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A study on non—audit Service and Audit Quality:
focused on the Comparison between Big4 and Non—Big4 Audit Firm
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Abstract

This study investigates the association between non-audit services and audit quality, using a
sample of firms in which audit services and non-audit services are provided by a same audit
firm. This study extends previous studies by separating auditors into Big4 and Non-Big4 audit
firms as each group may have different incentives to impair their independence. According to the
empirical results, audit quality, proxied by absolute value of discretionary accruals has significant
negative association with non-audit service fee for Non-Big4 audit firms, but not for Big4 audit
firms, suggesting that Non-Big4 audit firms may impair their independence with increased
non-audit service fees. Non-Big4 audit firms are known to be relatively small and local firms
that might be highly economically dependent upon a specific client firm whereas Big4 audit firms
are not. This results may be of interest to regulators and capital market investors and standard
setters who concern a recent trend of increasing non-audit services that are provided by an audit
firm which also provides audit service at the same time.
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Note 1 NAF(W)E= 1,0008 EF2/
Note 2 tglzal)2 Br(ERI=)x10/9 Re/+&=E /o)
Note 3 *** ** * k= 17} 1% 5% 10%9] 2952 ojn/
Note 4 2t .’37749/ 5’2/._: 2 ores AX
ali A s vAL RS AR JES mAA] & H 3. 4EEARN
s 25 7FsA 3tk 39 Non-Bigd 1855 4 i 2 3 4 ) 6
- Bigd
HHEWA [ NAFS}t 2 NAR 25 ZHAEA ) dubs o 7. 1
0.54%**
2 g F(+)e] BAdo] AAHL ol EA V] 2 (0.00) i
§ 0.01 0.04
Aol dialiA] AAgE=7 d-d o2 =2 Non-Bigd 3 (087 (029 1
3| A el o] 7o u] 7k =71 A ZIAFEAE 3 0.02 0.08 0.57***
SIAMER1E] B HIEARE 7L S7F Al AR 8t 4 (067 (025  (0.00) !
gFak 2= 0] 0.0 AX 3t} B B0 7IAlE A o 0.01 0.01 0.25™*  0.39"**
e ale S Al A £ B4 ARl o 5 (049 (076) (0.000  (0.00) !
FS WA= FAMTE X3l G Tl B4 0] g 002 0.08  0.57*  0.84™* 0.36***
~ ’ (0.06) (0.18) (0.00) (0.00) (0.00)
2= AoA AE AR 7|7l v gt F4 Non—Bjg4
} 7. 1
e At R YV
©(0.00)
_ 5 009%™  002° :
2. H|IZAtES 3|2 - (002 (0.07)
4 013" 012" o081 ’
(¥ 4= 2 dAFe 3HAEAM ZAFYES Bigd9 © (0.03) (0.05)  (0.00)
- T & 5 018 013 039 053
Non-Big4 “1&F52 2 F835}e] AASFaL At Panel A "~ (0.00) (0.04) (0.000  (0.00)
N bs JR - s 0.12%  0.11*  0.76"*  0.83%* 0.54**
= IR E = 4] B AAste] 243 A9 0.05) _ (0.07)  (0.00) __ (0.00) _ (0.00)
Note 1 B9l 1. NAF, 2. NAR. 3. ABMJ, 4. ABMDD, 5. ABPM,

|
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H 4. Big4 vs Non-big4 3|H2M

Big4 vs Non-Big4 regression(NAF)

Pane A: NAF Big4 Non-Big4
Variables | Sign | Aswu | ABvDD | ABPM ABBS ABMJ_ | ABMDD ABPM ABBS
Intercept " 0.095*** 0.058*** 0.049** 0.057*** 0.035 0.047 0.092 0.088
’ (3.35) (2.95) (2.37) (3.01) (0.39) (0.71) (1.49) (1.34)
NAF @ 0.003* 0.002 0.001 0.002 0.005* 0.006** 0.009*** 0.006™*
(1.75) (1.63) (0.06) (1.51) (1.71) (2.16) (3.50) (1.98)
Size “) -0.004** -0.002* -0.001* -0.002* -0.004* -0.005* -0.008** -0.007*
(-2.46) (-1.72) (-1.82) (=1.90) (-1.85) (-1.80) (=2.73) (=1.95)
CFO ) -0.166™*  -0.069**  -0.111**  -0.075*** -0.094 -0.018 -0.076* -0.084*
(=4.07) (-2.46) (-3.69) (-2.76) (-1.62) (-1.67) (=1.70) (-=1.76)
B ) 0.007** 0.001* 0.007*** 0.001* 0.033*** 0.028*** 0.021*** 0.023***
(2.56) (1.74) (3.68) (1.77) (3.85) (4.42) (3.49) (3.69)
Lev ) 0.006** 0.004** 0.004** 0.005** 0.008* 0.009** 0.004* 0.012***
(2.14) (2.30) (2.30) (2.58) (1.77) (2.20) (1.80) (2.73)
Fore ) 0.142 0.129 0.755 0.428 -0.475 -0.350 -0.167 -0.331
(0.10) (0.48) (0.74) (0.46) (-1.28) (-1.29) (-0.66) (-1.23)
Bigown ) -0.013 —-0.002 —-0.001 —-0.001 0.034 0.008 0.011 0.011
(-1.28) (-0.28) (=0.09) (-0.15) (1.44) (0.48) (0.64) (0.63)
Lag TA ) 0.157*** 0.093*** 0.016™** 0.082*** 0.028™** 0.014** 0.048* 0.068*
- (4.42) (3.80) (2.62) (3.45) (2.52) (2.36) (1.72) (1.87)
/D Included Included Included Included Included Included Included Included
YD Included Included Included Included Included Included Included Included
F value 7.53*** 4.53** 5.89*** 4.69*** 3.72%* 6.07** 5110 5.44***
R2 0.0694 0.0430 0.0552 0.0445 0.1096 0.1671 0.1445 0.1525
Obs 819 819 819 819 252 252 252 252
Big4 vs Non-Big4 regression(NAR)
Panel B: NAR Bigd Non-Big4
Variables | Sign ABMJ ABMDD ABPM ABBS ABMJ [ ABMDD ABPM ABBS
Intercept " 0.094*** 0.057*** 0.049** 0.056*** 0.052 0.061 0.117* 0.102
’ (3.31) (2.92) (2.37) (2.97) (0.58) (0.94) (1.89) (1.56)
NAR “ 0.003 0.003 0.001 0.004* 0.003 0.003** 0.003* 0.003*
(1.46) (1.65) (0.08) (1.79) (0.12) (1.97) (1.84) (1.85)
Size “) -0.003* -0.001* -0.001* -0.001* -0.002* -0.002* -0.004* -0.005*
(-1.88) (-1.87) (=1.93) (-1.96) (-1.87) (=1.77) (-1.88) (-1.81)
cro “) -0.170"*  -0.073"** -0.111™* —0.081*** -0.091 -0.007 -0.065* -0.075*
(-4.16) (-2.62) (-3.68) (=2.93) (-1.66) (-1.64) (-1.81) (-1.86)
VB ) 0.007*** 0.002* 0.007*** 0.004 0.035™** 0.029*** 0.023*** 0.024***
(2.76) (1.88) (3.71) (0.24) (4.02) (4.70) (3.85) (3.94)
Lev ) 0.005** 0.004** 0.005** 0.004** 0.008* 0.009** 0.005* 0.012***
(1.97) (2.22) (2.32) (2.46) (1.76) (2.22) (1.80) (2.76)
Fore “) 0.935 0.532 0.753 0.481 -0.538 -0.394 -0.252 -0.375
(0.07) (0.56) (0.74) (0.52) (=1.46) (=1.46) (-0.99) (=1.40)
Bigown “) -0.013 —0.002 —0.001 —0.001 0.034 0.008 0.009 0.011
(-1.32) (-0.25) (-0.09) (-0.13) (1.41) (0.46) (0.57) (0.60)
Lag TA +) 0.161*** 0.196™** 0.016 0.086™** 0.027** 0.009** 0.034* 0.055*
- (4.52) (3.95) (0.61) (3.61) (2.48) (2.32) (1.87) (1.84)
D Included Included Included Included Included Included Included Included
YD Included Included Included Included Included Included Included Included
F value 7.46™* 5.09%** 5.89*** 5.20"* 3.45%* 5.95%** 3.88™** 5.22%*
R2 0.0683 0.0481 0.0552 0.0490 0.1025 0.1644 0.1137 0.1472
Obs 819 819 819 819 252 252 252 252
Note 1 **% ™% * £ 22t 1%, 5% 10%9 R9+5&= 9o/
Note 2 2} & _/ Xt/_ 2 gfas AX
249 99 Non-Bigd 18] MzHAluSE AvdoR ol M7kt Folo] 71442 Bigd 87l
SE AR dE s 3e H0 Bagel e AERS 2 9Fol 9ot Non-Bigd AW
ARSACIRS 32 3 WAHEAS Astdds 2AE on ) Bigd 3AHA
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H 5. HIZAMH|A X|&H0{R FEN
Big4 vs Non-Big4(NAFPER)
Panel A: NAF Big4 Non-Big4
Variables | Sign| ABMJ | ABMDD AseM | ABBS ABMJ | ABMDD | ABPM ABBS
Interceot 2 0.087*** 0.056*** 0.048** 0.056™** 0.123** 0.098 0.119* 0.123**
o ’ (3.13) (2.89) (2.27) (2.96) (2.00) (1.52) (1.95) (1.99)
NAF “ 0.004* 0.001 0.001 0.001 0.004* 0.005** 0.009*** 0.004*
(1.80) (1.09) (0.11) (0.24) (1.85) (2.48) (3.03) (1.85)
PER o) 0.003 0.001 0.006 0.001 0.009 0.002 0.004 0.001
’ (0.77) (0.14) (1.53) (0.20) (0.00) (0.90) (0.59) (0.10)
0.001 0.001 0.001 0.001 0.005* 0.005* 0.001 0.004*
MASEERT R (0:66) (0.57) (0.41) (0.66) (1.89) (1.93) (1.05) (1.89)
Big4 vs Non-Big4 regression(NARPER)
Panel B: NAR Bigd Non-Big4
Variables Sign ABMJ ABMDD ABPM [ ABBS ABMJ ABMDD ABPM ABBS
Interceot 2 0.093*** 0.067*** 0.047** 0.066™** 0.123 0.118* 0.154** 0.140**
o ’ (3.27) (3.35) (2.22) (3.41) (1.42) (1.86) (2.52) (2.30)
NAR “ 0.003 0.006 0.003 0.006 0.005 0.002** 0.002* 0.003*
(0.58) (1.54) (0.07) (1.46) (0.52) (1.99) (1.86) (1.85)
PER ? 0.003 0.008 0.006 0.008 0.002 0.001 0.002 0.004
’ (0.42) (1.58) (1.15) (1.57) (0.24) (0.15) (0.03) (0.46)
0.004 0.005 0.001 0.005 0.007* 0.011* 0.001 0.011**
NARPER (D (0.42) (0.68) (0.15) 0.73) (172 (.83 (102 (2.01
D Included Included Included Included Included Included Included Included
YD Included Included Included Included Included Included Included Included
Obs 819 819 819 819 252 252 252 252
o] AL EAS fEFtorn A8 5 gl R 9] FAWSG] et A thg3 2} Bigdl
255 A7ET AT B 2 v B B8 dd 2] 75 SIZESF CFOw= A -8 ws} 019
HE A "R F o2 dAE7] wiol Bj7AAH] F(+)9 FAFE 7HAE AoE YT o)e R
22 Qg 594 e o] Ardor 4g & sham AgAde) T IIJARE A PG
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