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Abstract

This paper aims to study the possibility of improving CPA's audit quality if a floor limit on

audit fees is placed by the government. Audit fee floor can be referred as a government-

imposed restriction on CPA attestation fee, which must be maintained above a pre-specified

level. This mechanism has been implemented in Taiwan for years; however, the government

and academics did not pay too much attention on the appropriateness of this restriction.

Most companies in Asian countries are family-owned; and as such moral hazard is not

considered as a key issue between enterprisers and managers. However, moral hazard

problem occurs when there is a conflict in interest between enterprisers (major shareholders)

and minor shareholders. In this paper, the relationships between audit fee and audit quality

are analyzed. The effects of how audit fee floor impacting upon audit quality is also a part of

our analysis. Strategic interactions between enterprisers and CPAs, price competition among

the CPAs, and the Asian business traits are all considered in the analysis. Our results shows

that CPA's audit quality can be improved if the government sets up an appropriate audit fee

floor and legal liabilities are attached to the audit fee.
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( ) 

1998 ( 1) 

( 2003)

( 2003)

( 2)

( 3)

( 2003)

(The Institute of Charted Accounts) (International

Federation of Accountants FAC) 

(SEC, 1978) Magee Tseng (1990) 

Lee Gu (1998) 

1969 

1969 

262

1

2

3

1990 8 24 (79) ( ) 33067 

1945 3025 

339 1 ( ) 

1998 6 10 (87) 86119351013 
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t G, B G B

f 0

(1- )
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20 1

L r T, N T N

c (m)

c (H) =

c c (L) = 0

(SEC, 1978)

(Craswell & Francis, 1999)

De Sen (2002) 

( 4)

l (w, m) 

l (wH, m) = l

l (wH, m) = 0

(w, m)

wH, wL H, L (wH, H) 

(1) 

Max A = w l (w, m) c (m)                                                                                        (1)

265

w,m

4 Dye (1993, 1995) Narayanan

(1994) Schwartz (1997) Chan Pae (1998) Frantz (1999) Hillegeist (1999) Lee Liu 

Wang (1999) Radhakrishnan (1999) Zhang Thoman (1999) Pae Yoo (2001) Chan 

Wong (2002)
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( 5)

De

Sen (2002) Shibano (1990) 

Chan Pae (1998) Dye (1993, 1995) Hillegeist (1999) Matsumura Tucker

(1992) Melumad Thoman (1990) Radhakrishnan (1999) 

( 6) 

p
t m 

m t

p
t m 

=                  p
GGm

p
BBm

( ) m

( ) p
BGm

p
GBm

( ) m (

) p
GGm

, p
BBm

, (1 p
BGm

) (1 p
GBm

) 

p
GGm

= p
BBm

p
BGm

= p
GBm m m

m

m
= (1 p

GGm
) = (1 p

BBm
)

m
= p

GBm
= p

BGm

(2) 
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5

6

DeAngelo (1981a, 1981b) 

( ) ( ) 

Lee Gu (1998) De 

Sen (2002) 

0

ˆ ˆ

ˆ ˆ

ˆ ˆ ˆ ˆ

ˆ ˆ ˆ ˆ

ˆ ˆ ˆ ˆ

(2)
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n w/n (4) 

t GG

GG, GB, BG, BB, wH , wL
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20 1

( ) (N) t   G , B

( ) 

GwH, GwL, BwH, BwL

( ) 

wHH, wLL, wHH, wLL

( ) 

( ) V
r

w/n

w l (w, m) c (m)

(w, m), (t, ) (w, m)

(t, ) w wH , wL

m  H, L t  G, B

G, B

128 ( 8)

1 ( 9)

(Dominated

Strategy)

(Watson, 2002) 

( )

(wLH) wLH 
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1.1 

(wHH) (wLL)

( m m)

( VBN VGT VBT VGN)

1.2
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1.2 

(wHH) (wLL)
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2.2 

(wHL) (wLL)

2.1 2.2 Nash 

( ) wH Hl 2wL 0 m m (wHL, GG, BG) (wLL, GG,

BG) m m (wHL, GB, BB) (wLL, GB, BB) ( ) wH Hl 2wL

0 m m (wLL, GG, BG) m m (wLL, GB,

BB)
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20 1

2.1 2.2 

( m m) 

( m m)

m (1 pGGm) (1 pBBm) m pGBm pBGm

wLL 

wH (c Hl )

2wL 0 wH Hl 2wL 0

wHH wLL wHL wLL

( )

wH (c Hl ) 2wL wH Hl 2wL

0 c

wH (c Hl ) wHH wH (c

Hl ) wHH wL 

(wLL) wH (c Hl ) wL wHH 

wLL wH (c Hl ) 2wL 0 wH (c Hl ) wL 

wL wHH wLL 

wHH wLL wHH

wH (c Hl ) 2wL 0 wH wL wL c Hl wHH

wHH wLL

wHH wLL
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W 

w wL

wH (c Hl ) 2wL 0 

(wLL, GG, BG) (wLL, GB, BB) (wHH, GG, BG)  (wHH, GB,

BB)

wH (c Hl ) 2wL 0 

(wL, GG, BG) (wL, GB, BB)

wH Hl 2wL 0 (wLL, GG, BG) (wLL, GB, BB) 

(wHL, GG, BG) (wHL, GB, BB) wH Hl 2wL 0 

(wL, GG, BG) (wL, GB, BB)
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