1> 2 # =0; RECINV : Jijctk

#ﬁf % /% i ; LOGASSET © 4,7 A B~ fi Atk ; SUB : 47 7k HOLDING : # % 454 " im ot & o
2.% 32 % FER1HEA] : EXPECTED FEEii=/0 + S1ASSETit+ B2 SUBi + B3 RECINVit + 4 ROAi:+ 85 DEi¢ + B6QUICK s+ 7 INDBODi s+ s HOLDING;:+ s NONAUDIT+f10 DEVIATION
+f11 CONTROL it +f12 BIG4it +eit
3N 4o 10%5 F ok 5 TR £ E B00BE F R > TN L E 1%8F F K o
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A ’-—";—%
L R HI-E %% 252 g i q

d & 3ehPanel A ¥ R F 2 RAUDIM AR » €53 2 id 5 48
(a#cs 1.966 0 p<0.05)- s B & R FF- 7 § A 4 g&gmt: t I ek
ANk R @ gLﬁﬁ“«% Bri o ea T ERRET O EREHF 2
S E o AT E AR A TR > haE - B R 2L %35 2 § (NONAUDIT)
2k % EIRDN sa, o (FEERATIO)Z{ oo (TOTFEE) F % g 2L EF sF,Ls mf#:‘ i gﬁ;%_ o B
,;3‘_1.%»5& g J.EH;,,}:; S ,m,q‘s\é\ 4’ 4—‘;:,;; ;,éigg—u.ﬁﬂ;, Aﬁgd@zﬁ,,@
AR APET O EREFERIFLOFF L o 5B %R E Sharma and Sidhu
(2001) ~ Frankel et al. (2002) ~ Srinidhi and Gul (2007) ~ Bloomfield and Shackman
(2008) % I eiE 5 4p 0 o

53 EHRFIBFRFY LR

Panel A: 33 2F ~FHEAFHIFHOFHENELLFLIBF 2L BT

(1) (2) 3)
232 ¥ FH ¥ AP ¥R

-3 FEY e Btk 7?2 Btk 7 E fo 2t 4 #e 7
CONSTANT -8.283 -3.01™ -3.071  -2.46™ -2.792 -2.26™
AUDIT ? 1.966  2.17"
EXPECTED FEE ? 0.000 1.30
UNEXPECTED FEE ? 0.000 2.51™
ROA — -3.941  -2.53" -3.850 -2.55™ -4.323 276"
DE + 3292 2.89™ 3725 3.33™ 3.697 3.33™
QUICK — 0.087 1.48 0.096 1.64" 0.085 1.43
INDBOD — -0.371  -0.30 -0.416 -0.34 -0.317 -0.26
BDSIZE ? -0.006  -0.05 0.044 0.41 0.055 0.55
DUALITY + -0.194  -0.48 -0.150 -0.38 -0.185 -0.46
DEVIATION + 1.395 1.02 1.313 0.94 0.832 0.63
CONTROL + -0.281 -0.31 -0.140 -0.16 -0.116 -0.13
BIG4 — -0.126  -0.22 0.039 0.07 0.430 0.83
Fixed Effects Included Included Included
Wald test, F statistic (p value) 44(0.00) 40.8(0.00) 46(0.00)
Pseudo R? 18.7% 17.33% 19.5%
N 170 170 170

S AL R AL Frankel etal (2002)3n 5 1 F B AR F PR F F R M AER 0 A (R
F]/

it 2

R R
Fi 7 > 824 4% DeAngelo (1981) ~ Kinney and Libby (2002)¢: Ashbaugh etal. (2003)# 1 2
%E%:J‘ N gi‘aj,c 4_/3.,5\,;; SR M RERS ]“*

PR Wt TR Mf Blankley et al. (2012) ¢2
Eshleman and Guo (2014) # &7 it o
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PanelB: & ~ f » AFHFH IFHWELEHLF I PBF 2 BE

1) ) @)
AIEH 2% I AP 2§ ok EY 2

! Y B ziE? itk ZE w3 Tk zZE
CONSTANT -2.792 -2.26™ 1.637 0.52 -5.335 =271
UNEXPECTED FEE ? 0.000 2.51™
UNEXPECTED FEE ? 0.002 272"
UNEXPECTED FEE ? -0.000 -0.22
ROA — -4.323 -2.76™ -11.230 -1.99" -2.636 -1.17
DE + 3.697 3.33™ 4,736 1.66" 4.227 2.64™
QUICK — 0.085 1.43 0.067 0.84 0.245 1.48
INDBOD — -0.317 -0.26 -0.945 -0.34 -0.485 0.26
BDSIZE ? 0.055 0.55 -0.060 -0.29 0.126 0.88
DUALITY + -0.185 -0.46 1.177 1.18 -0.690 -1.26
DEVIATION + 0.832 0.63 1.817 0.58 1.470 0.72
CONTROL + -0.116 -0.13 -4.800 -2.06™ 2516 1.79"
BIG4 — 0.430 0.83 -0.362 -0.33 0.587 0.69
Fixed Effects Included Included Included
Wald test 46(0.00) 46.34(0.00) 32.29(0.00)
Pseudo R? 19.5% 46.3% 24.16%
N 170 73 97

31 E Rfeh e s > RESTATE: % t & A MR L %h=1> H© =0; AUDIT: %32 % B~ ¥ ¥ EXPECTED FEE :

2.1

E@%;J‘\‘“’a;/? A g \jA-}'Mr’J-E' d2 FE8 2 % £4F 5 UNEXPECTED FEE @ 9 % %35 2 # 4ok 55 8
%2 £4F  TOTFEES : (&2 % B f A%t ROA: fis Lwik fl VAT A DE: f # /4T 4 5 QUICK:
(it %g_—.;g—w .ww)/,.fn;'f % ;INDBOD : b= % 5% § # = 5 ;BDSIZE: % ¢ * #;

DUALITY '%j?i A gr2=1- # =0 ; DEVIATION : ik (> #7422 @ 4 4 feff 44z 2 5 CONTROL : A =

g;mgk ;BIGA: d w4 =1 His=0-

AR 10%&?%*&}’**# i S00RE F K TR A 1%REF R -

%&‘



98 2422 % 654 » 2017 £ 7 7

AP TE-HEY FF P RREL > RFF T RS GIFEIF T
(EXPECTED FEE)#£2 & 3¢ #p % 3+ W"*(UNEXPECTED FEE)= 384 » L% € 3+
e o L3 HMBEHRF 2 BFF B 2 35 Panel AF %
SR o GEHF F%(EXPECTED FEE)ufs@:pL e AR EoRE 0, X5F
# %32 7 (UNEXPECTED FEE) % #)ca & » ¥ i 8 ¥ -k #(p<0.05) - iz % %
AT FF R OLRFAPBIAFOTES S LLBRPRAGYF
AR o EHmoRE §VFRPREAFIF IR 47 w4 I

* & <§n #t 2 % &2 Magee and Tseng (1990) ¢ H0|tash et al. (2007)33 :%‘?f“f A58 24
2 imBh- o ﬁf'r'% RO RRB EFFE R AL ARG 2 EFE
“J‘Eﬂ?jgv i3 = 5B 39’3 %’;Kﬁ %—‘J. | EF{T’L‘ %

FEFEFFRIFVF P LGB I ApM 2 1 5% © bilde
Blankley et al. (2012)’?%%** ?3" ABAFFF2RFERZMELS XL
EFPr g & haft @ "a‘f’ AR F AR A P IR e 2 )
E%J’s%wﬁ%aam%;~,A$§#W¢"$%“m’mﬁﬁ“
Tom WP DL BB FAF BRI DA T LRI PE S B
F#73% o Eshleman and Guo (2014) 7% % 3 g4 4 T2 § ko # U1 it it =
AATEFIRRID RL AN ATFH G AR L T EFFHL 0 F B
LRFPEPH o EEFFETALD @%ﬁ°ur?§%%#>*%@mT
ma;’ngﬁﬁk%%ﬁﬂﬁﬁ“?ﬁi’qﬂ*%iﬁﬁﬁii%ﬁm
%o A E TR 07 Blankley etal. (2012) 47t & B2 ¥ a2 o

dSRNE I G A BN AT ERATERFI T
Ao @‘é@ﬁmﬁ’uﬁ%L@‘é@imﬂ%#?%m@ﬁﬁﬁi%%
2GR F L 3Panel BEA c BE e ATEHFT AP R AY
AFEM %3+ 2 % (UNEXPECTED FEE) e s & » ® i 1%8F %k 5 %a > &
fre RIEH FF g e 0 KIEH F 32 % (UNEXPECTED FEE) % #c 4
é’ﬂ%&%wrhﬁhyﬁﬁéﬁp%%f OliSsE Ea N SN N
MR g7 a2 €5 - RIT e L mipat EREF5F
ERCE O, vméﬂﬁg%wa»i Py AR o MIEERAGI LT
FAEDET Lo (2 e ftB- KAWL MR NFF DR P
ERRAFERDEPORE > X AEFRH ML HPSF -

2. B H2— %3 2% 2 € sl I

A H2-1~H2-6 B 7 R S FHT S 2B

£ aa&%%wm b2 A g (thidich 0.097 0 p<0.1)~ £ %R 5]

W
W (ks 0177 p<001)> % ¢ R @ F 7 2B RE o 2T F 4
etal. (2006)in s & 2 AT PR 2 FMF L HFF2FRE A B

‘E/gm +
S

O sthE g i g o P S LSRRG BT R b Bl AR PRS2
PEE T R e L S
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ERARG AT JEFAIRET  F o g RFLEmAF oI £
4 4457 % # 4R (YEAR) 02 & ( 4 % -0.094 » p<0.1) » .}i %gL DB I
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Financial Restatements and Audit Fees
1. INTRODUCTION

In this study, we investigate the association between financial restatements and audit
fees. First, based on previous studies, possible economic bonds created by audit fees are
tested to examine if audit quality impairment occurs because of reduced independence.
Considering severe fee competition in the Taiwanese audit market, we further separate
expected and unexpected fees by subdividing unexpected fees into positive and negative
groups. Second, following the suggestion of Palmrose and Scholz (2004) that restatements
usually reflect higher litigation and bankruptcy risks of firms, we analyze whether various
restatement characteristics affect audit fees. Third, audit fees and fee changes following
restatements are examined to establish an economic consequence of restatements.

2. RESEARCH DESIGN

First, natural logs of audit fees (Srinidhi and Gul, 2007) are used to measure the fee

variable (FEEVAR) and build the logistic regression model (1) for testing H1-1:

RESTATE:. =80 +B1FEEVAR; + 2ROAi + B3DEis + 82QUICK;, + A5 INDBOD:;,
+ B6BDSIZE;+ 7 DUALITY :+fs DEVIATION;+ g CONTROL;
+ﬂ10 B|G4i,t+8i,t (1)

For calculating the expected audit fee (EXPECTED FEE) of every firm, the following
model (2) is used:

EXPECTED FEEi; =fo+ 1LNASSETi; + 82SUBis + BsRECINV;; + f4ROA: + BsDEiy
+ BsQUICK ;4 B7INDBOD; + fsHOLDING; + fsNONAUDIT
+ B1oDEVIATION;; +B11CONTROL ; + f12BIG4; + iy

2

The unexpected audit fee (UNEXPECTED FEE) is the residual after subtracting the
expected fee from the actual audit fee. We then separately run regression model (1) for the
UNEXPECTED FEE and EXPECTED FEE to test H1-2.

Second, we follow Palmrose et al. (2004) in developing six characteristics of financial
restatements. To examine if the audit risks associated with these restatement characteristics
are considered by auditors in their pricing strategies, regression model (3) is tested with
hand-collected data regarding six firm characteristics:

AUDIT s =0+ 1 NATUREVAR; + B2RECINV;; + BsLNASSET;: + £4SUBi: + fsROA

+ BeDEi; 4 7QUICKi; + BsHOLDING; + 85 INDBOD;, + 10 DEVIATION

+  BuCONTROLix + BuBIG4: +  BiNONAUDIT: + &
3)
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Third, models (4) and (5) are chosen to test the audit fee effects subsequent to
restatements for restating firms (H3).

AUDIT it+1 =po +p1RESTATEt + f2SUB i t+1 + f3ROA i t+1 + f4DE i t+1 + s QUICK 41
+ e RECINV it+1 + L7LNASSET it+1 + Eit+1
(4)

AAUDIT i1 =f0+ P1RESTATE i + S2ASUB i t+1 + f3AROA it+1 + f4ADE i t+1
+ s AQUICK i t+1 + 6 ARECINV jt+1 + f7ALNASSET jt+1
+&it+1 (5)

3. CONCLUSION AND CONTRIBUTIONS

First, our empirical results support that the stronger the economic bonds between
auditors and their client firms, the more likely auditor independence is negatively affected,
thereby impairing audit quality, and the more likely restatements would subsequently be
announced. After we consecutively partition the audit fee into the expected fee and
unexpected fee groups, and the unexpected fee into positive unexpected fee and negative
unexpected fee groups to observe their respective impacts on the likelihood of restatements,
significant associations exist in the unexpected fee and positive unexpected fee groups only.
No significant impairment of audit quality is found in either the expected fee or negative
unexpected fee groups. Although our results are limited by the restricted and partial
disclosure policy of audit fees in Taiwan, this study provides some insights for market
regulators and governance bodies.

Subsequently, because different characteristics of restatements translate into various
risks facing auditors, we examine the impact of restatement characteristics on audit fees and
find that only income-decreasing restatements and restatements for reasons related to
earnings management reach significant levels in the expected direction. Contrary to the a
priori expectation, significant fee associations are found for years in which quarterly and
semiannual financial statements (but not annual statements) were subsequently restated.
Other restatement characteristics show no significant associations with audit fees. Our
findings not only contribute to the literature regarding current fees and restatements, but also
suggest that restatement disclosures should include information to help readers assess the
severity and characteristics of restatements.

Finally, this study investigates whether the adjustment of subsequent audit fees is an
economic consequence of restatements. The empirical evidence shows that relative to
nonrestating firms, the subsequent audit fees of restating firms increase at significantly
higher rates because of the incremental costs of restatements born by the issuing companies.

In summary, our results supplement audit fee literature regarding the impact and

economic consequences of restatements. More specifically, the income-decreasing nature
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and earnings management relevance characteristics of restatements subsequently announced
are identified as being associated with the original audit fees charged for the years being
subsequently restated.

114



