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Abstract

This study investigates whether an audit partner’s litigation experience affects subsequent
audit quality. Using a sample of financially distressed public firms in Taiwan from 1999
to 2023 and employing the accuracy of the going-concern opinion (GCO) as a proxy for
audit quality, this study documents that defendant audit partners remain more likely to
issue GCOs to non-bankrupt firms after being sued, suggesting that GCO Type I errors
contaminate subsequent audits. However, this contagion phenomenon will be mitigated
after the district courts rule in favor of the defendant audit partners. On the other hand, this
paper also finds that audit partners significantly increase the likelihood of issuing GCOs
to soon-to-go-bankrupt firms after being sued, indicating that defendant partners improve
audit quality and commit fewer GCO Type II errors, especially those partners whose
litigated event clients go bankrupt. Overall, litigation experience does not significantly
affect audit partners’ GCO Type I errors, but it does significantly reduce GCO Type II
errors.

[ Keywords ] audit partner, auditor litigation, Type 1 error, Type Il error, going-concern
opinion
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tHaR TTEERH R B RER —TEERE 2 E LR ﬁé:‘.g%%_%;‘i{é%ﬁ
- (e d) -
(fREit a) | sHsoEr 2= (R b)
T AR D#RBILER g ommmg

B HRBEERMR

2 « BRRIREARE

PEE GRS AP B RS FE L —F B 2 FIRFERE H T - 4%
F A TEFAE AR EMLARRE « W A R BRI AR B 2 S Hr it (TE)) /&
BRI > FLEmAR2EACE - T EEEH AT 2R R T
BREATERER - APFENB N EGHEEH - DI FEIEREHERRENE
I 7 (EZCR - HERAWT TR 2 BB FHIE TET -
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SRHEIREAIE H 1998 4 » AN HW B EEIZE G Al #2719 GCO ERETERY
HUE - RIFLDL 1999 2 2023 SRS - IRt HIEA S SEgEBNAT
Rpig BN R AN G bt~ MBS - BRI B FAHBE R - B E R R
MR #2172 EF &R INE A R DR E R IRV ZE - #E TR EFA R TR
HEREELE - BB RS - Ty TR Y - HAL - B 2 EEGAF
ERL M A AR T AR - SR e S et e R A -G8 S K 8 &3
Bl - AT HIERE 8 7 & e AN ALY ER(E - 23 1,074 - FE - GetAl I~ i
BRI HE GCO » JhEH BRI 55 N BB A A 7] - A s 75 N 2 e
EEHERERE - AHEE  EAESEM - NEREREGRRAE - fFEE—1E
12 (DeFond, Raghunandan, and Subramanyam, 2002; Geiger and Raghunandan, 2002;
Carcello et al., 2009)° * fxf% » AR AIHCASBER A F] - AR EEEER -
IR RIEEAEH » ERERRE NA i REFE BT - Mg atEEES e A
GCO (Carcello and Neal, 2000) » FraBizZE A G216/ AV RBMAL ~ BE - B2 - 5
R T ERRARE S o AR NS ARIE (DUNMERRIE ) ARR&
HIRRAN Sy 27,888 (4,363 K /NE] » 1,033 (g athill) - MAHAARM ZE T ZE (2L
TR E ) AFIEARENIE 233 (205 FAH] 0 168 & 2Tl ) © o AR ER
YRR 2 -

2 3 VIRASER GBI - B8 R0 - PR (1)-3) R
WeEENT] » 5 (4)-(6) R ELNT] - 7255 (2) 1 AT DUE HIERRATAM A - &5t
Bl R B A 28 J] R GCO RYBRZE(E W A EER AT 52 - BEERYSEEg A —FH R =R
1 K5 3% (= 780/ 27,888) < {E & (6) fill + A] LAF HITE AR INAR A e # IR (1999-2000 4F )
WY AR R RS - (HiE 2 FEH A GCO HBIE(EAIAE LT - ZBRBHYSEIgR — 5
ARy 57% (= 132/ 233) B BN REFE MBI - (ERWERAE - B35S

KIFEHEA T TR E S E - EORESE A2 2024.12.31 -

4 EFEAHEE - BYERRAEIEINE] 261 - SREZEBAHIGE 28,837 » PRME T REG AL B A -

5 DeFond et al. (2002) $LAES SEE BB st i 5 5 £ sAS s 1R E SR s N SN =] R B E
e WMEAERRASE A E 223 PRI EE N S RE AR E B SR R R B AR R F (E
WA A F] 202 © FE R AN RGE M 155 IREE N F] - BERRASE B INE] 244 - 248 GCO A1
BERRAYE RS AN SR B B R - GCO B —$ERREIAS SRR Z W 5 N e e Fe 528 -

6 MERESEAIH () CUESIERA ] (K GCO T AR - kigig B E ) - R ey " A&
FAARRG AEH NI EE N E] o $R0E ¢ DITR—4F e+ ) EEWES - FLATR GCO B8535 - [T
FERk T T LA R TN -

7 ReHERAN TR R EHEn PNRSE T A R AT - HIER 1999 B 2000 EIL TAREER - EHTETAH

B EFE T - BRSBTS

W
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&2 BAER

AR _FHRE

1999-2023 F/ARIEEITAF] 64,193

W EEEFEREAR (299)
ENTEE (3,944)
ESL /NS (1,478)
W|HAE (1,074)
IFRIFEREE AR (28,877)
EiRENAR (400)

RASEA 28,121
AERRAGE B THIRE AR 27,888
AERIEE THIREAR 233

x3 BAESH
E—E5  FEANT
KIFEFEA IRERA
(1) (2) 3) (4) (5) (6)

FE GCO=0 GCO=1 At GCO=0 GCO=1 ait
1999 1,772 55 1,827 25 12 37
2000 1,681 66 1,747 36 11 47
2001 1,487 64 1,551 8 6 14
2002 1,329 47 1,376 5 5 10
2003 1,207 35 1,242 11 8 19
2004 1,061 38 1,099 4 10 14
2005 956 35 991 8 13 21
2006 857 49 906 3 6 9
2007 819 36 855 6 5 11
2008 948 37 985 2 1 3
2009 998 36 1,034 1 2 3
2010 1,007 31 1,038 0 1 1
2011 1,006 28 1,034 6 1 7
2012 1,068 21 1,089 3 3 6
2013 1,059 15 1,074 2 6 8
2014 1,055 15 1,070 5 3 8
2015 1,040 18 1,058 1 0 1
2016 1,029 20 1,049 1 1 2
2017 1,119 23 1,142 1 2 3
2018 1,069 18 1,087 2 2 4
2019 973 21 994 1 0 1
2020 865 23 888 1 0 1
2021 952 20 972 0 0 0
2022 830 16 846 0 1 1
2023 921 13 934 0 2 2
&5t 27,108 780 27,888 132 101 233
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BEED  EENT

KBEBGAE [ EEES

M (2) 3) 4) () (6)
3 GCO=0 GCO=1 =5 GCO=0 GCO=1 &&f
JKIREAI IR E 239 20 259 2 1 3
BRI 394 14 408 3 6 9
BRELEBAT 858 18 876 2 6 8
AR 983 54 1,037 3 12 15
B 1,192 23 1,215 3 2 5
ME T 861 37 898 6 3 9
EMEE 1,463 92 1,555 9 12 21
EE%¥ 547 27 574 5 3 8
SR 2,868 73 2,941 21 9 30
BEZBEE% 458 15 473 4 2 6
EREEEE 2,059 49 2,108 2 3 5
ESCEES 1,888 49 1,937 8 2 10
BRI RIBEE 1,424 28 1,452 8 11 19
HEE 2,932 77 3,009 18 18 36
BEMEE 1,484 32 1,516 14 3 17
EFEMAEE 2,052 19 2,071 3 0 3
B AR FEER B RS 2 1,787 28 1,815 9 1 10
HihE7% 634 18 652 2 1 3
Hit 2,985 107 3,092 10 6 16
=1l 27,108 780 27,888 132 101 233

SFEL L] GCO » B —$E3HR 6% (= 92 /1,555) » ElA 3% HISE 8L - {ENYERE
A BPRTEREZEEEIE] GCO @ HFEERZHIESE BOLE  fifkH S &5
% o

2 BRIl egEs

— ~ HERX
A EFREAAEEAT
GCO=ﬁ0+ﬂIBEFORE+IB2AFTER+Contmls+v e (1)
Hrh
GCO=1 > NEARIIE] GCO » AR 0 °
BEFORE =1 » GatHlif R LR ZRIRZEZ P - RAM 0 -
AFTER =1 > GaTHIHE R OEFRZRIZERTF » SR 0 -
Controls = FEH 8 A & -
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FEARME EFAMTES (1) - BEERNE GCO R —ERAVEER - B ASUEIEHE—
(EFE T RBEBEF - R R M E T A B EE T E /K HER K (Chang
et al., 2016; Francis and Michas, 2013; Li et al., 2017) » TEE] BEFORE FIRABTHRIEAR
WA Ry e A - AR S & T ETERE R A B A AR M S B 5HAT - B REICAL
—PER o LM - W ERATITER (1) HIEEIS GCO B —5EiRiEERE - TH
H BEFORE WIIREIFF R E A R & A - AR S S SR E R AR A AEE A A
ERIEETAT - BAIREIE GCO MU —§E3k -

PR ST ERGER TH I GCO B —$H 3R BEEZ W N - (H GCO B iR EE=E T & - &
AFTER P GREIANGmAE AR 728 B A A R B B KR BEFORE HIFREL - AR (R a
SFEISRf - HR » 72 AFTER WGREHE R EREARZE /NIX BEFORE WI{REL » 1
W AR 28 KR BEFORE HIFRE - {03 GCO B — B Al — $HER ErRHZE Nt -
TFHERE b o FE 0 e AFTER RIRBHE R E A EZE KR EGE RN BEFORE
HITREL » M ER AR/ NABUZ R E N BEFORE HIIREL » {5k GCO A —Ed
BRI TSR B N 8 - TR ¢ - BB0Y 0 2 AFTER HI{REUE R E
AREAE LN BEFORE W8 - TR AR AR A B KB BEFORE HIRRE - IR
GCO A —FEFRFHE » M GCO A “FHFRkEZE N - SZHlER d - 1% » # /2 AFTER
HIPRBE AR FE AN B /MY BEFORE HORE » TR AR @ #E/ NABE AR SR
X BEFORE W18 » {3 GCO B — &R BHE N » 1 GCO A e R »
FrReft e - FEAHREZRER 1 -

o~ SR R
(—) %% # BEFORE ~ AFTER

BEFORE = 1 » (REG AT AP LR ZANZEZR S THE 0° - HE
M- AFTER =1 > REGEIHHE AT ORRBRIZERS » GHR 0 o ASCER
RO EREERARS - FEH LB SEERD - SR O - S
EREH YIRS  BREFERSETEMER - WARRE - BIEAamE
TE - RSB S G 5Tl - AR E SRS LB — (g s -

8 EEBESETEIHHLARTLZ IR - RS KR AR o kAN - ARIFSEIR 8T 22K

R - MERBEAEART » &R 2 3 2K - BT S AR EL i o A% > 720

FERRA R - WSR2 0 2 R (H I —(EEIZE - N2 Ll LITINUM (3852880 U

AFTER » 8% 2-DA LITIst (55— K445 ) Fl LITI2nd+ (55—~ =Rk ) HUC AFTER » B354
RAMEEZE 6 —FK -

9 RS EGETEIREE EE AT W EF R E (1% 4% (Chin and Chi, 2009; Chi and

Chin, 2011) » 8Y 2% Aobdia, Lin, and Petacchi (2015) BY##EE 7= (2006 42 DLETHRUFHAIE & -
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(=) #E#8#%

Bi T AR B S R R L - AR IE T R AT A B B BRI B T R R
SERCRAN T © @A SO TE HBE A E (Sundgren and Svanstrom, 2014) ~ E¥(H R
(Reichelt and Wang, 2010) ~ % F E£#H #1f% (Sundgren and Svanstrom, 2014; Goodwin
and Wu, 2016) » & FE 24 (Blay and Geiger, 2013) + & % {T- i (Chi, Myers, Omer,
and Xie, 2017) ~ fli 5 2 (Habib, 2013) + DU 1% 3 45 458 H #4 (Habib, 2013)
EERTE - M T RER B AT B RNV IENEN: - LNLEADAGE 28 X3 g etz
EFEE > HINEHRHE - LEADSPEC =1 REFEGHAILEXESE » THE
0" e LNLEADSIZE 25 F 3 et i A& P8 HIE R - C LEAD BE
REERDEEG ST E & PR EE 2 &5 - LNLEADTEN 5 E % & s HARY &
AR E R B« AL — (3 A& 5T EIR £ # & 5 1H (Chin and Chi, 2009; Chi
and Chin, 2011)"  BIG4 =1 » {RFEIUK » FHIR 0 - LNARL BB S HREEE
EFR AR EHEE I E REH -

F A E M F o @2 SCBL (Geiger, Gold, and Wallage, 2019; Carson, Fargher,
Geiger, Lennox, Raghunandan, and Willekens, 2013) $5H{/\FIFRIE (SIZE) Fi/)N ~ JEF]
TE (ROA ~ LOSS) 7372 ~ BELLER (LEV) fE » DU ETHIILE] GCO (GCOo_1) » 1~
H AT EEILE] GCO" - SIZE RHAAR B MR SR B8 ROA FuifiE e L3P
FIBRDASEIIREEE - LOSS = 1 (REARAFE ERE - AR 0 - LEV 2IIREAE
BrAARMEERE - GCO_1 =1 RFELAFFIHIE] GCO » FHIE 0° « 358 - 2]
Krishnan and Wang (2015) » A SRS A G 4E i (LNAGE) » {HANER E FFoR THEA -
LNAGE J& /X B RRATE BN H RS B - £ % > Sanoran (2018) #3H _E il /N S]# A 6E
B GCO » Kt Erikee o LIST=1 > RFE LHEAT > FHIEO -

BRI ) o EEEA SRR RS -

10 #R#%E Neal and Riley (2004) FiI Reichelt and Wang (2010) - & & =AY 2 2 BT (5 B LK RSP
YFEZFE NS BT AT A BRI EIEAY 1.2 505 - BIREE L& S Al 22 858 (LEADSPEC = 1) »

11 FEI RS E] = & 5 AR - 24FE (LNCONCURAGE) ~ FEESH I (CONCURSPEC) ~ &
F 8 (LNCONCURSIZE) » DR TAZATH] (LNCONCURTEN) - 8 38 % B30 R 5 B oA piciet - ALl
M- RIS G A S B PRI RR R - ARG (LNFIRMAGE) ~ FEZE SR (FIRMSPEC) ~ %
JFEZENEE (C_FIRM) » DARERZATIA (LNFIRMTEN) » B 584G 5L IR AR AT E oK E -

12 JREHE S5 R 8 GCO Ry EIRFIE - (R SRAT Bl O 25 1 Hh 5 e 5 117 40 B & 7 B .
BAEMEEE - ASCIEARERIELR I « =0 (D) BInERImENTE (CR) » I67E Ry i B & FERR LA
TRENEAME - RIERA SR 26,714 - EBRARNIZRA 2 220 - B FERE SR = A E -

13 EHRBEAREEE X E GCO » RMZERZAF T 27,268 I - il FEEAT T 167 {E » EHTE
(EPAR VI et E S A EAN &
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H—H - HAFFEEREHE - Fit \BRBLURGEHE FEERSE 2
%EE (DeFond et al., 2002; Reynolds and Francis, 2000) - 2\ & W E] GCO Ay A] HE 14 [#
£ " o CASH By AN AR S HIRBISMEEN ST BHERDMEEE -

= HERER
(=) &M &3t

4 RS TEEEZ BUR R ET o FrA BIEA B R A BRI (Winsorize) £ F
T 1% 2N « TEARWERAE - FaTAiHLERAT (BEFORE) WIREABIZEN 5 27%
FEER% (AFTER) WIRAEAZE 17%  FHEH » TR AR - GatiiEaRaTauss
BIZER S 43% » HARERIIERAEREZ 12% « TamaiE BRI ERAR » AFTER B
AR/ MR BEFORE » Al HIFRAAS G B G g s AR T - 19K (BIGY)
FERBEE AR LR EE 83% @ (HIEMARARZ 70% © RBEESAN B
INE] (LIST) 8% » WERARIR S - FEHMATRE L - B2 —BE R AR EREA
FY B TS A O B E R A R

5 Rttt G STHATEEERAT (BEFORE) ~ 1% (AFTER) ~ LR M5 & EHET (NONLIT)
FERRARZ GCO B —ElA —§EERAYZ NG E o IEARMERAS - NONLIT FfAHIE]
GCO HYELERT 0.024 » f7 K - ] H B EEE (RIS & SHANREER AT » 1R Ay R -
HURH S ETHATRY GCO Bl —#E3R R SR S At bl - RS G EHAIEERAT -
%HY GCO 1L, » HESR AFTER BEAHAY GCO FL3R/NA BEFORE BEMH - 15 514 F 25
GERRARAITHAI - MY R 2 R AREM G EEE KYE - FIGE R RERE
BN S S ETAIN GCO Al —$ER A FAENIHIS » FFESLEERAVTENT -

FERG EREA » AFTER BEFHILE] GCO L3R B 0.586 » s > T BB R
=X BEFORE Eil NONLIT —#ffA » BURM S & 5T ATEEE (K GCO A —#5R=%
FFERATE B B AITEE] - fEE 32 5 0 GCO Bl—$E 30 - B SR » 1
HIRE IS SRR d -

14 BIASTERATIERIET IR R 7 W B G F_FIN (] S8 T FESLH IR T s8Iy &E 4 ) g F
ASTSALE (r+1 SR EEE B E B P E B8 ) - A~ BB E A A B R R E 1%
THASEMBHRE - ARG AGE B B N FIRIERAS B SRR 106 © BB RS
B ARSI AL i gy -

15 FHRR S e AR EE AR R MR 38 - RELEAT T 27,671 {# - BABCAR T 228
I > BT T AT - B RS AR R R R -
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x4 HREAERRET

RIRERS EZEZS
N = 27,888 N =233
BH F19% R BEE | T R REE
GCO 0.03 0.00 0.16 0.43 0.00 0.50
BEFORE 0.27 0.00 0.45 0.43 0.00 0.50
AFTER 0.17 0.00 0.38 0.12 0.00 0.33
LNLEADAGE 2.16 2.30 0.74 2.10 2.30 0.76
LEADSPEC 0.24 0.00 0.43 0.23 0.00 0.42
LNLEADSIZE 217 2.30 0.78 2.19 2.30 0.92
C_LEAD 0.16 0.07 0.22 0.19 0.09 0.25
LNLEADTEN 0.90 0.69 0.72 0.92 0.69 0.82
BIG4 0.83 1.00 0.38 0.70 1.00 0.46
LNARL 4.27 4.36 0.47 4.31 4.47 0.51
SIZE 14.65 14.39 1.85 14.64 14.73 1.77
ROA -0.02 0.00 0.12 -0.12 -0.08 0.15
LOSS 0.51 1.00 0.50 0.88 1.00 0.33
LEV 0.48 0.49 0.24 0.71 0.73 0.29
GCO_1 0.02 0.00 0.15 0.28 0.00 0.45
LNAGE 2.81 2.95 0.78 2.72 2.78 0.77
LIST 0.59 1.00 0.49 0.45 0.00 0.50
CASH 0.21 0.14 0.20 0.13 0.04 0.22
AFTER_SET 0.06 0.00 0.24 0.05 0.00 0.22
AFTER_SUI 0.11 0.00 0.31 0.07 0.00 0.26
AFTER_WIN 0.05 0.00 0.21 0.01 0.00 0.11
AFTER_LOS 0.01 0.00 0.10 0.00 0.00 0.00
AFTER_BAN 0.08 0.00 0.28 0.08 0.00 0.27
AFTER_UNB 0.09 0.00 0.29 0.04 0.00 0.20
FBEFORE 0.17 0.00 0.37 0.27 0.00 0.45
FAFTER 0.76 1.00 0.43 0.60 1.00 0.49

i1 BEREHEEDHMNE
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x5 EBEEEIEWRT

F—EB T RREREA

B8 . GCO

£—M F—# HFH FTH

BB HEE Tm  #iE Ty H ZfE
NONLIT vs. BEFORE 15,498 0.024 7,655 0.035 467 -4.98***
NONLIT vs. AFTER 15,498 0.024 4,735 0.031 2.74% .95
BEFORE vs. AFTER 7,655 0.035 4,735 0.031 1.10 1.09
BEFORE vs. AFTER_SET 7,655 0.035 1,705 0.033 0.30 0.30
BEFORE vs. AFTER_SUI 7,655 0.035 3,065 0.030 1.40 1.35
BEFORE vs. AFTER_WIN 7,655 0.035 1,319 0.021 3.04%* 257
BEFORE vs. AFTER_LOS 7,655 0.035 272 0.004 737 2.80%**
BEFORE vs. AFTER_BAN 7,655 0.035 2,311 0.044 -1.94* -2.07*
BEFORE vs. AFTER_UNB 7,655 0.035 2,545 0.019 4.54%** 3.94%*
FBEFORE vs. FAFTER 4,674 0.035 21,631 0.024 3.85%* 433"
BTES  WEKK

8 GCO g£—H F—H £ FTH tHE 21

BAEHE BAE FEE BAE FEHHE
NONLIT vs. BEFORE 104 0.413 100 0.410 0.05 0.05
NONLIT vs. AFTER 104 0.413 29 0.586 -1.66* -1.65*
BEFORE vs. AFTER 100 0.410 29 0.586 -1.68* -1.67*
BEFORE vs. AFTER_SET 100 0.410 12 0.500 -0.59 -0.59
BEFORE vs. AFTER_SUI 100 0.410 17 0.647 -1.83* -1.81*
BEFORE vs. AFTER_BAN 100 0.410 19 0.632 -1.79* 1.77*
BEFORE vs. AFTER_UNB 100 0.410 10 0.500 -0.55 -0.55
FBEFORE vs. FAFTER 64 0.313 141 0.461 -2.01** -2.00**
X ke e BBIRER 10% ~ 5% ~ Bl 1% ZFEEK#E » HERT o
5¥ 2 1 fFERERAR

GCO EEEE -1 KRLBEREREIGCO» FHIAEO -
NONLIT EEEERAC BRI EER o

BEFORE BEEIERZ NS EERE -

AFTER BETARERZ BN EER

AFTER_SET MR RISAIZETEMERRRZBIITERS -
AFTER_SUI ¥EREDKRRSHIZETEMERBRZ BT ERS -
AFTER_WIN EETEtE—B AR RB R BIIRERS -
AFTER_LOS EEtEMtE—EAMRHRBERZ BIRERS -
AFTER_BAN RIAEHARKEMNSEIRERZEZNTEEZR o
AFTER_UNB FRIAEHATRRRENSEIEIREFRZENTEERS -
FBEFORE  SitETEHAIMERZAINSERS -

FAFTER BTSSR BANTERS -
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(=) @R

7 6 Fy GCO Z 5 &5 Bl BR At 2R o A HUARUERR B PR FH S B & 31 Bl B B ErY
FEHAEHES (Clustering Robust Standard Error)'® o Al ZE A5 L BE/ R BEFORE 1]
REERE R IE » AFTER WITRBUREZE Ry 1E » 52 6 5 [ J7HY Wald i € #5288 5
HZE R AT B KYE (p(E = 0.812) 7 o IREEFRET - #iE5 T AIfHE R A
W5 G e AR AT REIE GCO B —8E3% 5 AR - #E gt FF &L EERR - GCO
B —SEER AN AR ETEREA T BB » SR EAERER - IERR ARG S ER BEFORE HIf%
oG - HREEE o PUAUFREERAT - S ST A B R g & 3T AIHY GCO 21—
ARG SRR E A 5L - SR AFTER HIMREEEZE Ry I - 1 H Wald fg € A SR #R & 1Y
AREMETEEE (pE =0.025) - REEFFR - EGTanE I pEA AR E LS
HIH B GCO - BEEZ 2 GCO IERENE - GCO B —$ERIEFTERARBEERK - AJhE
TR RS EER - FHINVRSFIERER FHIE] GCO AU —$E5R &% L7t » i HA 5k
B T - BRSO AR GCO B —$H3REEE LIt 23888 - (RIILEE 6 RYFEHRIL
NEZFHRFERER - BREM S - & 6 MBI E R AR 2 HES GCO il
FETEIH SR - BEE TGS GCO M g8k » alliFifE GCO A —#H3% » (Raf d 1555
£ o

PERIB AR R - B ES H 3 (LVARL) fa R ~ WHESIRTL (ROA ~ LEV) 7,
7=+ DURETEIE] GCO » AR AIRENRE] GCO - HHHIE BIG4 HITRETERB AR
REE A EWERARAE » BRI R A FEIE GCO B —§53% - LNLEADTEN
HIRRBIEI R AR E & - BRI EZ AR - 5800 GCO A ¢4
iR - B Read and Yezegel (2016) ZZE15E—34 »

16 ASSCA /NPT R G E RN (1) AYBE SR EIZIRIA T~ (Variance Inflation Factor; VIF) -
WA LNLEADSIZE V] VIF f5c K » 5 6.13 » HZXUE C_LEAD > 77 5.02 - 311 Spearman £
BATRECRy -0.78 © Fuibit oo " E IR MER BEASRE SR - — RIMBR H A — 3 8 - RS A SRR
FHEARDE - B RIEEREA - SR VIF ) 3.71 » 8.2 » BB (1) 360 8% B 0 e 4
2 o

17 ROJFRE - HEF H B SRR (e H A M - IR S 1Al el sE a8 BAta RS B Q25T
S e #AE 2 BEFORE W17 8 Rk ] RIS B A SC S N HIBREA FI 22 1Y 25 51 o B B 72 0E -
ARAEREE (2014) FEHLFH AN E 2T e i A I H B R H OERR H P E07% 25.25 ([EH < BiR
I+ ASSCEREY 2 FEVEEDIHER SR R S (R 25 1 28 ML AROE — R IR AV 5 1ol B AL AERR, - — 2%
BEFORE BEHTEF RS ST AT G G H L3R AT AR 2R 2 &R - 2 MbRer s afg i
R FT— AR B AT —AFRYBISE - BRI RE A FE S -
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&6 GCO IEMEMIEEETERaN 7S HNEERFER

FEEEE) . GCO KBEBEAE WEFEX
BEE RE SRR RE EREEER

BEFORE 0.45%** 0.14 -0.67 0.99
AFTER 0.41%** 0.16 3.78** 1.35
LNLEADAGE 0.03 0.10 -0.97 0.99
LEADSPEC 0.06 0.16 1.29 0.84
LNLEADSIZE -0.08 0.14 -3.61* 1.88
C _LEAD -0.26 0.43 -4.34 3.66
LNLEADTEN 0.13 0.09 S2.73%* 1.00
BIG4 -0.50*** 0.18 0.27 2.13
LNARL 0.39** 0.13 7 AT+ 2.75
SIZE -0.23*** 0.05 0.52 0.53
ROA -5.98*** 0.51 -6.79* 3.25
LOSS 1.36*** 0.15 1.56 1.35
LEV 3.96*** 0.31 16.97*** 6.59
GCO _1 4.68*** 0.18 8.78* 3.92
LNAGE 0.26*** 0.10 0.33 0.63
LIST 0.21 0.15 2.47 1.58
CASH -1.90*** 0.50 -5.99 6.77
Intercept -6.80*** 1.11 -50.59*** 15.69
Years Yes Yes
Industries Yes Yes
EZiN<3 27,888 233
Wald x* 2123*** 151%**
Pseudo-R? 0.564 0.813
p 18 (BEFORE = AFTER) 0.812 0.025

FET I DRI 10% ~ 5% ~ B 1% ZREEKLE - BERTE -
2 BT RMPAFESENE

th ~ BBIMDAHT

— > WAt TR A

EERE AT R & T AT S R R B R EAE GCO B —SHRRAY AT RETE - (B
R GCO AU —$HRRAY R REME - IR ILEIASOR SR AT Fe 3R AT IR = AR 1L -
DL S E R M2 5 EARRA - AR 58 4 & & 5 1A GCO IEMEME I E A E(H -
B A BRI EIARES - B RHAT S SRR RA R R R EIMOE RN - F
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Does Litigation Experience Improve Audit Partners’ Audit

Quality?

Wen-Ching Chang, Department of Accounting, National Changhua University of Education

1. Purpose/Objective

Litigation is one of the mechanisms used by the economic system to maintain audit
quality. However, most prior studies have focused on whether litigation has deterrent
effects on the non-litigant auditors, rather than exploring whether litigation has corrective
effects on the litigants themselves. This study extends previous research by examining
whether audit partners who defend against litigation (hereafter defendant partners)
subsequently improve audit quality.

Geiger and Rama (2006) indicate that high-quality auditors are better able to
discern whether their opinions should be modified to address their clients’ going-concern
difficulties. Greater accuracy can lead to lower error rates of going-concern opinions
(GCOs), which is a measurable indicator of auditors’ high-quality reporting decisions
(Geiger and Rama, 2006; Knechel and Vanstraelen, 2007). In this study, | examine
differences in the relative proportions of the two types of GCO errors before and after
audit partners are sued: GCOs issued to clients who do not subsequently go bankrupt (Type
I errors) and GCOs not issued to subsequently bankrupt clients (Type II errors).

Prior research has presented three hypotheses to explain defendant auditors’
subsequent behavior. The contagious hypothesis posits that auditors who experience audit
failures continue to conduct lower-quality audits in subsequent years (Francis and Michas,
2013; Knechel, Vanstraelen, and Zerni, 2015; Li, Qi, Tian, and Zhang, 2017), meaning
that defendant auditors are unlikely to reduce GCO error rates in subsequent periods.
Unchanged or increased GCO Type I or Type II error rates would indicate that defendant
auditors have contagious reporting problems. The learning hypothesis suggests that
auditors learn from prior audit failures and take remedial actions to improve subsequent
audit quality (Lennox and Li, 2014). A decrease in defendant auditors’ GCO Type I or
Type II errors would support the learning hypothesis. Finally, the conservative hypothesis

holds that litigation prompts auditors to engage in more conservative behavior in all
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subsequent audits to avoid future litigation (Schmidt, 2009). Such conservatism would
lead defendant auditors to issue more GCOs, causing lower Type II and higher Type I error
rates (Geiger and Rama, 2000).

The three theoretical hypotheses are not necessarily mutually exclusive. In fact,
multiple factors interact, although empirically, only the effects of dominant factors can be
detected (Liu and Elayan, 2015). The empirical evidence provided in this study can help

determine which of the three hypotheses is predominantly influential.

2. Design/Methodology/Approach

In this study, I obtain audit partner litigation data from the Securities and Futures
Investors Protection Center (SFIPC) in Taiwan and bankruptcy data from multiple sources
(e.g., Google searches for reasons for firm delisting, material information filings from
the Market Observation Post System, or information about business registration from the
Ministry of Economic Affairs, etc.). Other data are retrieved from the Taiwan Economic
Journal database. The final sample consists of 27,888 firm-year observations of financially
distressed firms that survived between 1999 and 2023 (the nonbankrupt sample) and 233
firm-year observations of distressed firms that went bankrupt in the following year (the
bankrupt sample).

The empirical model for this study is as follows:

GCO = [y + [BEFORE + P,AFTER + Controls +v ..., (1)
where GCO is coded as one if the firm receives a GCO in the current period, and zero
otherwise. BEFORE and AFTER are the variables of interest. BEFORE equals one if
the firm is audited by a defendant partner before the partner is sued, and zero otherwise.
AFTER equals one if the firm is audited by a defendant partner after the partner has been
sued, and zero otherwise. Controls stands for a vector of control variables.

I estimate Model 1 using data for the nonbankrupt sample to obtain evidence of GCO
Type I errors. Prior studies have shown that a single audit failure can systematically reflect
the lower overall audit quality of the involved auditor (Chang, Chen, Chou, and Ko, 2016;
Francis and Michas, 2013; Li et al., 2017). Accordingly, the coefficient for BEFORE is
expected to be positive for the nonbankrupt sample, indicating that defendant partners are

more likely to commit GCO Type I errors before litigation than nondefendant partners. In
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contrast, | estimate Model 1 using data for the bankrupt sample to obtain evidence of GCO
Type I errors. The coefficient for BEFORE is expected to be negative for the bankrupt
sample, suggesting that defendant partners are more likely to commit GCO Type II errors
before litigation than nondefendant partners.

A decrease in GCO Type I errors is observed when the coefficient for AFTER for the
nonbankrupt sample is significantly smaller than that for BEFORE. In contrast, a decrease
in Type II GCO errors is observed when the coefficient for AFTER for the bankrupt sample
is significantly larger than the coefficient for BEFORE. The learning hypothesis would be
supported if the coefficient for AFTER for the nonbankrupt sample is significantly smaller
than the coefficient for BEFORE, or is significantly larger for the bankrupt sample than
the coefficient for BEFORE. However, the contagious hypothesis would be supported if
the coefficient for AFTER for the nonbankrupt sample is not significantly smaller than
the coefficient for BEFORE (no reduction in GCO Type I errors), or is not significantly
larger than that for BEFORE for the bankrupt sample (no reduction in GCO Type II
errors). Finally, the conservative hypothesis would be supported if the coefficient for
AFTER is significantly larger than the coefficient for BEFORE for both the nonbankrupt
and bankrupt samples (i.e., increases in GCO Type I errors and decreases in GCO Type 11

errors).

3. Findings

The empirical results for GCO Type I errors show that, compared to other partners,
defendant partners tend to issue GCOs for nonbankrupt firms both before and after being
sued. Moreover, the differences in the likelihood of committing GCO Type I errors
between the pre- and post-litigation periods do not reach statistical significance for the
defendant partners themselves. This suggests that defendant partners fail to improve their
subsequent audit quality and continue to commit GCO Type I errors. Nevertheless, the
contagion phenomenon is mitigated after the district courts rule in favor of the defendant
partners.

Regarding the results for GCO Type Il errors before litigation, defendant partners do
not differ from other partners in their likelihood of issuing GCOs to soon-to-go-bankrupt

firms. However, after litigation, defendant partners are more likely to issue GCOs to soon-
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to-go-bankrupt firms. More importantly, the reduction in the likelihood of committing
GCO Type II errors reaches statistical significance for defendant partners, indicating that
audit partners improve their audit quality and commit fewer GCO Type II errors after
being sued. The analysis of litigation characteristics shows that the reduction of GCO Type
IT errors is mainly observed among defendant partners whose litigated event clients go
bankrupt.

Overall, litigation experience does not significantly affect audit partners’ GCO
Type I errors, supporting the contagious hypothesis. In contrast, audit partners commit

significantly fewer GCO Type II errors after litigation, supporting the learning hypothesis.

4. Research Limitations/Implications

The litigation data used in this study include only cases of audit partners being sued
by the SFIPC; thus, they do not incorporate lawsuits initiated by individual investors or
firms. This data limitation may have led to sample selection bias, resulting in litigation
cases skewed toward greater damage claims or allegations of harm to the public interest.
Consequently, my results may not be generalizable to defendant partners involved in minor
cases of litigation, which constitutes a limitation of this study.

With respect to policy and practical implications, imposing legal liability on auditors
for negligence alerts auditors to maintain audit quality and protects investors. Whether
litigation effectively enhances audit quality is therefore of critical importance to investors,
firms, regulators, and auditors. The findings of this study suggest that investors and firms
should consider audit partners’ litigation track records when assessing changes in audit
quality. In terms of regulatory oversight, the results of this study show that defendant
partners do not completely improve their audit quality following litigation. Accordingly,
regulators should strengthen substantive reviews of financial statements audited by
partners with litigation experience and conduct quality-control inspections at their audit
firms. Finally, the evidence presented in this study suggests that GCO Type I errors do not
decrease in the short term following litigation. Audit partners should continuously reduce
GCO Type I errors to avoid weakening the warning effect of GCOs in signaling firms’

going-concern difficulties.
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5. Contributions

This study complements several contributions to the auditing literature. First, the
study responds to the calls of Anantharaman, Pittman, and Wans (2016) and Chy, Franco,
and Su (2021) to examine the relationship between legal environments and auditors’
behavior. Second, avoiding litigation is an important incentive for auditors to maintain
audit quality (Khurana and Raman, 2004). However, empirical evidence on whether
litigation positively influences negligent auditors’ behaviors is limited. This study
supplements litigation-avoidance theory by providing evidence that defendant partners
subsequently improve audit quality following litigation. Third, because audit firms in
the United States are liable for audit negligence, the existing audit litigation literature
primarily documents evidence at the audit firm or office level (Lennox and Li, 2014;
Schmidt, 2009). In contrast, signing audit partners in Taiwan assume legal liability. This
study extends the literature by providing evidence of audit litigation at the partner level.
Fourth, Anantharaman et al. (2016) show that litigation risk increases the likelihood of
auditors issuing GCOs to financially distressed clients. However, they do not determine
whether auditors respond to litigation risk by improving audit quality or by increasing
conservatism. This study uses GCO Type I and II errors to distinguish between the learning
hypothesis and the conservative hypothesis, and obtains results that do not support the
conservative hypothesis. Fifth, concerning the consequences of audit failures at the partner
level, prior studies have focused on audit failure events, such as financial restatements (Li
et al., 2017), GCO errors (Knechel et al., 2015), and regulatory sanctions (Chang et al.,
2016; Hung and Yen, 2011). This study extends the audit failure consequence literature by
using audit litigation as a proxy for audit failure events. Finally, audit work is performed
by individual auditors, and prior studies (e.g., DeFond and Francis, 2005; DeFond and
Zhang, 2014; Francis, 2011) have emphasized the importance of providing evidence at the
partner level. By offering evidence of the effects of partners’ litigation experiences, this
study responds to their call.

Future researchers may overcome the data limitations of this study by incorporating
lawsuits initiated by investors or firms, thereby allowing for comparisons of whether
the degree of public interest damage differentially affects auditors’ behavior following

lawsuits. Moreover, the aim of both judicial litigation and administrative oversight
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mechanisms (such as disciplinary sanctions) is to maintain high-quality auditing. Future
researchers could examine whether audit litigation and disciplinary actions differentially

affect auditors’ behavior and, if so, which mechanism has the dominant influence.
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