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The Relationship between Shared Audit Opinions and the
Audit Quality of Group Enterprises’ Financial Statements
— Based on the Audit Adjustment

BT P A X R B S [ 1 58 5 OF A 5 i 28 o 5 ol BT B
WRTE = DUE ST il 5 5 s 1y 5 SE

Jan-Zan Lee, Department of Accountancy, National Taipei University
FEAR/ H 2R EA

Hsin-Chi Chen, Department of Accounting, Tunghai University

BRISSS / R X B G342 A

Tsung-Yi Tsai, Department of Accounting Information, Southern Taiwan University of Science and

Technology
BRI/ PR AR R RS £
Received 2017/9, Final revision received 2018/11

Abstract

The Taiwan Statements of Auditing Standards No. 54 “Special Consideration — Audits of
Group Financial Statements™ severely restricts the shared-opinion audit reports on group
financial statements. The restriction implies that engaging with the same audit firm in the
group company can result in better audit quality for the group financial statements. To
evaluate the argument of this restriction, this study examines whether group companies
with component firms in Taiwan have higher audit quality when engaging with the same
audit firm than those engaging with different audit firms. Using audit adjustment as a
proxy for audit quality, this study finds that group companies with component firms
engaging with different audit firms have higher audit adjustment (better audit quality),
especially when a greater proportion of group assets are audited by other audit firms. The
results indicate that engaging with the same audit firm in the group company may impair
auditor independence and increase the auditor’s economic dependence on the group
company.
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AGTEHALRECR & - BLAh © Lennox et al. (2014) JRFEH - B S E B FEAVFL B B
Wf - 2GR BRERE - B ATREE R G - HEETNERE - RHtA
W HIE AR 7 - DUHUERR & O SR AURH BERE X 800 1 IREVE AR 8 (DL LN _SUB_
NUM R ) » e HE EEHEE - I EEHR SR IE - Kinney, Palmrose, and
Scholz (2004) f5H! * BEARIFAEMOARZ S - EHF BB IRENE LERR G 1g
- ASGREREEEY (DLMERGE RFRZ)  HAFRIEFEF LR SR E
SCHYAII MERGE 3% 5 15 HER Ty 0 < SEASUEIRH - A FEHEEH BRI A F] - 5]
DNF B RERIEAE (Klein, 2002) » HARHAIEHIN G 2 B G 5 AT E R B =
BEREWRET] - M EGT RIS N E R ZRYF#EE (Keune and Johnstone, 2012) ©
AfF7E22 0 Lennox et al. (2014) IIAEFFHME (FFEFRE NS REHE - DL
BSIZE {tk) - HHEFRLMEHE (D DUAL (RKZ - BEATEFEIFTHCE
R DUAL 3 ky 1 » HERE 0) REGREFRIHEZEY (LLACHKREZ » HAFHERIL
FHAZEFA AC 3y 11 HERR 0) » WiTHH] BSIZE Fe DUAL WITREURIE » 1 AC
HIREURE - fefk - RAISS A ZESE (INDUSTRY) S A (YEAR) ORIy » DL
] E 5 S A FEE R R -
Bk o (ESRENE - ERETEEE Bt &R 11T R (BILL MISSTATE
R eSS ) Bl E e (RIS E RSB RIS R BB - & AT g
B (ARgBUN) RFBKR - Ty 7 ITHERRE - ASCEREL MISSTATE HUAESHEE R &

>
;"f‘\g(' % =]

<3

bl
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T BRASEREUE RE AR IR

AT FERT TR B BRI E S AT H 2 N S ERHE (Company DB) — H &28%
BEfh ~ BB (Finance DB) — EifLAG HFRE (REH) ~ —MRESEEH - K
HABH PS5 & EE (Other Finance DB) — & &t fifidh s (78%2) i o Hrp /AR ERE —
A & iR Mt B AR AT AR HER PSR - QSR LI P s 8 - FAhfS
BEFHE (Other Finance DB) — & atAlidh ey (Fi2) AL AITEME B & 5t AlA RAy
R AEE AT R C B R RS R T SAERE R 2K -

AW e ATHE E 1999 £ 2014 42 - EEFAS 33 3@ " B R E~
WE ) RERTR ZERTER 15 SR T SRAHME AT SR TIE ) B H 1999 45
B - RZIR A R M AT & AR B RSB E (AR FE) Ky 4251 F -
BRAEREEFRIE L E 3¢ (992 HEHHIE) -~ SPebr MR IEZEHE (1) EZE
FIEBEAEER & Q) BEs #AEEREIN HaE R ERYEE R 2 EE i
% (952 [HEHIE) - &k - PEbREEE R BEE e =R dEE (116 [EEHI{E)
& > WIFEEAILET 2,191 EEHIE - BOARRSBIEY R 1 ¢

® 1 BARERRINCR

TRAEEER &&t
1999-2014 FHFEREFEMIIREFBMEEZ LHIEAR 4,251
oA
1. JEEEAE (992)
2. EERIFBEFREERRIIFBEEINMERNEXER ZHMEEXNBREER (952)
3. EEEHH AR = EREE (116)
BAE 2,191

47



The Relationship between Shared Audit Opinions and the Audit Quality of Group Enterprises’
Financial Statements — Based on the Audit Adjustment

— ~ BORTERG 5

o TR R (E T RES B RS AE R AV RS AT e 1T R R B B S AR A 8
o HH(EHEE = (EREE 2 AN T DGR © o 3% 2 IR E B2 RO R T &
RIS - o 51 Al 3R B B A & i SRR BB B ((MISSTATE)) Z S 80k
0.0054 [ AREGEEHE . SEHEE -0.0011 (F3F _FSPHEEEE 12,741,249 7T » HI
S AT R R M AT R AR Ry -14,051 fFIT) - SREBEM B EREN T BB
AEEHE (SHARE) WILE R 28.07% » SEREGEETES L SRASEE 8
ABEZIRE LR RN EBRHEES RS ; 1IN EEE#EZRE+TE
i H A B B ST A AL A LR (SHARE %) SVHE R 12.39% - tEASH g E
BRI ERERE~ZAIEEER (BIGN) B 88.13% » E#rd sHEiRIFE] (TENURE) ¢
¥Ry 3.73 £F o ARG - LEIRZEFITAMEHER (LEV) R 04157 » HREH
TEFESEIH 3.06 (e'7-1) KEYT A FEIAMR A G #HE (LN_SUB_NUM) * #16 1.51%
HIEEE 1S AR A BA R G T OF Eofth N =] (MERGE) » 1R RRGF S E - EFE
KU (BSIZE) #1559.19 (%) N ~HRFEIHEREE (40) B FHE HERAREHY 3.42% -

6 ENFESEEEIU N 1% BI5NBUR KIR 99% S A BGETT IR EE(L (Winsorize) » HEFERERICA
HEARZER -
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I+’ 2 ROLMERETE (N =2,191)

Variable Mean [S):l 1% 25% Median 75% 99%
IMISSTATE| 0.0054  0.0069 0 0.0009  0.0028  0.0069  0.0336
MISSTATE -0.0011  0.0087  -0.0274 -0.0038 -0.0002  0.0018  0.0269
SHARE 0.2807  0.4494 0 0 0 1 1
SHARE%* 0.1239  0.1174 0.0013  0.0378 0.0833  0.1733  0.4900
BIGN 0.8813  0.3235 0 1 1 1 1
TENURE 37271 1.5211 1 3 4 5 7

LEV 0.4157  0.1559 0.0848  0.3029 0.4173  0.5308 0.7476
LOSS 0.1205  0.3256 0 0 0 0 1
NIBT 0.0738 0.0814  -0.1555  0.0275 0.0692  0.1200  0.2811
ROS 0.0677 0.1162  -0.3371 0.0225  0.0625  0.1173 0.3844
SIZE 14.9832  1.3362 12.4943 14.0339 14.7896 15.7155 18.7427
LN_SUB_NUM 1.4017  0.5537 0.6931 1.0986 1.3863 1.7918  2.8332
MERGE 0.0151  0.1218 0 0 0 0 1
BSIZE 2.2189  0.2127 17918  2.0794 21972 23026  2.8904
DUAL 0.325 0.4685 0 0 0 1 1

AC 0.0342  0.1819 0 0 0 0 1
IMISSTATE| D AR BREMAIREGREIIR S BN REREE LIRS ET B EGELHHE
MISSTATE D AR BREMAIRGEIIR S ERNIRAT RERBLEEETR

SHARE EETESETHER S EHASEMEXERERSR A1 HERAO
SHARE% KBS EEREMGHEREEE S EEREER A

BIGN P ATHRABIEEMEZE A1 HE A0

TENURE | BRI EETE AR T

LEV CATINREE EEE

LOSS CENAREFERERKAEYA 1 HERAO

NIBT D ATRMBER LIRS EFR

ROS D ATRRBIFHIBR LI Z UG A TR

SIZE AT R AFEREY A SRHE

LN_SUB_NUM KBS EERASHIEBRWTFARKEN 1 4EA AL

MERGE CATEREABHZISENRA 1 HERAO

BSIZE P EEEMREE A A HE

DUAL AR EERRTRSE

AC CATRERBEIIREEGENA 1 HERAO

5t ' SHARE% HIRGHFRET 8 @ (EEHREECZHATEFS BN ERB R FERAMEE -
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7% 3 %17~ Pearson 75 H BB FHBIREUERE - R T HZ A HEEIRA TS
(ROS) EEFRETIFH DAEE IR (NIBT) KA FEFEEEE (LOSS) ZHHRIRE
5371 0.767 K -0.604 - F F6 HT A DAEE ZE SE R (NVIBT) BN B E R EEE
(LOSS) ZHHBAMRE Ry -0.626 4b » HERE BB 2 AHRA (RIS /MR 0.4 - JLAk -

3 3 1HRAR EEEPE

IMISSTATE|  SHARE BIGN TENURE LEV LOSS
|IMISSTATE]|
SHARE 0.107a
BIGN 0.015 0.041c
TENURE 0.024 -0.084a 0.048b
LEV 0.024 0.044b -0.02 -0.043b
LOSS 0.046b 0.05b 0.001 -0.012 0.101a
NIBT 0.021 -0.067a 0.008 0.001 -0.317a -0.626a
ROS -0.043b -0.098a 0.004 0.013 -0.283a -0.604a
SIZE 0.058a 0.138a 0.108a 0.007 0.287a -0.095a
LN_SUB_NUM 0.134a 0.352a 0.087a -0.012 0.08a 0.002
MERGE 0.044b -0.011 0.022 0.012 0.006 0.012
BSIZE 0.005 0.02 0.071a 0.033 -0.009 -0.034
DUAL -0.027 0 0.002 -0.006 -0.058a 0.004
AC 0.069a -0.012 0.038¢c 0.108a -0.028 0.031
i BREHTERE 0 FE2ER 2 o HERERIZEEA a, b, or c KERHREEIKHES 1%, 5%, and 10%

(EEE) o
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N

A DU LB AR A+ (Variance Inflation Factor; VIF) Al H 8 2 5 AR A 1%
[IRE - AS RIS VIF ERAREIER 3.26 CRYIZR) - Kt - BEGMS > H
R AR (Multicollinearity) fEREFE B EH -

NIBT ROS SIZE LN_SUB_NUM MERGE BSIZE DUAL
0.767a

0.076a 0.019
-0.029 -0.048b 0.454a

0.01 -0.01 0.071a 0.082a

0.016 0.052b 0.205a 0.057a 0.011

0.019 0.031 -0.161a -0.030 -0.003 -0.172a
-0.004 0.008 0.119a 0.039¢c 0.039c -0.049b -0.050b
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=~ ool s

AHFFEZ EEFEERI G Petersen (2009) FHFE2 LR HEAVIEHERR - DI iRE R
REZE A AR B T S R R PP P IAB A BT B (S BT PTREEE AR U fmaR - R 4 TR T EE
FEAE R TEFEBECRy MISSTATE| WIS T - SHARE 2 A2 %0R 0.0012 » ZHZ KR 0 (p
B/ NR 5% ) - BV EE DR H AR Eo#EalES o gatal - Haataiiaes
G ESRE IEA S BTN ERE  MEZ - TR EEMHREIE
FoEEe - ZHERGEHEIEBREZ (R EEES#EZERE) WEK
i P RENREZHE -Gt E B & (MERES R G E B &
HEBEERE TN AR EEHRE ) -

FLAN - BTG HE R 6 5T Al B S PR A £ A G sl A 1 B U RE I N[
H s | AEEE R RERFARCAE T FEE] « BRI - AW setE— S iSRS Al
LB 7y Ry ARl £ B S R B BRI EE S (3B DL MISSTATE® B |MISSTATE | %
FZ) s RETFERA - 3 RIETEER ST o FHIAAE 2,191 {EERAMEAS - F 93 (EH
T ATERERE R 0 » AL R I R AN B R AN N E AR A B AR AR B A — A% 136
4 v DA IR - DL MISSTATE" 5 38 - SHARE 2% 0.0013 » H3%E 5% HFEZE /KUE -
HASREREE - B2 EEENGRNT  REZHZZ G SIS ER » ERRZE
-GS B AR (SRR R FE Al ST &R - HEE T HE AT
HEEES#AEERRIEN ) HREs I K EOREE &8 - BIRTE R %
HEW RN ETEE o (B DL MISSTATE | R fE ST - SHARE 12805 0.0009 » {HR
FEHEKE (pER0.22)  (BREZEENERMAEERE - ZHERGTAIER
Pt » HET B HEEEEE — R mEl (BEtRme R FataisEwsmasz - |
LEEME AR EEAIEDN) W] -

TEFZEH BB » BIGN Y1 MISSTATE SFEZE1EFHRE - RFH AT G S5
FREZIEF - HAGE PRI IR N E =2 - SIE R G SRl BB R iE -
sFEMfEHA (TENURE) Bl g2 8 RAIRBRAMRIN RS - H R A ERL 2 A ZE HA R 4K
ELHUE - GBI - (EH NS AR 5 e 7 A - EISE B BN A AR -
NEIFFERVEETTH - AEHER (LEV) HEE EEETIRRE A 8E - HAFHERE
(LOSS) » HIAGmiEB B (n] - HAREER 2B Y IEAERE - (ARE AT IREIRL
HIEEDE - AR ESNEREE - GREEENERE - MERAKEETEL

g

7 PEABARYER A A SR B B iR M e th A S ST AT AL - (HERE S T AT
BB E SR EREDN - BUREPERRLILE D - e ErEE T HeE - RIFRm Mg san
HE AT ERZ B E R BB - SRR RS S AR & W A R e iy E RS - &
D EAE IR R E R o B -
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FREEER o FMERTEH] DAREE 2 S (VIBT) FIlER £ st B 2 B BRI R I - /& i
B (LN_SUB_NUM) HIJEH |MISSTATE| 8 |MISSTATE | 2 BEZ I IEFHRE - (I EE 5t
EREAE - REEMNEETHE - Getalg fEEM AR AFHEE - /A7
TREE B (£ AR EEY (4C) ¥ |MISSTATE| B |MISSTATE | 288 W IEAHRE -

R4 BEPEAEZREUSEHRARE — L SHARE BEEH

|MISSTATE]| MISSTATE* |MISSTATE"|
(N=2,191) (N =876) (N =1,222)
Coef. p-value Coef. p-value Coef. p-value

Intercept 0.0030 0.41 0.0160 0.00 -0.0015 0.72
SHARE 0.0012 0.03 0.0013 0.04 0.0009 0.22
BIGN 0.0000 0.96 0.0019 0.00 -0.0013 0.12
TENURE 0.0001 0.20 -0.0002 0.23 0.0001 0.52
LEV 0.0019 0.19 0.0008 0.72 0.0020 0.27
LOSS 0.0017 0.01 0.0026 0.00 0.0000 0.97
NIBT 0.0147 0.00 -0.0126 0.03 0.0352 0.00
ROS -0.0063 0.01 0.0040 0.32 -0.0153 0.00
SIZE -0.0002 0.48 -0.0009 0.02 0.0000 0.91
LN_SUB_NUM 0.0014 0.00 0.0002 0.68 0.0019 0.00
MERGE 0.0018 0.01 0.0004 0.83 0.0012 0.33
BSIZE 0.0001 0.90 0.0001 0.96 0.0006 0.59
DUAL -0.0003 0.31 -0.0004 0.24 -0.0001 0.84
AC 0.0022 0.05 -0.0003 0.89 0.0024 0.04
INDUSTRY DUMMY Included Included Included
YEAR DUMMY Included Included Included
Adj R-square 0.06 0.14 0.15
F {& (p-value) 3.28 <0.0001 4.42 <0.0001 4.44 <0.0001
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AN - SRANIFElRER < A - (EHRRENRAE - HEEM B IR R EH S
AT BT LAY EEEBORES - EatAl rTRERiN 5 5 IR L E e BAE - HEK
Ao AEIRE - (TS EHATTIREERY ) - ERBIIIENAE - EREM SRR
Zerh HoM & A A5 P AL LB ORI - BIIACERES B & 5 Bl R SR B A (R
BUN > FETETEE SR E LA E RE - (S EaTATEEEOR - At - DUEEE B3
TR H A AT AL B AR S SRERE RN 3 IL (SHAREY%) 1R Ry H B B alat

RE B RBUR RIS AT FE3ERE » AL > ASCHE—0 DL SHARE % R B B Bt B R 3R 4 1Y
IIHT o W E R RYIFRNFR 5 » B3R 5 AIHl © SHARE % S5 R BT S B /Y 1A

B (Hp (EE/INA 5% ) - REAGmEEEZEAEE B LRGN BRI D I B R
HEMEZFRHME A AL ERR - ST EEA - et E IR
DS SRR T TE B B0k |MISSTATE | 51 - HERE RS SR 4 HURS M -

®5BESEAEZRREUSHEARE — UL SHAREX REEH

|MISSTATE| MISSTATE* |MISSTATE|
(N =2,191) (N = 876) (N =1,222)
Coef. p-value Coef. p-value Coef. p-value

Intercept 0.0021 0.58 0.0159 0.00 -0.0021 0.63
SHARE% 0.0103 0.00 0.0064 0.01 0.0110 0.02
BIGN 0.0000 0.99 0.0019 0.00 -0.0013 0.11
TENURE 0.0001 0.20 -0.0002 0.27 0.0001 0.56
LEV 0.0018 0.21 0.0006 0.78 0.0020 0.26
LOSS 0.0016 0.01 0.0027 0.00 -0.0001 0.92
NIBT 0.0143 0.01 -0.0127 0.03 0.0345 0.00
ROS -0.0059 0.02 0.0043 0.28 -0.0148 0.00
SIZE -0.0002 0.47 -0.0009 0.02 0.0000 0.94
LN_SUB_NUM 0.0015 0.00 0.0004 0.39 0.0018 0.00
MERGE 0.0017 0.01 0.0000 1.00 0.0014 0.24
BSIZE 0.0004 0.59 0.0003 0.77 0.0008 0.46
DUAL -0.0003 0.22 -0.0004 0.22 -0.0002 0.71
AC 0.0022 0.04 -0.0002 0.91 0.0024 0.04
INDUSTRY DUMMY Included Included Included
YEAR DUMMY Included Included Included
Adj R-square 0.07 0.14 0.16
F {& (p-value) 3.35 <0.0001 4.48 <0.0001 4.5 <0.0001
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= BIMNIGK — 1% SHARE il 2N 584

Wk SHARE HEM 5 - LEMEIDERELG AN - $REE N .M E
EREZHLS R G MEBAEN - SERRFE - S A A EY - KM
PRET B (A R o 5 B S B A R B BRI MR IRE » PTREAAE B BRI AR S B
HYRIRE - T ¥t B B8y A A ME ¥ B BB PR B BT nT sE E AR Y fmak - AL I EA
Heckman (1979) W P& BZ i 51 7% (Heckman’s Two-stage Consistent Estimator) 5
Lawrence, Minutti-Meza, and Zhang (2011) F9{#H 7] 53 B FC #f 7% (Propensity-score
Matching Approach) » ¥l SHARE HZ N A MERER - F57 hiltanR =5 577 #=E
RZ R B T R R B BRI

4% © Heckman Faf B (5T =02 58— PR B SR IB SR ] (b 3 8 2o i B — 1
% F G AR SRR (Probit fE7 > <C R AFE SRS AR ) - (i
FHEEE SRR R NSRBI ZHIEE - ARERENRE () FiA B BGEE
VEHI# 8 HAZARD » IR B ERHFAE H POEERE - B HAZARD WA B
FJR 0 o AWFE2HE DI AR & S A& R B & 25T 2 fHBA SR (Francis and Wilson,
1988; DeFond, 1992; Anderson, Stokes, and Zimmer, 1993; Chaney, Jeter, and
Shivakumar, 2004; Khurana and Raman, 2004; Francis, Richard, and Vanstraeclen, 2009;
Zerni, Kallunki, and Nilsson, 2010) » #7755 —FE RS ATEREAL - SZIRRI 8 H
BEAIAT A FIRTE - AR B R AR S = R T e R E A -
AR - SRR (LS EREE KR EFEERERE - HRLIEEE
REEME)  RIVEEEMEE (DIBRRERER T AR AR B 2 8 +1 iVE 2R
HWHE) ~ EAlee)) (IRREHRDIPEREEGE) ~ BfEER (AR
PrOAE &) ~ Gt &I AHEE M (AR A E 2 BB < i & FR DU
KR EEME) ~ RAFNE (REENEAREE) - e B8kl A
LGRS ATRERE - SO IR EE R o R RERS RS T T8 » ARTG S B FE4A
N A& P B SR B < i SR~ IR RE(RBERR I ¢ » DL BB FAEIMNBZ KRR (5
INFHFAERF IR 5% HISMER RN - REREE By 1 HERRy 0) - (R - BWE
B TE - BEEFIRAGESE S LR (R M EERE R G E
FEFEXRL) EwEEEELME (DUTTERGESGEREL) MR aRE (X

8 I AR A T FEE BRI A5y 22 1 R B B < Ui B W B P ME (R AR L B T & - (%22 La Porta, Lopez-de-
Silanes, and Shleifer (1999) FUETE GF=04a0F ¢«
(1) B HEHIME = S ASPEm < BB I R + S{min (RIS TR } -
(2) Bl B (CASHRIGHT) = S A% B8 2 B IR + = SR i 2 MR IR R aRTH -
(3) I mEEIZ I (ENTRENCH) = S f& J2E il 8 2 e Oy fE G — Bl rn e -
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PR ~ BURFfzEd] « RorSE A TEH]) ZEHBEE R - AWTFR IR Eall s p R AR
FH HAZARD BFERL (1) fE R ZERNEETT (55T - 2RI HAZARD (R B ASER T EE

BRI 6 - HIEAGRER 4 1UFSERAHE -

* 6 B HAERE RUSEAFARE — Hackman ZfEER 7

|MISSTATE]| MISSTATE* |MISSTATE|
(N=2,191) (N = 876) (N =1,222)
Coef. p-value Coef. p-value Coef. p-value

Intercept 0.0036 0.35 0.0166 0.00 -0.0009 0.85
SHARE 0.0012 0.03 0.0013 0.03 0.0008 0.26
BIGN 0.0000 0.99 0.0019 0.00 -0.0013 0.14
TENURE 0.0001 0.20 -0.0002 0.23 0.0001 0.52
LEV 0.0019 0.19 0.0008 0.72 0.0020 0.28
LOSS 0.0017 0.01 0.0026 0.00 0.0001 0.94
NIBT 0.0150 0.00 -0.0122 0.02 0.0357 0.00
ROS -0.0063 0.01 0.0040 0.32 -0.0153 0.00
SIZE -0.0002 0.46 -0.0009 0.02 0.0000 0.92
LN_SUB_NUM 0.0013 0.01 0.0001 0.93 0.0017 0.01
MERGE 0.0018 0.01 0.0005 0.81 0.0012 0.34
BSIZE 0.0002 0.81 0.0001 0.92 0.0007 0.48
DUAL -0.0003 0.31 -0.0004 0.25 -0.0001 0.84
AC 0.0023 0.04 -0.0001 0.96 0.0025 0.04
HAZARD -0.0003 0.55 -0.0003 0.74 -0.0004 0.49
INDUSTRY DUMMY Included Included Included
YEAR DUMMY Included Included Included
Adj R-square 0.06 0.14 0.15
F {& (p-value) 3.21 <0.0001 4.38 <0.0001 4.34 <0.0001

BEAR - A5 DL A 73 Bic ke B PoE R RER rT e =0 (1) (hETHI2 2 -
AR LRSS P E R AU (G T P B 2= E 2 tE A9 8 (Propensity-score) * Fiff i
SEEA Mz R BB S E RN AT #EE R 2R ©
FEHEITHCE - FCEBREARNAD 2 1,230 HEZ1E - HMEMAZEEGRIIRNRET -
£ 7 WEFEAS AR 4 - LRI RIER A E A o3 B BRI R s B A S E B A e
AR - ASONGSR 7 R E EEE SHARE DL SHARE % B » Wi EFEEREYIRR
* 8 (HENERER - AR EETAR ) - R 8 IVEFER R - MISSTATE 1)
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FRECE 0.0045 (p {EHF 0.19) - BERZEERAVBZKYE - (HEDEERMR - HIEE
B IRRAE K - T S B AR R AR R T A P e

wrer ot AT - ANERR2 LA Heckman (1979) HYRRFE B fdiiZ: » B R 43 ST
AR SHARE (SHAREY ) H BN AN - RELEANREA R EEE R -

R 7 B EAERREUSHEARE — RERE 2 EEHEA

|MISSTATE]| MISSTATE* |MISSTATE"|
(N =1,230) (N =481) (N =720)
Coef. p-value Coef. p-value Coef. p-value

Intercept -0.0006 0.89 0.0227 0.00 0.0048 0.42
SHARE 0.0013 0.03 0.0012 0.04 0.0011 0.12
BIGN 0.0001 0.87 0.0024 0.00 -0.0012 0.35
TENURE 0.0000 0.97 -0.0005 0.11 0.0000 0.82
LEV 0.0009 0.57 0.0004 0.87 0.0002 0.93
LOSS 0.0003 0.60 0.0011 0.22 -0.0013 0.19
OPNI_D 0.0093 0.14 -0.0167 0.08 0.0284 0.00
ROS -0.0084 0.01 0.0000 1.00 -0.0152 0.01
SIZE 0.0000 0.98 -0.0010 0.02 0.0003 0.30
LN_SUB_NUM 0.0006 0.22 0.0001 0.92 0.0011 0.13
MERGE 0.0023 0.01 0.0013 0.71 0.0017 0.27
BSIZE -0.0007 0.40 -0.0003 0.76 -0.0007 0.54
DUAL -0.0001 0.85 -0.0004 0.51 0.0004 0.58
AC 0.0015 0.45 0.0005 0.86 0.0012 0.44
INDUSTRY DUMMY Included Included Included
YEAR DUMMY Included Included Included
Adj R-square 0.06 0.19 0.16
F {& (p-value) 9.12 <0.0001 10.48 <0.0001 4.52 <0.0001

5’ 8 BEPHMNERRE LS EARE — RERE 2 RE A

IMISSTATE| MISSTATE" IMISSTATE|
(N =1,230) (N = 481) (N =720)
Coef. p-value Coef. p-value Coef. p-value
Intercept -0.0017 0.71 0.0221 0.00 0.0033 0.57
SHARE% 0.0113 0.00 0.0045 0.19 0.0131 0.01
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A2 Lennox et al. (2014) HYTEYEL » DA Logistic BAUHETT 734 - F & athl
AR N F A S AR R A B b 1 HER S 0 - FEDUiii s i B B £
SR AR - FETA R LA H BRI R 2T gR S - HEER
FRangE o ChEIEREE - AISEEEEEER) - HEIWERESR T
SHARE (SHARE%) W12 80E; 0.9864 (9.1642) » p {EH 5 0.04 (0.08) » (XFEEEMESH MY
FHEAE RS - IS G T AT SRR - SR T ST Al R SR ] (S B ik B A By
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English Summary

The Taiwan Statements of Auditing Standards No. 54 “Special Consideration —
Audits of Group Financial Statements” severely restricts the shared-opinion audit report
on group financial statements. This restriction implies that engaging with the same audit
firm in the group company can ensure better audit quality for the group financial
statements. To evaluate the argument of this restriction, this study examines whether or
not group companies with component firms in Taiwan have higher audit quality (proxied
by the Audit Adjustment) when hiring the same audit firm, compared to those with
component firms engaging with different audit firms.

In response to the increasingly harsh and internationalized competitive environment,
many companies engage in mergers around the world to pursue larger production scales or
attain greater market share. To achieve the objectives mentioned above, enterprises carry
out industrial integration and prompt globalization by setting up various organizational
forms in other countries, such as subsidiaries, associates, joint ventures, and branches to
formulate group enterprises. This situation is particularly noticeable in Taiwan: due to the
geographical location and lack of natural resources, the main driving force of economic
growth in Taiwan is export trade. However, due to the intricacies of organizational
structures and complex transactions within group enterprises, the auditing of financial
reports is even more complicated. To improve the audit quality of a financial statement for
group companies, the two major international auditing standards development agencies —
International Auditing and Assurance Standards Board (IAASB) and American Institution
of Certified Public Accountants (AICPA) — issued the new auditing standards ISA 600 and
AU-C 600 (with the titles of the two standards being “Special Considerations — Audits of
Group Financial Statements (Including the Work of Component Auditors™)) to replace the
old auditing standards. Compared to the old standards, ISA 600 completely prohibits

shared-opinion audit reports on the group financial statements while AU-C 600 does not.
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Though AU-C 600 does not prohibit shared-opinion audit reports, compared to the former
standard, it severely restricts the shared-opinion audit reports on the group financial
statements. In summary, both IAASB and AICPA consider all the components’ financial
statements of a group enterprise audited by the engagement auditor result in better audit
quality than those audited by different accounting firms. Aligned to this trend, in 2012,
Taiwan’s auditing standard committee issued the auditing standard No. 54 to replace the
old auditing standard, No. 15.

Both IAASB and AICPA consider the financial statements of all components in a
group enterprise audited by the engagement audit firm cause better audit quality than
those audited by different accounting firms. However, from the perspective of audit
theory, there is still controversy. DeAngelo (1981a) defines audit quality as the joint
probability of detecting misstatements in financial statements and reporting these material
misstatements and errors. The former refers to the competence of the auditor, while the
latter refers to the independence of the auditor. From the perspective of competence, if the
components’ financial statements of a group enterprise are audited by the engagement
audit firm, the engagement audit team can access the information of each component in a
group enterprise and have a better grasp of the integrity of the group information
(Benston, 1985; Branson and Breesch, 2004). Therefore, the engagement auditor can
easily discover material misstatements in financial statements. In the past, some studies
have shown that a group enterprise has lower ERC when component auditors participate
in the group enterprise’s audit work. That means that the investors in the stock market
perceive shared-opinion audit reports as poor audit quality reports (Dee, Lulseged, and
Zhang, 2015; Lee, Chiang, and Chen, 2013). Lyubimov (2011) finds that multinational
corporations in the United States that refer to other auditors in the audit reports have
higher abnormal accruals. The IAASB and AICPA also tend to support this view so that
argument prohibition or severely restricting shared-opinion audit reports issued by the
engagement auditor can enhance the audit quality of the group’s financial statements.

From the independence perspective, when the financial statements of components for
a group enterprise are audited by an audit firm, the economic dependence of an auditor on
the single client will increase and lead the auditor to compromise his/her independence
(DeAngelo, 1981b). However, as the customer base of an auditor expands, the auditor will
be less dependent on a single client. DeAngelo (1981b) further extends this inference from
an audit partner to an audit firm, arguing that a single customer has less impact on larger

audit firms, so larger audit firms may be more independent and with better audit quality.
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Relevant research from the past also supports this argument (Kellogg, 1984; Wilson and

Grimlund, 1990; Stice, 1991; Lys and Watts, 1994; Bonner, Palmrose, and Young, 1998)
The analysis above on whether or not the financial statements of all the components

are audited by the same auditor will impair audit quality has no consistent conclusion in

theory. Thus, this study does not predict the direction of the hypothesis and presents the

following hypothesis:

H1: A group company with component firms engaging with the same audit firm will
have higher audit quality than group companies with component firms engaging

with different audit firms.

This study constructs a sample from the firms listed on both the TWSE and GTSM
from 1999 to 2014. Firms in finance, insurance, and securities sectors as well as non-
group companies are excluded. The full sample contains 2,191 observations after this
study’s excluding observations with missing value in variables. The data is collected from
the financial databases of Taiwan Economic Journal (TEJ). For the research model, this

study refers to previous studies to construct the following regression model:

|MISSTATE|(MISSTATE ~, |MISSTATE)
=B, + BSHARE (SHARE%) + % B Control Variables + Zj/)’jINDUSTRYDUMMY
+ 2 BYEAR DUMMY + ¢

For the measurement of dependent variables, the audit adjustment (MISSTATE) server acts
as the proxy of audit quality. MISSTATE is measured by the difference between pre-tax
income before audit and after audit deflated by the total assets (Lennox, Wu, and Zhang,
2014). Prior studies point out that auditors are more susceptible to litigation and suffer
reputational damage as a result of companies overstating their earnings or net assets
(Kellogg, 1984; Kinney and Martin, 1994; Bonner et al., 1998; Francis and Krishnan,
1999). This has led auditors to hold different attitudes toward the increase or decrease in
the manipulation of surpluses by management. Hence, this study separates the sample into
two parts — positive audit adjustment (MISSTATE") and absolute value of negative audit
adjustment (|JMISSTATE|) — to further examine if the relationship differs between these
two groups. The main experimental variable is SHARE. If the group company is issued the
shared-opinion audit report by the engagement auditor (meaning that part of the

components’ financial statement of a group company is audited by other component
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auditors), SHARE is set to 1; 0 otherwise. In addition, this study also uses another proxy,
the ratio of assets audited by the component auditors to the total assets (SHARE%) to
enhance the robustness of the study.

For the empirical results, this study finds that a group company with component
firms engaging with different audit firms has higher audit adjustment (better audit quality),
especially when the proportion of group assets audited by other audit firms is greater. The
results indicate that engaging with the same audit firm in the group company may impair
auditor independence resulting from an increase in the auditor’s economic dependence on
the group company. The empirical results do not support the position of auditing standards
which rigorously restrict the shared-opinion audit reports contributed to the improvement
of audit quality. It is recommended that follow-up research can use other proxies to
measure audit quality, such as abnormal accruals, financial restatements, or going-concern
opinion audit reports issued by engagement auditors, to discuss this topic again. It is worth
emphasizing how different audit quality measurements may not necessarily be consistent
with the empirical results. Different audit decisions entail different costs and benefit
considerations for the auditors and therefore it is not appropriate to generalize them.
Different audit decisions may be formed in different situations because the auditor costs
and legal responsibilities are not the same across all cases. Some examples of differing
decisions include: allowing a manager to have more room for earnings management,
allowing significant misrepresentation (which may lead to ex-post financial restatements),
or whether or not to issue going-concern audit opinions while companies face financial
crises. In addition, because the auditing environment in Taiwan has several fundamental
differences compared to the U.S. and European countries, the empirical results found in
this study should not be used as inferences by other countries.

This study offers important contributions to the field. First, the study is the first to
investigate the shared-opinion audit reports on audit adjustment, which not only fills the
gap in existing literature on shared-opinion audit reports, but also on the scarcity of audit
adjustments. Second, the audit quality proxy, audit adjustment, may be a more accurate
alternative for the literature. Specifically, audit adjustments, which are misrepresentations
of financial statements discovered by the auditors in the final stage of the auditing, require
the respondent to correct the figures. This measure is consistent with the definition of
audit quality mentioned by DeAngelo (1981a). In comparison with another audit quality
measure, abnormal accruals, this measure is not necessarily estimated using a complicated

statistical model, and has less measurement error.
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