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Abstract 

In this thesis I investigate the economic determinants and consequences of corporate governance 

(broadly defined) in Canadian “comply or explain” governance disclosure regime. I find that the 

quality of governance in firms varies in the cross-section and is associated with firm value as 

economic theory suggests. Furthermore, I find the effectiveness of board and audit committee has 

a strong impact on the auditor-client management relationship in their negotiation over financial 

reporting. Such relationships then influence financial reporting quality and audit fees. Overall, my 

results support that the theorized advantages of “comply or explain” allow firms greater 

flexibility in tailoring their governance practice to their specific circumstances. Such tailored 

governance practice is more efficient and cost-effective and serves the interests of shareholders 

by 1) improving firm value; 2) constraining managerial opportunism; and 3) improving audit 

quality without incurring higher audit fees.  
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 Introduction Chapter 1

From the agency theory perspective, corporate governance refers to the set of monitoring 

mechanisms that exist when there is a separation of ownership and control so as to assure capital 

providers of safeguarding and achieving a return on their investment (Shleifer and Vishny, 1997). Viewed 

as the “ultimate internal monitor” by Fama (1980), the board of directors and its subcommittees 

(especially the audit committee) are established and charged with the responsibility and power to 

constrain the managerial opportunism and to maximize the firm value.  

In this thesis, I examine the complete path from determinants of governance quality to the 

consequences for firm value and financial reporting (Figure 1.1). Both essays in this thesis use the 

Canadian “comply or explain” corporate governance disclosure regime as the research setting to test the 

predictions based on agency theory. To investigate these links, I construct a comprehensive board-score 

measure based on 47 governance dimensions embedded in the best governance practices endorsed by 

Canadian Securities Regulators.  

From the board’s stewardship point of view, the first essay investigates two research questions 

about the economic determinants and outcomes of corporate governance.  Do firms take advantage of the 

flexibility of the “comply or explain” corporate governance regime to adopt governance practices that are 

best suited to their needs, as predicted by economic theories of the firm? Is there evidence to support the 

theoretical argument that a “comply or explain” regime allows the firm to develop tailored, cost efficient 

and effective governance practices that result in maximizing firm value?  I find that the board score 

measures based on these “comply or explain” disclosures vary in the cross-section as economic theory 

suggests they should, and are strongly associated with firm value as measured by Tobin’s Q. Given the 

high time series correlation of governance quality, its economic determinants (ownership, market power 

and control context) and firm value, the first essay is on cross-sectional data in 2006, that are collected 

one year after the enactment of all regulatory changes over the last twenty years, including Dey (1994), 
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Canadian Securities Administrators (hereafter CSA) Multilateral Instrument 58-101 (CSA, 2004a), 

Multilateral Instrument 52-110 (CSA, 2004c) and Multilateral Instrument 52-109 (CSA, 2005).  

From the board’s monitoring point of view, my second essay takes a deeper dive into the 

consequence of governance quality and focuses on financial reporting only, because agency theory 

suggest that board can constrain managerial opportunism by enhancing financial transparency. I examine 

the direct impact of governance quality on the auditor client management (ACM) negotiation in the joint 

production of the financial statements and audit report, and the ultimate financial reporting outcome – 

accrual quality and audit fees. Second, I further investigate indirect impact of governance quality on 

accrual quality and audit fees through its impact on the ACM negotiation.  To investigate these links, I 

construct a new measure, the “abnormal” audit report lag, to proxy for the extent of proactivity 

or reactivity in an ACM relationship. Shorter “abnormal” audit report lags signal a more 

“proactive” ACM relationship in which the burden of year-end negotiation is reduced through 

ongoing consultation throughout the reporting period. Conversely, a more “reactive” ACM 

relationship, in which the CFO waits until the year-end or even later to tell the auditor about 

potential problems, results in a longer “abnormal” audit report lag. The unique evolutionary 

regulation change in Canada on internal control over financial reporting (ICOFR), Multilateral 

Instrument 52-109 (CSA, 2005) and its revision in 2008 provides a natural experiment to for the 

examination of whether the strength of the associations discussed above varies with the rigorousness 

of the ICOFR disclosure regulation.  

In the second essay, I find that (1) corporate governance directly affects the relationship in 

ACM negotiation, accrual quality and audit fees, through an accountability mechanism, (2) 

corporate governance indirectly affects the quality of information flowing into capital markets 

through the relationships in ACM negotiation, and (3) the relationship in ACM negotiation is 

being priced by auditors. In addition, I find that the direct impact of governance on both the 
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relationship in the ACM negotiation and audit fee is much stronger after the revision of 

Multilateral Instrument 52-109 (2009 sample period) than before the revision (2006 sample period).  

Meanwhile the indirect impact of governance quality on accrual quality and audit fees through ACM 

relationship is much weaker in 2009 than in 2006. These findings suggest a significant increase in the 

effectiveness of corporate governance “in substance.” Specifically, in the more recent period, the 

board and its audit committee play a more important role in promoting a proactive ACM relationship 

and requiring a higher quality of audit—despite the significant drop in the compliance with best 

practice guidelines “in form” in the midst of the financial crisis. 

The combination of my findings in these two essays suggests that  governance quality in 

“comply or explain” governance regime is diagnostic of real differences of governance efficiency and 

effectiveness and reflects the tailored governance practices to their specific circumstances, both firm 

operational characteristics and the overall economic environment.  Corporate governance plays a critical 

role in constraining management opportunism by promoting more proactive relationship between auditors 

and client management, demanding high quality audit, enhancing oversight over financial reporting.  

Ultimately, the tailored governance practice under “comply or explain” regime, on average, is efficient 

and cost effective in serving the best interest of the stakeholders in the capital market and maximizes the 

firm value.  
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Figure 1.1 Complete path from determinants of governance quality to the consequences for firm value and financial reporting 

Determinants of 

governance quality 

(Chapter 2) 

 Governance 

Quality 
 

Consequence of 

Governance Quality 

(Chapter 2) 
    

  

 

      

Agency costs 

(Chapter 2-H1) 

 

Ownership 

Market Power of Firm 

Overall Control Context 

 
 Firm value 

(Chapter2-H2)  
    

       

 

 

 

 Direct Impact of 

Governance  on 

Financial Reporting 

(stronger in 2009 

than in 2006) 

 Indirect Impact of 

Governance  on 

Financial Reporting 

through ACM 

negotiation 

(weaker in 2009 

than in 2006) 

Financial reporting  

(Chapter 3) 

 

  

    

         

        Accrual Quality 

(Chapter3-H2)         

     
 ACM Negotiation  

(Chapter 3-H1) 
  

        Audit Fees 

(Chapter3-H3)         

      Accrual Quality   

      

(Consistent evidence with findings in Larcker, 

Richardson, & Tuna, 2007; Lu, Richardson & 

Salterio, 2011) 

         

      

Audit Fees 

(Consistent evidence with findings in Carcello, 

Hermanson, Neal, & Riley, 2002; Abbott, 

Parker, & Raghunandan, 2003). 



5 

 

 Governance Quality in a “Comply or Explain” Governance Chapter 2

Disclosure Regime:  Economic Determinants and Outcomes 

2.1 Introduction 

Nearly all countries that have addressed the regulation of corporate governance practices for public 

companies have rejected the US approach of a mandated “one size fits all” regime (e.g., the Sarbanes-

Oxley Act of 2002, or SOX), in favor of what has become known as a “comply or explain” governance 

regime (e.g., Aguilera & Cuervo-Cazurra 2004, 2009; Haxhi & van Eees 2010; Renders & Gaeremynck 

2012). This regime features a regulator-endorsed “code of best governance practices” and requires firms 

to either “comply” with these practices by adopting them or “explain” how they have achieved the 

governance principle underlying the practice that was not adopted. The disciplining power of this regime 

lies in the required public disclosure of governance practices, which allows market participants to 

evaluate the strength of a firm’s governance system. The theorized advantage of this approach is that 

firms can tailor their governance practices to meet their underlying needs on a cost efficient and effective 

basis, instead of incurring compliance costs for mandated practices that do not add value and may even 

create added costs for a firm (Adams, Hermalin, & Weisbach 2010).  

This study addresses two specific research questions about the “comply or explain” regime. First, 

do firms take advantage of the flexibility of the “comply or explain” corporate governance regime to 

adopt governance practices that are best suited to their needs, as predicted by economic theories of the 

firm? Second, is there evidence that this tailoring of corporate governance practices adds value to a firm? 

The study provides insights into whether the overall advantages of the “comply or explain” approach to 

governance are, on average, real, or whether they just allow firms to avoid engaging in serious attempts to 

improve governance (e.g., Zadkovich, 2007). The latter contention underlies the more prescriptive 

approach to corporate governance followed in the US (e.g., Dodd-Frank, 2010; SOX 2002). These 

mandated approaches were developed because of the perception that voluntary approaches have failed 
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(e.g., the various US Blue Ribbon reports on governance [BRC, 1999] and the stock exchanges’ adoption 

of governance best practice statements). 

The Canadian “comply or explain” corporate governance disclosure regime provides a natural 

research setting in which to address these research questions. The Canadian approach of enumerating best 

practices and then allowing firms to either adopt them or explain what alternatives they use to accomplish 

the practice’s underlying goal (known as “comply or explain”) is the most common approach to corporate 

governance in the world (e.g., it is found in Europe, Australia, New Zealand, Singapore, Hong Kong, and 

many other countries) (Arcot & Bruno, 2010; Zadkovich, 2007). To assess the effects of such a regime on 

governance practices and firm value, I first construct a comprehensive measurement of boards’ 

governance practices, based on the 47 governance dimensions embedded in the best governance practices 

codified and endorsed by Canadian Securities Administrators (e.g., CSA, 2004a, 2004b). This 

comprehensive board score reflects all of the five major functions of a board (Business Roundtable, 

1990): stewardship, monitoring, advising, nomination, and evaluation.  

The preliminary screening of my data indicates that less than 10% of my sample firms fully adopt 

all of the best practices, suggesting there is considerable latitude for either customizing governance 

practices to firm-specific needs or allowing firms to avoid serious attempts to reform governance. I 

examine how firms use this flexibility by testing the associations between my governance quality 

measures and both the economic needs for and the observable outcomes of governance effectiveness. Any 

significant associations between these variables would support the argument that a “comply or explain” 

regime allows firms to develop tailored cost efficient and effective governance practices that best suit the 

firms’ needs and maximize firm value.   

Guided by the conceptual frameworks set out by Raheja (2005), Boone, Field, Karpoff, and Raheja 

(2007) and Beasley and Salterio (2001), my study examines several theoretically based, firm-specific 

economic determinants of a company’s need to tailor governance practices to achieve firm-specific cost 

efficient and effective solutions. I find that differences in my board score measures are associated with 

differences in these firm-specific determinants. In particular, I find that larger firms with higher market 
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power, higher sales volatility, concentrated ownership by institutional investors, and which are audited by 

Big 4 auditors, are more likely to tailor their governance practices; this is consistent with their need to 

mitigate higher agency costs. Further, I test the theoretical argument that a “comply or explain” regime 

allows firms to develop tailored, cost efficient and effective governance practices by focusing on whether 

these measures are associated with maximized firm value. I find that higher governance scores are 

strongly associated with higher firm value, as measured by Tobin’s Q.   

Overall, the empirical evidence suggests that my board score measure of governance is diagnostic 

of real differences in governance efficiency and effectiveness and that  these findings are consistent with 

the theorized advantages of “comply or explain” governance regimes. Further, my evidence suggests that 

firms in a “comply or explain” regime do not, on average, use the discretion permitted by such a regime 

to avoid making improvements to their corporate governance. Rather, my findings suggest that firms 

benefit by creating cost efficient and effective governance practices that are tailored to their firm-specific 

governance needs. However, I am mindful that evidence of “on average” benefits has to be considered in 

light of the potentially large costs created by a few firms using this discretion to avoid improving their 

governance practices and thus increase the possibility of extreme instances of governance failure (e.g., 

Coates 2007). 

These findings support the proposition advanced by non-US regulators that “comply or explain” 

governance disclosure regimes offer greater flexibility, allowing firms to tailor their corporate governance 

practices to their specific needs, and that this is the inherent strength of this system. Thus, there is no 

benefit in further moves by regulators outside the US towards a mandatory “one size fits all” policy for 

governance. However, I am mindful that my evidence does not allow me to draw inferences on relative 

merits of the two regulatory regimes: “comply or explain” in Canada and “mandatory, one-size-fits-all” in 

the U.S. My findings support the notion that “comply-or-explain” regime provides at least equivalent to, 

and even additional benefits beyond that are provided by the mandatory regime. Though the results may 

not be applicable to the U.S. setting, they are generalizable to the rest of the world (i.e., Europe, Australia, 
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New Zealand, Singapore, Hong Kong and many other countries)  that adopt the “comply or explain” 

regime, the most common approach to corporate governance in the world.  

The rest of this paper is organized as follows. First, I briefly review the context of “comply or 

explain” corporate governance codes. I then develop my economic theory-based predictions of the cross-

sectional differences that should exist in governance scores; these differences are the result of firms’ 

attempts to make their governance practices cost efficient and effective. I also develop my economic 

theory-based predictions of the effects of the ability to tailor governance practices to firm specific 

circumstances on firm value. The fourth section describes my research methods, the sample selection, the 

results, and the robustness tests of my hypothesized relationships. I conclude with a discussion of the 

implications of my analyses for firms in a “comply or explain” environment, and discuss the limitations 

of this study and opportunities for future research. 

2.2 Theory and Context of the Study 

From the agency theory perspective, corporate governance refers to the set of monitoring 

mechanisms that exist when there is a separation of ownership and control; these mechanisms ensure that 

investments are safeguarded and that capital providers achieve a return on their investment (Shleifer & 

Vishny, 1997). Viewed as the “ultimate internal monitor” by Fama (1980), the board of directors and its 

subcommittees (especially the audit committee) have been the focus of ongoing voluntary governance 

reforms in the private sector since the early 1970s (BRC, 1999) and moving in the heavily regulated post-

2002 environment (see SOX 2002) in the US. Current US regulatory practice implicitly assumes that a 

government-mandated “one size fits all” governance regime will lead to “better” solutions than more 

private-sector oriented governance regimes such as a “comply or explain” regime (Romano, 2005a, 

2005b). Theoretically, however, such mandated approaches are unlikely to be the first-best solution, given 

the existence of moral hazard and an outsider’s imperfect observation of an agent’s actions in the 

principle-agent relationship (Adams et al., 2010). 
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In contrast, a “comply or explain” regime (e.g., CSA, 2004b; OECD, 2004) allows firms to either 

adopt regulator-endorsed “best practices” or to adopt and explain alternative practices that achieve the 

underlying governance principle embedded in the rejected best practice. The disciplining power of a 

“comply or explain” regime lies in the legal requirement for mandatory disclosure of the firm’s 

governance practices, including clear statements about the firm’s decision to either adopt regulator-

endorsed “best practices” or explanation of an alternative approach that achieves the underlying 

governance principle (Aguilera & Cuervo-Cazurra, 2004, 2009; Haxhi & van Ees, 2010).  

The “comply or explain” approach is based on the idea that this mandatory disclosure allows 

market participants to “price protect” themselves; thus, market forces will discipline the firms (e.g., 

Baiman & Verrecchia, 1996). For example, capital market participants can monitor firms’ governance 

practices by examining their compliance with the regulator-endorsed “best practice” code, and can either 

penalize noncompliance through lower share prices or accept noncompliance that is appropriate in firm-

specific circumstances (MacNeil & Li, 2006; Steeno, 2006). In this regime, a firm’s governance practices 

are driven by market competition, rather than by prescribed legal rules or fear of penalty for 

noncompliance (Zadkovich, 2007).
1
 Voluntary compliance (either by adoption of best practices or 

explanation of an alternative approach) is alleged to represent an important improvement in regulatory 

modes as it allows firms to determine the governance practices that are most cost efficient and effective 

for their specific circumstances (Adams et al., 2010).
2
 Accordingly, in a “comply or explain” regime, 

firms’ governance quality should be responsive to economic determinants, and higher governance quality 

should be positively correlated with firm value. 

                                                      

1
 In a “comply or explain” regime, regulatory penalties may be imposed when there is non-disclosure of governance 

practice(s), disclosure of non-compliance with no explanation, or in rare cases where the explanation is considered 

to be insufficient (see CSA [2007] for the results of a random regulatory check of the corporate governance 

disclosures of 100 firms). Normally the penalty is administrative in nature (see, e.g., CSA [2007]). 
2
 This is not to assert that regulator-endorsed best governance practices, individually or as a set, are not optimal for 

some or indeed many firms. However, it is unlikely that all 47 “best practices” that I code are optimal for every firm. 

Indeed, this assertion is consistent with my preliminary data analysis that shows that less than 10% of the sample 

firms adopted all 47 “best practices.” 
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2.3 Hypotheses Development 

2.3.1 Economic Determinants of Governance Quality 

In a market-based economy, public companies have a strong incentive to adopt norms such as “best 

governance practices” or to provide a strong justification for their non-adoption, as governance best 

practices are recognized as value enhancing (Renders & Gaeremynck, 2012). Previous studies have 

shown that weaknesses in governance structure or lack of governance transparency are associated with 

lower financial reporting quality, earnings manipulation, and fraud (e.g., Bauwhede & Willekens, 2008; 

Dechow, Sloan, & Sweeney, 1996; Beasley, Carcello, Hermanson, & Lapides, 2000; Carcello & Neal, 

2000). It is therefore unsurprising that surveys of investors suggest that a firm’s governance quality may 

influence their decisions to acquire equity positions (Holder-Webb, Cohen, Nath, and Wood, 2008; Patel 

& Dallas, 2002; McKinsey, 2002).
3
 Given the general perception that adopting “best practices” is 

normatively superior, boards do not want their firm to be considered potentially negligent in governance 

practices. They will not choose to be part of the sub-set of the market that is not in compliance with 

regulator-endorsed “best practices,” unless these practices are very costly to the firm.
4
 In other words, the 

benefits associated with adopting “best practices” are likely to be relatively equal across all firms, even if 

the costs vary considerably. Given the trade-offs associated with making regulations, it is unlikely that 

regulator-endorsed “best practices” would be optimal for most firms (Adams et al., 2010). Thus the 

inherent appeal of the “comply or explain” governance regime is that it allows firms to demonstrate the 

strength of their governance system by adopting best practices where they are optimal and explaining 

                                                      

3
 I am aware that there is little evidence to directly support the contention that deviation from “best practices” is 

penalized by market participants given the measurement difficulties associated with such an investigation. There are 

limited anecdotal claims, based on correlations between firms that are serial non-compliers with items in the “best 

practice” codes and long-term market returns (see McNeill & Li, 2006), that suggest markets do not penalize such 

firms. 
4
 “Comply or explain” is not a panacea as the disclosure of noncompliance may involve the disclosure of sensitive 

information that is proprietary in nature (e.g., the firm’s governance weakness and lack of resources) (Verrecchia, 

2001; Dye, 2001; Healy & Palepu, 2001); this may create a competitive disadvantage or result in more scrutiny from 

external stakeholders (e.g., credit or governance rating agencies, creditors, regulators, and institutional investors). 

Furthermore, it may provide disgruntled stakeholders with a public justification for challenging a board and 

management even if the reason for their dissatisfaction has little to do with the cited “best practice” (Baxt, 2009; 

Zadkovich, 2007). 
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alternative means of achieving the governance principle where adoption of “best practices” would be 

costly in light of firms’ specific circumstances (Adams et al., 2010).
5
  

Previous studies (e.g., Baker & Gompers, 2003; Boone et al., 2007; Linck, Netter, & Yang, 2008) 

suggest that if left unfettered, the ultimate governance structure would be determined by trade-offs among 

the underlying economic forces. In particular, agency theory proposes that the demand for board 

monitoring is mainly driven by the conflict of interest between capital providers and the executives who 

manage the capital (Jensen & Meckling, 1976). The theoretical models of board structure developed by 

Raheja (2005) and Harris and Raviv (2008) suggest that a board’s monitoring function requires directors 

to scrutinize management in order to guard against self-serving behavior that can range from shirking to 

fraud. Additional monitoring (e.g., adopting a comprehensive set of governance best practices) thus 

constrains management’s self-serving behavior and reduces the agency costs in the firm. Three factors are 

likely to affect these costs: the ownership composition, the market power of the firm, and the overall 

control context. I consider the effects of each of these factors on agency costs.  

First, ownership concentration held by block shareholders is likely to affect corporate governance 

via the underlying agency cost: concentrated ownership is likely to mitigate the owner-manager agency 

cost (Villalonga & Amit, 2006), but aggravate the agency costs that arise from the conflict between 

majority and minority shareholders (e.g., Renders & Gaeremynck, 2012). The net impact of concentrated 

ownership on governance depends on which type of agency cost dominates a particular firm—owner-

manager or majority-minority shareholders—hence, the direction of the association between governance 

and concentrated ownership is unclear ex ante.  

Second, agency costs can be exacerbated in settings where managers of firms with higher product 

market power are subject to less market discipline and are therefore potentially better able to extract 

                                                      

5
 Supporting this argument, only 12% (i.e., 54 out of 450 companies, Figure 2.1) of the companies in my sample 

fully comply with all of the 47 dimensions of “best practice” guidelines, either by adoption or by explanation. About 

one-third (i.e., 164 out of 450 companies) of the companies are close to 100% compliance, that is to say they comply 

with between 44 and 46 best practices by adoption or explanation. This observation suggests that there must be 

significant costs associated with compliance with the remaining few practices; otherwise, one would expect more 

companies to fully comply with all 47 dimensions. 
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private benefits than managers of firms in highly competitive industries (Gillan, Hartzell, & Starks, 

2011).
6
 If a higher market power creates a higher demand for stronger board monitoring, such firms may 

choose to demonstrate strong monitoring via higher board best practice compliance or tailored means to 

meet the governance objectives. Third, the overall control context that a public company management 

puts themselves in can allow for greater extraction of private benefits. For example, weak external 

governance mechanisms (e.g., lower quality  external audits) and incomplete internal monitoring systems 

(e.g., weaker internal controls put in place by firm management) can increase the ability of managers to 

extract private benefits for themselves, leading to a higher demand for stronger governance to constrain 

such agency costs.  

Based on the above discussion, my hypothesis regarding the economic determinants of compliance 

with governance best practices is as follows: 

Hypothesis 1: Companies with larger agency costs will be more likely to tailor their board 

practices to meet the governance code’s objectives than companies with lower agency costs, 

ceterius paribus. 

2.3.2 Governance and Firm Value 

According to agency theory, the ultimate goal of an effective governance system is to maximize 

firm value or firm performance (Jensen & Meckling, 1976). Hence, the ability of boards to tailor firms’ 

governance practices under a “comply or explain” regime allows market participants to benefit from 

firms’ selection of the most cost efficient and effective governance structures, given their particular 

circumstances. In the long run, a firm’s ability to dispense with costly governance practices that are not 

suitable to its particular circumstances (due to either efficiency or effectiveness concerns) leads to higher 

firm-specific value (e.g., Gompers, Ishii, & Metrick, 2003; Renders, Gaeremynck, & Sercu, 2010). I 

suggest that the flexibility of the “comply or explain” regime creates a greater potential for improved 

performance. According to the theory of market discipline (e.g., Baiman & Verrecchia, 1996), 

noncompliant firms (i.e., those which either do not disclose or disclose noncompliance without 

                                                      

6
 Or have more excess resources to allocate to themselves as a result of excess profits earned in a less competitive 

environment. 
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explanation) should have relatively lower market-based measures of firm value, due to their apparent 

disregard for basic governance principles.
7
 Thus, my second hypothesis is as follows.  

Hypothesis 2: Firms exhibiting higher quality governance will have higher firm value, ceterius 

paribus.  

2.4 Research Method 

2.4.1 Measures of Governance Quality 

For both hypotheses, it is necessary to have a measure of the extent to which firms have adopted 

the complete set of regulator-endorsed governance “best practices.” Although the set of practices varies 

by country, the items in the Canadian code are similar to those used in the UK (e.g., for history see Arcot 

and Bruno [2010]), Australia (ASX, 2003), and elsewhere in the OECD (OECD, 2004). For this study, I 

construct a board score measure based on the Canadian “best practice” governance code that originated 

with the TSE(Toronto Stock Exchange)-commissioned Dey report (1994) and was subsequently 

formalized and modified by the Canadian Securities Administrators via Multilateral Instruments 58-101 

(CSA, 2004a), 52-110 (CSA, 2004c), and 52-109 (CSA, 2006). In Canada, the “Statement of Corporate 

Governance Practice” in a firm’s annual report or annual information circular is required to follow a 

tabular format to make it easy to acquire information about the relevant disclosures (i.e., CSA, 2004a). I 

use these disclosures to determine each firm’s response to each “best practice.” 

In a “comply or explain” governance regime, noncompliance (either by non-disclosure or stated 

non-compliance with no explanation) is an indication that managers are attempting to take advantage of 

the information asymmetries with the shareholders by reducing the level of monitoring of their actions. 

Explanation of a departure from a “best practice,” which must include an alternative approach to 

achieving the governance principle embedded in the non-adopted “best practice,” indicates that either 

there are significant benefits to tailoring governance practices to firm-specific circumstances or 

significant costs can be avoided by not adopting a “best practice.” Adoption of the “best practice” 

                                                      

7
 The theory of market discipline suggests that market participants price protect themselves, and this argument is the 

basis for choosing a market-based measure of value rather than an accounting measure. Further, accounting-based 

measures are subject to managerial manipulation (e.g., Bauwhede & Willekens, 2008; Dechow, Sloan, & Sweeney, 

1996; Beasley, Carcello, Hermanson, & Lapides, 2000; Carcello & Neal, 2000). 
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indicates that the costs of tailoring an alternative practice to the firm-specific circumstances exceed the 

costs associated with adopting a non-optimal “best practice.” 

For my board score measure, I divide the code into 47 governance “best practice” items (see 

Appendix A for my measurement of compliance approach) and score each firm on its compliance with 

each of the 47 practices. This is similar to the approach used in two other independent studies, Luo & 

Salterio (2013) and Lu, Richardson, and Salterio (hereafter LRS, 2011).  

I adopt two approaches in my coding scheme: a three-point scale and a two-point scale. For the 

three-point scale, I adopt the conventional view (e.g., Anuchitworawong, 2010) that the goal of the 

“comply or explain” system is to promote the adoption of best practices (e.g., see the various reports 

published by regulators in “comply or explain” regimes about compliance rate, such as ASX [2003] and 

CSA [2007]). Accordingly, I code each of the 47 items using the following three-point scale: “0” 

represents non-compliance/non-disclosure; “1” represents explanation of an alternative governance 

practice that allows the firm to achieve the governance principle embedded in the “best practice” that was 

not adopted; and “2” represents adoption of the endorsed “best practice.” However, in the literal 

definition of compliance in a “comply or explain” regime, adopting a best practice or explaining why 

another practice is used are both considered compliant. Accordingly, in my alternative two-point scale, 

the 47 items are coded as either “0” to represent non-compliance/non-disclosure or “1” to represent 

compliance by adoption or by explanation.  

Given the nature of my coding items, it requires relatively little judgment to determine whether the 

firm has adopted the best practice, explained an alternative approach to achieving the governance 

principle, or has omitted the disclosure (implying noncompliance) or stated clearly that they did not 

comply.
8
 I sum the scores for the individual items to construct two separate board score measures that 

provide indications of relative governance strength: 1) board score (abbreviated as BDSC) measures firm-

                                                      

8
 Of course, there is always the possibility that an explanation that claims to describe an alternative approach to 

achieving the governance goal does not in fact do so. This should induce noise in our data, making it more difficult 

to find the predicted associations. See Hooghiemstra (2012) for a potential approach to dealing with this issue. 
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specific compliance with 38 board-level best practices; and 2) total board score (abbreviated as TBDS), 

which adds to the 38 BDSC items an additional nine items solely related to audit committee (AC) best 

practices. The board scores based on the three-point scale are TBDS(A) and BDSC(A), with theoretical 

maximum values of 94 and 76, respectively. The board scores based on the two-point scale are TBDS(B) 

and BDSC(B), with theoretical maximum values of 47 and 38. My coding approach results in among the 

most comprehensive indices available for “comply and explain” research, as most researchers in this area 

code only sub-sets of the “comply or explain” disclosures (see MacAulay et al. [2009] who codes 

compliance in twenty Canadian code items and Hooghiemstra [2012] who codes only explanations for 

non-compliance in the Dutch best practices code).
9
 

2.4.2 Economic Determinants of Governance Quality 

In specifying my models and in reporting tabulated results, I use the term GOVERNBP 

(Governance Best Practices) as a placeholder for the various measures of governance quality (i.e., the 

board scores). I construct regression model (1) to test my first hypothesis about the association between 

the various governance measures and the operational characteristics that proxy for relative agency costs, 

and are therefore associated with the demand for board monitoring. These characteristics include proxies 

for ownership structure, management private control benefit, and quality of internal and external 

governance mechanisms.  

                                                                

                                      

                                                         

The independent variables in this regression model are five variables indicative of agency costs for 

firms that are conceptually associated with the demand for stronger board monitoring via more 

                                                      

9
 MacAulay et al. (2009) coded a non-random sample of 20 Canadian code items selected from the 47 codeable 

items in the Canadian code. No reason is given for coding only 20 items and explanations of deviations appear to be 

counted as noncompliance. Hooghiemstra (2012) codes the individual explanations for Dutch governance code 

deviations for explanation strength and completeness, then averages them at the firm level by total number of items 

coded to produce a scale of 0 to 4. This approach allows one to thoroughly measure explanation completeness, but at 

the expense of ignoring the number of code non-compliances. 
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compliance with codes of governance best practices. Two of these variables are concerned with the 

effects of large stockholdings, which endow blockholders with an interest in the firm’s profit 

maximization and enough control over the assets and voting rights of the firm to have their interest 

respected (Shleifer & Vishny, 1997).
10

 At the same time, concentrated ownership is likely to aggravate 

the agency costs between majority and minority shareholders. Hence, I make no directional prediction for 

my empirical proxies for concentrated ownership. Specifically, I create two indicator variables, BLOCK 

(equals one if a significant shareholder has greater than 10% ownership, and zero otherwise) and 

INSTITUTIONAL BLOCK (equals one if a significant institutional shareholder has greater than 10% 

ownership, and zero otherwise). I choose the 10% shareholding level because it is the lowest required 

disclosure level for companies listed only in Canada (Beasley & Salterio, 2001) and it represents a 

meaningful opportunity for a blockholder to exercise influence (Shleifer & Vishny, 1997). I separately 

examine general and institutional blockholders, as institutional blockholders are, in general, more 

sophisticated investors and are more likely to demand better governance quality (e.g., McKinsey, 2002). 

As these two variables are highly correlated, I estimate them separately in two different empirical models.  

I use a third variable to examine agency costs arising from a firm’s substantial power in product 

markets. Specifically, I use the standard measure of industry concentration, the Herfindahl Index of 

industry sales. More concentrated industries have potentially lower levels of competition so their 

management has increased power to act in its own best interests, resulting in higher potential agency costs 

(Gillan et al., 2011; Boone et al., 2007). Therefore, I would expect a positive association between the 

Herfindahl Index and governance best practices compliance.  

Finally, to examine the effects of external and internal control environments on governance, I 

create two sets of measures. For external monitoring I use two measures: AUDITOR (equals one if a Big 4 

auditor is hired, and zero otherwise) is based on the argument that Big 4 auditors provide the high quality 

                                                      

10
 Large blockholders are associated with a higher turnover of directors (Franks, Mayer, & Renneboog, 2001; Franks 

& Mayer, 2001) and firms with large blockholders are more likely to replace managers in response to poor 

performance than firms without them (Kang & Shivdasani, 1995), suggesting that blockholders protect themselves 

at the expense of shareholders. 
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audits (Francis, 2004, 2011) that are needed to reduce larger agency costs; and REGULATED (equals one 

if the firm is in a regulated industry − finance, utility or telecommunication − and zero otherwise), as 

these firms are subjected to enhanced scrutiny by third parties because society sees the potential in such 

industries for larger agency costs (Watts & Zimmerman, 1986, Chapter 7; Beasley & Salterio, 2001). 

Both of these measures are expected to be positively related to the adoption of governance best practices.  

Following Lu, Richardson, and Salterio (2011), I measure the strength of the internal control 

environment using the abnormal number of professional accountants (CA, CMA, CGA) hired by a firm 

(AB_NPAP). The underlying argument is that firms that have stronger internal control systems need more 

professional accountants to make them work well. Hence a firm that invests in a higher than average 

number of professional accountants signals that it needs stronger internal controls to reduce relatively 

larger agency costs. Hence, I expect that AB_NPAP will be positively related to the adoption of best 

governance practices.
11

 

In addition to the above independent variables, following prior research (e.g., Boone et al., 

2007; Linck et al., 2008), I also include a number of control variables in regression model (1). 

First, I control for firm size (ASSETS, which is a logarithm of total assets), as larger firms are 

more visible and are more likely to meet investors’ demands for better governance. In addition, 

the economy of scale enables large firms to bear higher compliance costs. Second, I control for 

sales volatility (SALES VOLATILITY, the standard deviation of sales, scaled by average assets, 

from 2001–2005), to reflect innate operational volatility. Third, I control for operational 

complexity and risk using the sum of inventory and receivable (INVENTORY & RECEIVABLE 

as in Lu et al. [2011]). Because higher operational volatility and complexity may increase both 

the demand for and the cost of governance monitoring, I make no ex ante directional prediction 

                                                      

11
 In the main analysis, I do not include the measures of weaknesses in internal control over financial reporting 

(ICOFR) in my board best practices model, as the board is conceived of as the ultimate arbiter of internal control 

(Jensen & Meckling, 1976). My results remain robust (section 5.3.3), when I replace AB-NPAP with an indicator 

variable that equals 1 if there exist weaknesses in the design of ICOFR.  
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for SALES VOLATILITY or INVENTORY & RECEIVABLE). Finally, MacNeil and Li (2006) and 

Zadkovich (2007) suggest that investors’ tolerance of noncompliance is linked to a firm’s 

performance; hence, I control for two proxies for operational performance: 1) LOSS indicator, 

which is equals one if earnings before extraordinary items are negative, and zero otherwise; and 

2) Altman’s (1968) ZSCORE, which represents the likelihood of a firm going bankrupt.   

2.4.3 Governance Quality and Firm Value 

I examine the association between my measures of governance quality (i.e., the board score 

measures) and firm value to determine if higher scores on my governance measures reflect improvements 

in firm value. Although such associations may seem to be straightforward based on both theory and 

conventional wisdom, compelling empirical evidence is very limited (e.g., Larcker, Richardson, & Tuna, 

2007). Larcker et al. suggest (p. 963) that “the association between typical measures of corporate 

governance and various accounting and economic outcomes has not produced a consistent set of results. 

We believe that these mixed results are partially attributable to the difficulty in generating reliable and 

valid measures for the complex construct that is termed as ‘corporate governance’.” Indeed, the most 

widely cited measures of corporate governance and firm value (e.g., the G-score from Gompers et al. 

[2003]) focus on firms’ government-legislated ability to mount takeover defenses and other such 

responses to the discipline of the market, rather than on the governance based sub-indices reflecting the 

governance choices within the firm (Brown & Caylor, 2006).  

Empirically, after controlling for other known determinants of firm value (equation (2)), I predict a 

positive coefficient on the various proxies for GOVERNBP, given my hypothesis that higher quality 

governance is associated with higher firm value.  

                                                

                                                                            

                                                                          

                          +                                                    (2) 
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In equation (2), I measure firm value with Tobin’s Q, the most commonly used market-based 

measure of firm value (e.g., Gompers et al., [2003] and Brown and Caylor [2006], based on earlier 

foundational work in Demsetz and Lehn [1985] and Morck, Shleifer, and Vishny [1988]). I use two 

different formula to calculate Tobin’s Q. First, following the method used by Kaplan and Zingales (1997), 

Gompers et al. (2003) and Bebchuk, Cohen and Ferrell (2009), I compute TOBINQ1, which is equal to 

the market value of assets divided by the book value of assets, where the market value of assets is 

computed as the book value of assets plus the market value of common stock less the sum of book value 

of common stock and balance sheet deferred taxes. Second, following Klein, Shapiro, and Young (2005), 

I calculate TOBINQ2 by the market value of assets divided by the book value of assets, where the market 

value of assets is computed as the sum of book value of liabilities plus market value of common equity.
12

 

Following the general practice of using Tobin’s Q as a dependent variable (e.g., Daines, 2001; Gompers 

et al., 2003; Brown & Caylor, 2006), I adjust the Tobin’s Q value according to the median Tobin’s Q for 

the Fama-French 48 industry categories to account for potential differences in industries (see McConnell 

and Servaes [1990] for an initial discussion of this issue). I use this median-adjusted Tobin’s Q 

(TOBINQ1(2)-ADJ) for my main analyses and check the robustness of my results using the unadjusted 

Tobin’s Q values (TOBINQ1 and TOBINQ2).  

My control variables are consistent with those used in recent index-based studies on the association 

between Tobin’s Q and governance (e.g., Renders & Gaeremynck, 2012; Gompers et al., 2003; Klein et 

al., 2005; Black, Jang, & Kim, 2006; Villalonga & Amit, 2006).
13

 I control for 10% blockholding 

(BLOCK) and CEO-Founder status (CEO FOUNDER), because both are widely prevalent in Canadian 

ownership structures and in theory majority shareholders and powerful shareholders (e.g., a founding 

family) are likely to extract private control benefits at the expense of smaller shareholders. Second, I 

control for potential economies of scale, market power and opportunities by firm size (ASSETS), firm age 

                                                      

12
 According to Bebchuk et al. (2009), this measure (and simpler ones that drop deferred taxes) have been 

increasingly used in light of the complexities involved in the more sophisticated measures of Tobin’s Q and the 

evidence of a very high correlation between this proxy and more sophisticated measures (see Chung and Pruitt 

[1994], among others). 
13

 Villalonga and Amit (2006) find that family ownership creates value only when the founder serves as CEO. 



20 

 

(AGE), sales growth (GROWTH), and as a measure of market concentration, the Herfindahl index 

(CONCENTRATION INDEX). Third, I control for operational risks with variables that measure financial 

leverage (LEVERAGE) and operational performance (ZSCORE and LOSS indicator variables). Lastly, I 

control for the industry differences in the three major economic sectors: utilities, finance, and natural 

resource sectors (UTILITIES, FINANCE, and NATURAL RESOURCE). These provide some control for 

the unique government regulations in the utilities industry, the special relationship between book and 

market values in the financial industry, and the difficulty of valuing reserves in the natural resource 

sector.
14

 Appendix B contains complete definitions of all of the variables. 

2.4.4 Sample Selection and Data Sources 

My sample consists of cross-sectional data from all Canadian firms with the necessary data for the 

period between June 29, 2006 and June 30, 2007.
15

 The firms’ financial data are collected from 

Compustat North America. Any missing financial data are hand-collected from the financial statements. 

All of the governance code compliance data are collected by hand from the proxy statements and annual 

information forms by 18 undergraduate research assistants; 100% of this data is crosschecked by at least 

one other assistant.
16

 In addition, 20% of the undergraduate research assistants’ work is subject to random 

quality audits by doctoral students with master’s degrees in accounting and/or professional accounting 

designations. Any errors found by supervisors lead to a complete rechecking of the data by an 

independent coder.   

The 2006 COMPUSTAT Canadian dataset consists of 1,230 active firms. I am able to obtain a 

mostly complete sample of data for 826 of these firms. Sales volatility calculations require at least three 

                                                      

14
 These difficulties often cause researchers to eliminate such firms from their sample; however, this would reduce 

my sample by 43.7% (197 out of 450 sample companies for the Tobin’s Q analysis). Following another Canadian-

based study, Klein et al. (2005), I choose to maximize sample size, but include the industry indicator variables.  
15

 Data for this study were collected for an unrelated project on the adoption of internal control evaluations in 

Canada. Hence, the first fiscal year after the implementation of that regulation is the focus of data collection (CSA. 

2006). As this hand-collected dataset is extremely expensive to gather, it is being used in multiple unrelated research 

projects. 
16

 With 100% cross-checking there is no need to check for inter-rater reliability, as all of the differences were 

reconciled by the two coders and their supervisors. 
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years of information, which reduces my sample to 600 firms. I also eliminate 32 firms that are missing 

variables required to calculate Tobin’s Q. Of the remaining 568 firms, I further eliminate 118 Canadian-

US cross-listed firms, to remove the confounding effects that come from cross-listing in the US, where 

nearly all of these firms are subject to the US’s mandated “one size fits all” governance regime as well as 

higher litigation risk and more aggressive securities regulatory enforcement. My final sample consists of 

450 Canadian-only listed public firms.  

2.4.5  Descriptive Statistics  

Table 2.1 reports the descriptive statistics for all of the variables in my analyses, measured at the 

end of the 2006 firm fiscal year. The median total assets of the sample firms is CAD 213 million (reported 

in log form in Table 2.1). About one third of the firms in my sample report a loss; 77% of the sample 

firms are audited by Big 4 firms, and 8% of the sample companies operate in regulated industries. The 

median Herfindahl Index (market concentration index) is 870 (reported in log form in Table 2.1), 

suggesting that most of the sample companies are in low concentration industries. (The cut off for high 

concentration is 1000 in that index.) Ten (three) [thirty] percent of my sample companies operate in 

finance (utilities) [natural resource] industries.  

Figure 2.1 shows the distribution of governance quality measures as expressed in the total board 

score TBDS(B) (i.e., based on the scoring system in which I consider adopting a best practice and 

explaining why another practice was used as equivalent and compliant). The number of items that 

companies comply with ranges from 16 to 47 items. Only 12% (i.e., 54 out of 450 companies) of the 

companies in my sample fully comply with all of the 47 “best practice” guidelines, either by adoption or 

by explanation. About one-third (i.e., 164 out of 450 companies) of the companies are close to 100% 

compliance, that is they comply with 44 to 46 “best practices.” This observation suggests that there must 

be significant costs associated with compliance with the last few practices; otherwise, one would expect 

more companies to fully comply with all 47 dimensions. 
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Table 2.2 reports the Pearson correlations between the board scores and both their economic 

determinants and the two measures of Tobin’s Q, (i.e., Tobin’s Q with and without adjustment by median 

in the Fama-French 48 industries). As expected, the Tobin’s Q measures are significantly correlated at 

above 0.96. Further, I note that my measures of governance quality (TBDS(A) and BDSC(A), three-point 

scale and (TBDS(B) and BDSC(B), two-point scale) are also highly correlated with each other (greater 

than 0.97). However, the initial univariate correlations between the governance quality measures 

(TBDS(A), TBDS(B), BDSC(A), and BDSC(B)) and Tobin’s Q measures are in the opposite direction to 

the one predicted by H2. The correlations are not significant for the adjusted Tobin’s Q (TOBINQ1(2)-

ADJ), but they are significant for the unadjusted Tobin’s Q (TOBINQ1(2)). Among the variables for the 

economic determinants of board scores, the indicator variables for the Big 4 auditors (AUDITOR) and for 

institutional blockholders with shareholdings higher than 10% (INSTITUTIONAL BLOCK) are positively 

and significantly associated with the measures of corporate governance. However, the indicator variable 

BLOCK, indicating the existence of a general blockholder who owns more than 10% of the shares, is not 

significantly associated with governance scores.  

Supporting the validity of my governance scores as measures of governance quality, Table 2.3 

(Panels A and B) reports the univariate analysis of the board scores when I split the sample based on 

median firm size and firm age. Consistent with conventional wisdom on governance quality, larger and 

more mature (i.e., older) firms have significantly higher board scores than smaller and younger firms. 

In all of the analyses that follow I address potential multicollinarity concerns by examining the 

variance inflation factors (VIFs) in all of the models. The maximum VIF is less than 2.5 in all of the 

models (well below the conventional cut-off of 10), suggesting that the multicollinarity problem is 

minimal in my analyses (e.g., Brown & Caylor, 2006). 
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2.5 Results 

2.5.1 Economic Determinants of Governance Quality Measures  

I begin analyzing the firm-specific determinants of governance quality by presenting results from 

the univariate tests for my board scores. Table 2.4 reports the results of a two-sample Chi-square (t-test) 

of the null hypothesis that the difference in the median (mean) of the board scores is zero. The results 

show that the mean and medians of BDSC(A), BDSC(B), TBDS(A) and TBDS(B) are significantly higher 

when there are institutional blockholders or Big 4 auditors.  

 Table 2.5 reports the result of the model (1) regressions that examine how responsive my board 

score measures are to the determinants suggested by agency theory. I find that three independent variables 

are consistently significantly associated with governance scores. Specifically, governance scores are 

significantly higher for firms with an institutional blockholder (INSTITUTIONAL BLOCK), higher market 

power (CONCENTRATION), or a Big 4 auditor (AUDITOR). Further, larger firms have higher 

governance scores, as do firms with high sales volatility.
17

  

Consistent with the lack of significance in the Point Biserial Correlation between BLOCK and 

GOVERNBP (Table 2.2, Panel B) and with the two-sample Chi-square (t-test) of the median/mean 

difference of GOVERNBP when splitting the sample based on the indicator variable BLOCK (Table 2.4), 

the multivariate results in Table 2.5 suggest that a general blockholder with more than 10% ownership 

(BLOCK) is not significantly associated with any of the board scores. This is consistent with McKinsey’s 

(2002) finding that institutional blockholders, rather than general blockholders, demand better governance 

quality.  

Overall, H1 is supported—better corporate governance quality is associated with higher agency 

costs. 

                                                      

17
 Agency theory would suggest that larger firms have greater agency costs as larger size leads to a greater 

separation of ownership and control and firms in more volatile environments would similarly have larger agency 

costs due to less predictability. However, both of these constructs are subject to alternative interpretations and hence 

I use them only as control variables in my analysis, whilst noting that the results are consistent with the agency 

theory-based intuition. 
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2.5.2 Corporate Governance and Firm Value 

I examine the relationship between corporate governance quality and firm value as proxied by 

Tobin’s Q. Although the univariate correlation (Table 2.2) and the analyses of the mean/median 

differences of Tobin’s Q when the sample is split according to the median of board scores (Table 2.4, 

Panels C and D) suggest a negative and/or insignificant association between governance quality and firm 

value, the multivariate analyses in Table 2.6 suggest there is a strong positive association between 

corporate governance quality as measured by my board scores and firm performance as proxied by a 

Tobin’s Q adjusted by industry median (TOBINQ1(2)-ADJ). The results are more significant for the two-

point scale board scores (TBDS(B) and BDSC(B)) than for the three-point scale board scores. This 

suggests that board scores that treat “compliance by explanation” as equivalent to “compliance by 

adoption” (TBDS(B) and BDSC(B)) are more reflective of underlying governance effectiveness in terms 

of their value-added capacity, than those that treat “compliance by adoption” as superior to “compliance 

by explanation” (TBDS(A) and BDSC(A)). In other words, compliance by explanation is at least as, or 

even more, value added than compliance by adoption. Further, the control variables are directionally 

correct and in many cases significant. Economically, a one-unit increase in TBDS(A) and BDSC(A) 

(equivalent to one more governance provision being adopted) is associated with an increase in Tobin’s Q 

of 0.05, which translates into an approximately 3.5% greater market value (based on the median Tobin’s 

Q of 1.464, Table 2.1). Hence, H2 is supported: better corporate governance quality is associated with 

higher firm value. 

2.5.3 Robustness Checks  

I submit my main analyses to a battery of additional tests. For the determinants of governance 

quality (H1), I conduct three robustness checks: (1) Poisson regressions for the discrete dependent 

variables of board scores; (2) alternative measures of institutional shareholdings; and (3) alternative 

measures of the strength of internal control. I also conduct four robustness checks on the associations 

between corporate governance and firm value: (1) an alternative specification of the measures of Tobin’s 
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Q; (2) the inclusion of alternative control variables in the models of Tobin’s Q determinants; (3) the 

adoption of a simplified model of Tobin’s Q determinants that uses only size and age as control variables; 

and (4) the inclusion of a lagged Tobin’s Q in the model of Tobin’s Q determinants to address the 

potential endogeneity issue.  

2.5.3.1 Alternative model specification: governance quality determinants  

In my main analyses, I use an ordinary least squares (OLS) regression in my multivariate analyses 

of the governance determinants models despite the discrete nature of the dependent variables (board 

scores). OLS regression is the most commonly used technique in the literature (e.g., Dhaliwal, Naiker, & 

Navissi, 2010; Boone et al., 2007; Linck et al., 2008). However, it is potentially problematic as the error 

term may not be normally distributed. Hence, I employ Poisson regressions to check the robustness of my 

findings. The results presented in Table 2.7 suggest that the findings on the economic determinants of 

governance quality (Table 2.5) remain unchanged. The goodness-of-fit Chi-squared test is not statistically 

significant, suggesting that the Poisson regression model fits the models that use TBDS(B) and BDSC(B) 

as dependent variables reasonably well. However, the goodness-of-fit Chi-squared test is statistically 

significant when the models use TBDS(A) and BDSC(A), suggesting that the Poisson regression model 

does not fit in these cases. OLS regression better fits for TBDS(A) and BDSC(A) are probably due to their 

larger range, 94 and 76 respectively, which better approximate the distribution of a continuous variable. 

OLS regression does a reasonably good job for such measures. Overall, the results for corporate 

governance determinants remain robust for this alternative model specification.  

2.5.3.2 Alternative measures of institutional ownership: corporate quality determinants 

I use the percentage of shareholdings by institutional investors (INSTOWNPCT) in a robustness 

check of alternative measures of institutional ownership. Table 2.8 Panel A shows that this finer measure 

of institutional ownership yields results that are similar to the tests that use the indicator variable 

INSTITUTIONAL BLOCK, which measures the presence of an institutional blockholder who owns more 

than 10% of the shares. Moreover, I check whether the strength of the positive association between 
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INSTOWNPCT and the governance quality varies when the sample is split by INSTITUTIONAL BLOCK. 

Consistent with my expectations, I find that the positive association between INSTOWNPCT and 

governance quality only exists in the subsample where the institutional shareholding is below 10% 

(INSTITUTIONAL BLOCK=1), but not in the subsample where the institutional shareholding is above 

10% (INSTITUTIONAL BLOCK=0). The results shown in Table 2.8 not only confirm the robustness of 

my results to the alternative measures of institutional shareholding, they also uphold 10% as a meaningful 

cut-off for the influence of institutional blockholders on governance practices. In other words, 

institutional shareholding has incremental influence over governance quality when it is below 10%; 

furthermore, additional shareholdings over 10% have very little incremental influence over corporate 

governance.  

2.5.3.3 Alternative measures of internal control: corporate quality determinants 

In the main analyses of the governance quality model, I use an abnormal number of professional 

accountants (CA, CMA, CGA) hired by the a firm (AB_NPAP) to measure the strength of the internal 

control environment. I do not use the conventional measures of weak internal control over financial 

reporting (ICOFR) because the board is conceived of as the ultimate arbiter of internal control (Jensen 

and Meckling 1976). I check the robustness of my results for this research design choice by replacing AB-

NPAP with several conventional measures of ICOFR weakness: 1) an indicator variable for the existence 

of internal control weakness (ICW), 2) the number of internal control weaknesses (NUM_ICW), and 3) 

indicator variables for the existence of account-level weakness (ICW-ACCOUNT) and firm-level 

weakness (ICW-FIRM). ICW-ACCOUNT is equals one if there is at least one ICOFR weakness in either 

lack of segregation of duties or lack of accounting knowledge, and zero otherwise. ICW-FIRM is 

equals 1 if there is at least one ICOFR weakness in either lack of non-accounting knowledge or 

expertise, a weakness in the accounting system, information system problems, or any other problem, 

and zero otherwise. The results in Table 2.9 suggest that the findings for corporate governance 

determinants shown in Table 2.5 remain unchanged. In addition, Table 2.9, Panels E and F suggest that 
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the existence of ICOFR weakness at the firm level (ICW-FIRM) is negatively associated with board 

scores at the 1% significance level, but not significantly associated with ICOFR weakness at the account 

level (ICW-ACCOUNT). This implies that ICOFR weaknesses at the account-level and firm-level not 

only differ in their auditability (Moody’s Investors Service, 2004, 2006, 2007), but also differ in their 

influence on corporate governance practice in the Canadian “comply-or-explain” governance regime. 

Specifically, ICOFR weakness at firm level is not auditable by auditors and is associated with a lower 

quality of corporate governance.  

2.5.3.4 Alternative specification of Tobin’s Q 

In the main analyses of the association between governance quality and firm value (Table 2.6), I 

use Tobin’s Q as a dependent variable to measure firm value (for other examples, see Daines [2001]; 

Gompers et al. [2003]; Brown and Caylor [2006]) by Tobin’s Q. To account for potential differences in 

industries, I adjust the Tobin’s Q according to the median value in the Fama-French 48 industries (see 

McConnell and Servaes [1990] for the initial discussion of this issue). I check the robustness of my 

results by rerunning the analysis with the unadjusted Tobin’s Q. The results shown in Table 2.10 suggest 

that my primary findings remain robust. The range for the p-value of the coefficients of governance 

effectiveness change from 0.048-0.10 in the models based on TOBINQ1(2)-ADJ (Table 2.6) to (0.071-

0.140 in the models based on TOBINQ1(2) (Table 2.10). I argue that these changes indicate the 

importance of adjusting Tobin’s Q with the industry median to account for potential differences in 

industries. 

2.5.3.5 Alternative control variables in the model of Tobin’s Q determinants 

I also check the robustness of my results to additional control variables by including the proxy for 

INVESTMENT OPPORTUNITIES (the ratio of capital expenditure to total assets) and by replacing LOSS 

and ZSCORE with the ROA in current and previous years (Bebchuk & Cohen, 2005; Daines, 2001; 

Yermack, 1996). The results in Table 2.11 suggest that the coefficients of board score remain significant 

for Tobin’s Q with and without Fama-French 48 industry median-adjustment.  
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2.5.3.6 Simplified model of Tobin’s Q determinants 

I further check the robustness of my results by testing a simplified Tobin’s Q determinants model 

used in previous studies (e.g., Gompers et al., 2003). I include only firm size and firm age as the control 

variables. The results in Table 2.12 suggest that the results remain qualitatively consistent but weaker due 

to the omitted correlated variables in these simplified models. Specifically, the coefficient of board score 

is not significant (p-value range from 0.13 to 0.30); the results are slightly stronger if the Tobin’s Q is 

adjusted with the industry median. These findings suggest that the careful modeling of the determinants of 

value measures is an important part of studying governance quality/firm value relationships. 

2.5.3.7 Inclusion of lagged Tobin’s Q in the model of Tobin’s Q determinants 

Following Brown and Caylor (2006), I include a lagged Tobin’s Q in the model presented in Table 

2.6 to address the potential endogeneity issue. Brown and Caylor (2006), examining the US mandatory 

governance environment, show a positive association between lagged-by-one-year Tobin’s Q and the 

current-year Tobin’s Q; furthermore, they show that the magnitude of the coefficient drops by 50% on 

their governance index and the t-statistics drop a similar amount. As shown in Table 2.13, I find a similar 

pattern; the inclusion of a one-year-lagged Tobin’s Q is positively and significantly related to current-year 

Tobin’s Q and the modified model has a drop in the size of the coefficient and the level of significance 

similar to the one documented by Brown and Caylor in their governance proxy.  

2.6 Conclusion and Discussion 

In this study I examine the properties of corporate governance quality based on the disclosures 

made under a “comply or explain” governance disclosure regime. First, I examine the cross-sectional 

economic determinants of these scores. Second, to determine whether the scores are indicative of real 

governance differences I examine whether they are associated with better firm performance. I find that 

my governance scores vary according to agency costs, and are strongly associated with differences in firm 

value as proxied by Tobin’s Q. Given the consistency of these findings across both the determinants and 

the outcomes of good governance, I conclude that there is empirical support for the contention that 
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“comply or explain” governance regimes allow firms to develop governance practices that are tailored to 

their unique set of agency costs and that, on average, they are associated with higher firm value. 

This study has at least five limitations. First, my analyses based on Canadian only public 

companies does not allow me to draw inferences on the direct comparison between the two regulatory 

regimes: “comply or explain” in Canada and “mandatory, one-size-fits-all” in the U.S. However, my 

findings support the notion that “comply-or-explain” regime provides at least equivalent to and even 

additional benefits beyond that are provided by the mandatory regime assuming all else is constant.  

Second, my governance scores give equal weight to each of the provisions in the regulator-

endorsed “best practices” guidelines. In reality, some provisions deserve more weight than others, and the 

appropriate weight of a provision might depend on the presence or absence of other provisions (that is, 

interactions could matter). The standard equal-weight construction is an approach that I, like most others 

in the literature, use for its simplicity. Third, my measures are not designed to rank firms according to 

corporate governance quality, but rather to identify those firms that choose to tailor their governance 

practices to reduce agency costs; this is consistent with my interest in a theoretical analysis of the benefits 

of “comply or explain” governance regimes. Four, my cross-sectional analyses are based on one-year data 

for 2006 only. Other influential studies of governance measures are also restricted to a single year (e.g., 

Ashbaugh-Skaife, Collins, & LaFond, 2006; Brown & Caylor, 2006; Larcker et al., 2007). In my case, the 

use of a single year is further justified by the large amount of hand-collected data that took nearly two 

thousand person hours to collect.  

My fifth limitation relates to reverse causality, also known as endogeneity. Lu, Richardson, and 

Salterio (2011) provide evidence in a Canadian context that such concerns, while significant, are likely to 

be bi-directional, not reverse, and to be of a small magnitude—in the area of 3% to 8%. Moreover, as 

discussed in Brown and Caylor (2006), such endogeneity issues can be dealt with, in principle, by using 

approaches such as 2SLS. However, such an approach requires suitable instruments to measure my 

summary governance indices. Unfortunately, the appropriate instrument or set of instruments is 

theoretically unclear and no such instruments have been identified in previous studies. For example, 
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Larcker and Rusticus (2010) argue that in the corporate governance literature it is extremely difficult to 

find an instrument that is highly correlated with the variable of interest, but uncorrelated with the error 

term of the true structural model. As a result, they contend that OLS estimates are sometimes better than 

2SLS estimates. To further investigate the endogeneity issue, I include a lagged Tobin’s Q in the firm 

value determinants as suggested by Brown and Caylor (2006), and the results remain qualitatively 

consistent with my main findings. Based on the above discussion, I believe that endogeneity has minimal 

impact on my results.  

This study has two key implications. First, heterogeneity among firms’ governance needs can be, 

on average, allowed for in a “comply or explain” governance disclosure regime and incentives to adopt 

“best practice” norms do not overwhelm the willingness of firms to tailor their governance practices 

where costs of compliance are especially large (Adams et al., 2010). Further, it appears that such 

disclosures are, on average, credible given their association with improved firm value. The low rate of 

complete compliance with all 47 items suggests that a large number of firms benefit by the flexibility 

provided by such a regime. Hence, my evidence suggests that imposing regulator-determined “best 

practice” norms on firms’ corporate governance activities could impose significant added costs for firms. 

Although my evidence is “on average” supportive of the credibility of these “comply or explain” 

governance disclosures and their efficacy in producing good outcomes, the evidence is based on research 

methods that focus on the average firm’s response. To the extent that large economic costs may be 

incurred by investors in firms that do not truthfully disclose their governance practices or who use 

nondisclosure to hide egregious governance practices, my evidence cannot be taken as clearly supporting 

the superiority of this regime over mandated approaches to corporate governance. Although the emphasis 

on regulatory enforcement of governance “best practices” typical of mandated approaches to governance 

may increase governance costs and lower governance effectiveness across many firms, at the overall level 

these added costs may be offset by the huge reduction in costs that occur if the mandated governance 

practices lead to even a single firm failure (e.g., bankruptcy due to fraud) being avoided. 
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The second implication of this research is that a measure focused on governance disclosures, which 

has a direct and clear connection to governance activities, can be used to measure governance quality. 

This can replace the inductively derived data-dependent scores (e.g., G-score proposed by Gompers et al. 

[2003]) whose associations with traditionally understood corporate governance quality are difficult to 

understand (Bhagat, Bolton, & Romano, 2008). My evidence suggests that, at least in a “comply or 

explain” environment, my disclosures-based measures effectively capture the cross-sectional differences 

in governance quality across firms and are viable alternatives to the existing difficult to operationalize 

governance measures. 
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Figure 2.1 Distribution of board score 

This figure shows the distribution of TBDS (B) when I consider adopting a best practice or explaining 

why another practice was used as compliant, given that is the literal definition of compliance in a “comply 

or explain” regime. The range of compliance is from 16 through to 47 items. Twelve percent (i.e., 54 out 

of 450 companies) of the companies in my sample fully comply with all the 47 dimensions of “best 

practice” guidelines, either by adoption or by explanation.    
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Table 2.1 Descriptive Statistics 

This table presents the descriptive statistics. All variables are measured as at year end with fiscal year-

ends between June 30, 2006 and June 29, 2007. The number of observations is 450. All the variables are 

defined in Appendix B.  

 

ACTUAL 
 

THEORETICAL 

   

  
MIN MAX   MIN MAX MEAN MEDIAN 

STD. 

DEV 

TBDS(A) 32 94 

 

0 94 81.151 85 11.866 

BDSC(A) 18 76 

 

0 76 63.707 67 11.221 

TBDS(B) 16 47 

 

0 47 41.516 43 5.590 

BDSC(B) 9 38 

 

0 38 32.769 34 5.276 

TOBINQ1 0.361 22.625 

 

0 + ∞ 2.023 1.464 2.137 

TOBINQ2 0.165 22.117 

 

0 + ∞ 1.798 1.274 2.093 

TOBINQ1 -2.137 20.885 

 

0 + ∞ 0.376 -0.014 2.029 

TOBINQ2  -2.528 20.525 

 

0 + ∞ 0.331 -0.022 1.972 

INSTOWNPCT 0 0.939 

 

0 1 0.144 0 0.217 

INSTITUTIONAL BLOCK 0 1 

 

0 1 0.451 0 0.498 

BLOCK 0 1 

 

0 1 0.571 1 0.495 

CONCENTRATION INDEX 5.819 8.839 

 

0 1 6.699 6.768 0.708 

AUDITOR 0 1 

 

0 1 0.767 1 0.423 

REGULATED INDUSTRY 0 1 

 

0 + ∞ 0.080 0 0.272 

AB_NPAP -3.470 3.027 

 

0 + ∞ 0.058 0.090 0.909 

ASSETS -3.297 10.025 

 

0 + ∞ 5.266 5.365 1.969 

SALES VOLATILITY 0 3.794 

 

0 + ∞ 0.085 0.011 0.283 

INVENTORY & RECEIVABLE 0 0.985 

 

0 + ∞ 0.217 0.140 0.220 

LOSS 0 1 

 

0 1 0.333 0 0.472 

ZSCORE -194.61 387.171 

 

– ∞ + ∞ 5.914 2.652 25.710 

CEO FOUNDER 0 1 

 

0 1 0.147 0 0.354 

CURRENT ASSETS 0.002 1 

 

0 + ∞ 0.385 0.335 0.268 

LEVERAGE 0 3.273 

 

0 + ∞ 0.239 0.186 0.298 

GROWTH -22.828 164.745 

 

– ∞ + ∞ 0.760 0.078 8.295 

AGE 1.609 3.497 

 

0 + ∞ 2.514 2.485 0.554 

ROA -6.081 2.996 

 

– ∞ + ∞ -0.050 0.040 0.479 

ROA (t-1) -4.129 0.549 

 

– ∞ + ∞ -0.064 0.032 0.396 

INVESTMENT OPPORTUNITIES 0 0.574 

 

0 + ∞ 0.096 0.049 0.117 

FINANCE INDUSTRY 0 1 

 

0 1 0.109 0 0.312 

UTILITIES INDUSTRY  0 1 

 

0 1 0.027 0 0.161 

NATURAL RESOURCE IND.  0 1 

 

0 1 0.302 0 0.460 
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Table 2.2 Correlations for dependent and test variables 

This table reports the Pearson correlations between the dependent and independent variables used to test the hypotheses. Correlations are bolded if 

the p-value is less than 0.05. All variables are defined in Appendix B.  

 

Table 2.2 Panel A: Pearson Correlations among Continuous Variables 

  

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) 

(1) TBDS(A) 1 
           

(2) BDSC(A) 0.991 1 

          (3) TBDS(B) 0.980 0.968 1 

         (4) BDSC(B) 0.972 0.979 0.990 1 

        (5) TOBINQ1(ADJ) -0.075 -0.074 -0.051 -0.053 1 

       (6) TOBINQ2 (ADJ) -0.070 -0.069 -0.047 -0.049 0.994 1 

      (7) TOBINQ1 -0.134 -0.127 -0.113 -0.110 0.968 0.960 1 

     (8) TOBINQ2 -0.136 -0.128 -0.117 -0.113 0.960 0.961 1.00 1 

    (9) SALES VOLATILITY -0.018 -0.023 0.007 0.000 0.139 0.138 0.13 0.117 1 

   (10) INSTITUTIONAL OWN(PCT) 0.072 0.064 0.117 0.108 0.031 0.024 0.00 -0.011 0.037 1 

  (11) CONCENTRATION INDEX 0.071 0.065 0.078 0.072 0.057 0.062 -0.01 -0.026 0.065 0.027 1 

 (12) AB_NPAP 0.035 0.042 0.035 0.042 0.083 0.073 0.06 0.044 0.038 0.121 0.063 1 

              Table 2.2. Panel B: Point Biserial Correlation for Dichotomous and Continuous Variables  

  

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) 

INSTITUTIONAL BLOCK 0.123 0.113 0.141 0.129 0.027 0.025 0.011 0.004 0.030 0.728 0.016 0.100 

BLOCK  0.005 -0.005 0.028 0.017 0.026 0.020 -0.026 -0.039 0.042 0.338 0.073 0.056 

AUDITOR 0.254 0.246 0.230 0.223 -0.020 -0.020 -0.050 -0.045 -0.051 -0.057 -0.018 0.031 

REGULATED INDUSTRY    0.058 0.061 0.040 0.044 -0.037 -0.048 -0.020 -0.030 -0.004 0.000 0.028 0.013 
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Table 2.3 Validation of Governance Quality Measures 

To validate the governance quality measures (GOVERNBP) this table presents the results of board scores 

differences by splitting the sample based on the median firm size (Panel A) and median firm age (Panel 

B). All variables are defined in Appendix B. I define large (small) firms as larger (smaller) than the 

median of total assets in the sample and old (young) firms as larger (smaller) than the median of firm age 

in the sample of 450 firms.  

 

Table 2.3 Panel A: Firm Size by Mean and Median Split 

 

Mean Difference 

 

Median Difference 

 

Mean 

(large) 

Mean  

(small) 

Difference 

 (large-

small) 

t-statistics 

(P-value) 

 

Median  

(large) 

Median  

(small) 

Difference 

 (large-

small) 

chi-square 

(P-value) 

TBDS(A) 85.227 77.076 8.151 
-7.751 

 
88 79 9 

37.556 

(0.000)  

 

(0.000)  

BDSC(A) 67.444 59.969 7.476 
-7.487 

 
70 62 8 

46.190 

(0.000)  

 

(0.000)  

TBDS(B) 43.307 39.724 3.582 
-7.168 

 
45 42 3 

32.031 

(0.000)  

 

(0.000)  

BDSC(B) 34.404 31.133 3.271 
-6.910 

 
36 33 3 

34.175 

(0.000)  

 

(0.000)  

 

 

Table 2.3 Panel B: Firm Age by Mean and Median Split 

 

Mean Difference 

 

Median Difference 

 

Mean  

(old) 

Mean  

(young) 

Difference 

 (old-

young) 

t-statistics 

(P-value) 

 

Median  

(old) 

Median  

(young) 

Difference 

 (old-

young) 

chi-square 

(P-value) 

TBDS(A) 82.092 80.076 2.015 
-1.802 

 
85 83 2 

2.893 

(0.072) 

 

(0.089) 

BDSC(A) 64.650 62.629 2.021 
-1.912 

 
68 66 2 

1.688 

(0.057) 

 

(0.194) 

TBDS(B) 42.046 40.910 1.136 
-2.160 

 
44 43 1 

1.175 

(0.031) 

 

(0.278) 

BDSC(B) 33.304 32.157 1.147 
-2.312 

 
35 34 1 

1.556 

(0.021) 

 

(0.212) 
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Table 2.4 Univariate Statistics for dependent variables differences across independent variables 

Table 2.4 (Panels A and B) reports univariate statistics for board score differences across independent 

variables (economic determinants of board scores). Table 2.4 (Panels C and D) reports univariate statistics 

of Tobin’s Q difference across different board scores.  All variables are defined in Appendix B. The 

subsamples are split based on the indicator variables of the independent variables or the median of the 

independent variables in the sample of 450 companies if the independent variables are continuous 

variables.  
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Table 2.4 Panel A: Mean difference for the determinant of governance quality 

  

Mean Difference 

 

    

Mean 

(1) 

Mean  

(0) 

Mean-Diff 

(1)-(0) 

t-statistics 

 

P-Value 

 

BLOCK TBDS(A) 81.202 81.083 0.119 0.106 0.916 

 

BDSC(A) 63.654 63.777 -0.124 0.115 0.908 

 

TBDS(B) 41.650 41.337 0.313 0.588 0.557 

  BDSC(B) 32.844 32.668 0.176 0.350 0.727 

INSTITUTIONAL BLOCK TBDS(A) 82.764 79.826 2.938 2.631 0.009 

 

BDSC(A) 65.099 62.563 2.536 2.398 0.017 

 

TBDS(B) 42.384 40.802 1.583 3.015 0.003 

  BDSC(B) 33.517 32.154 1.363 2.747 0.006 

CONCENTRATION INDEX TBDS(A) 82.011 80.545 1.465 1.291 0.197 

(1 if higher than median; 0 

otherwise) 

BDSC(A) 64.473 63.167 1.306 1.217 0.224 

TBDS(B) 41.935 41.220 0.716 1.339 0.181 

  BDSC(B) 33.145 32.504 0.641 1.271 0.205 

AUDITOR TBDS(A) 82.812 75.695 7.116 5.557 0.000 

 

BDSC(A) 65.229 58.705 6.524 5.377 0.000 

 

TBDS(B) 42.223 39.190 3.033 4.996 0.000 

  BDSC(B) 33.417 30.638 2.779 4.843 0.000 

REGULATED INDUSTRY TBDS(A) 83.472 80.949 2.523 1.224 0.222 

 

BDSC(A) 66.028 63.505 2.523 1.295 0.196 

 

TBDS(B) 42.278 41.449 0.828 0.853 0.394 

  BDSC(B) 33.556 32.700 0.855 0.933 0.352 

INTERNAL ENVIRONMENT  TBDS(A) 81.178 81.124 0.053 0.048 0.962 

(1 if AB-NPAP higher than its 

median; 0 otherwise) 

BDSC(A) 63.853 63.560 0.293 0.277 0.782 

TBDS(B) 41.569 41.462 0.107 0.202 0.840 

  BDSC(B) 32.884 32.653 0.231 0.464 0.643 
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Table 2.4 Panel B: Median difference for the determinant of governance quality 

  

Median Difference 

 

  

Median 

(1) 

Median 

(0) 

Median-Diff 

(1)-(0) 

Chi-square 

 

P-value 

 

BLOCK TBDS(A) 85 84 1 0.009 0.924 

 

BDSC(A) 67 67 0 0.377 0.539 

 

TBDS(B) 43 43 0 0.009 0.924 

  BDSC(B) 35 34 1 0.178 0.673 

INSTITUTIONAL BLOCK TBDS(A) 85 84 1 2.594 0.107 

 

BDSC(A) 68 66 2 1.074 0.300 

 

TBDS(B) 44 43 1 5.757 0.016 

  BDSC(B) 35 34 1 5.932 0.015 

CONCENTRATION INDEX TBDS(A) 85 84 1 1.320 0.251 

(1 if higher than median; 0 

otherwise) 

BDSC(A) 67 66 1 0.238 0.625 

TBDS(B) 44 43 1 1.744 0.187 

  BDSC(B) 35 34 1 1.922 0.166 

AUDITOR TBDS(A) 86 79 7 13.528 0.000 

 

BDSC(A) 68 62 6 16.019 0.000 

 

TBDS(B) 44 41 3 5.873 0.015 

  BDSC(B) 35 32 3 6.920 0.009 

REGULATED INDUSTRY TBDS(A) 88 84 4 1.932 0.164 

 

BDSC(A) 71 66 5 2.883 0.090 

 

TBDS(B) 45 43 2 3.737 0.053 

  BDSC(B) 36 34 2 3.317 0.069 

INTERNAL ENVIRONMENT TBDS(A) 86 84 2 0.720 0.396 

(1 if higher than median; 0 

otherwise) 

BDSC(A) 68 66 2 1.746 0.186 

TBDS(B) 44 43 1 1.744 0.187 

  BDSC(B) 35 34 1 1.280 0.258 

 

 

  

  



   

39 

 

 

Table 2.4 Panel C: Mean difference for the determinant of firm value 

  

Mean Difference 

  

Mean 

(1) 

Mean 

(0) 

Mean-Diff 

(1)-(0) t-statistics P-value 

TBDS(A) TOBINQ1-ADJ 0.296 0.457 -0.161 -0.840 0.401 

(1 if higher than 

median; 0 otherwise) 

TOBINQ2-ADJ 0.260 0.401 -0.141 -0.758 0.449 

TOBINQ1 1.855 2.192 -0.337 -1.676 0.095 

  TOBINQ2 1.627 1.968 -0.342 -1.736 0.083 

BDSC(A) TOBINQ1-ADJ 0.266 0.476 -0.211 -1.0993 0.2722 

(1 if higher than 

median; 0 otherwise) 

TOBINQ2-ADJ 0.238 0.414 -0.176 -0.947 0.344 

TOBINQ1 1.834 2.195 -0.361 -1.795 0.073 

  TOBINQ2 1.618 1.960 -0.343 -1.738 0.083 

TBDS(B) TOBINQ1-ADJ 0.369 0.383 -0.015 -0.076 0.940 

(1 if higher than 

median; 0 otherwise) 

TOBINQ2-ADJ 0.330 0.332 -0.002 -0.012 0.991 

TOBINQ1 1.933 2.108 -0.175 -0.866 0.387 

  TOBINQ2 1.702 1.887 -0.185 -0.939 0.348 

BDSC(B) TOBINQ1-ADJ 0.353 0.399 -0.046 0.2381 0.812 

(1 if higher than 

median; 0 otherwise) 

TOBINQ2-ADJ 0.316 0.345 -0.029 0.156 0.876 

TOBINQ1 1.925 2.120 -0.195 0.969 0.333 

  TOBINQ2 1.694 1.899 -0.205 1.038 0.300 
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Table 2.4 Panel D: Median difference for the determinant of firm value 

 

  

Median Difference 

  

Median 

(1) 

Median 

(0) 

Median-Diff 

(1)-(0) Chi-square P-value 

TBDS(A) TOBINQ1-ADJ -0.010 -0.030 0.021 0.080 0.777 

(1 if higher than median; 0 

otherwise) 

TOBINQ2-ADJ -0.008 -0.055 0.047 0.222 0.637 

TOBINQ1 1.458 1.468 -0.010 0.009 0.925 

  TOBINQ2 1.267 1.287 -0.020 0.222 0.637 

BDSC(A) TOBINQ1-ADJ -0.012 -0.023 0.011 0.036 0.850 

(1 if higher than median; 0 

otherwise) 

TOBINQ2-ADJ -0.008 -0.052 0.044 0.321 0.571 

TOBINQ1 1.461 1.466 -0.005 0.000 1.000 

  TOBINQ2 1.273 1.276 -0.003 0.000 1.000 

TBDS(B) TOBINQ1-ADJ 0.004 -0.047 0.051 1.281 0.258 

(1 if higher than median; 0 

otherwise) 

TOBINQ2-ADJ 0.000 -0.074 0.074  2.8828 0.090 

TOBINQ1 1.475 1.440 0.034 0.320 0.571 

  TOBINQ2 1.286 1.246 0.040 0.142 0.706 

BDSC(B) TOBINQ1-ADJ -0.001 -0.043 0.042 0.569 0.451 

(1 if higher than median; 0 

otherwise) 

TOBINQ2-ADJ 0.000 -0.065 0.065 1.743 0.187 

TOBINQ1 1.471 1.445 0.027 0.142 0.706 

  TOBINQ2 1.281 1.257 0.024 0.036 0.850 
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Table 2.5 Economic Determinants of Governance Quality Measures 

This table presents the results of analyses of the association between measures of governance quality and 

firm value (as specified in H1), based on the sample of 450 firms. Panel A reports the results when the 

governance quality measures (TBDS(A) and BDSC(A)) are constructed based on a three-point scale: 

compliance by adoption equals 2, compliance by explanation equals 1, and non-compliance or non-

disclosure equals 0.  Panel B reports the results when the governance quality measures (TBDS(B) and 

BDSC(B)) are constructed based on a two-point scale: compliance by adoption or explanation equals 1 

and non-compliance or non-disclosure equals 0. All variables are defined in Appendix B. Robust t 

statistics in parentheses are reported below coefficients; *, **, and *** indicate significance at the 10, 5, 

and 1 percent levels, respectively, using two-tailed tests.  

 

Table 2.5 Panel A: TBDS(A) and BDSC(A) 

 

(1) (2) (3) (4) 

 

TBDS(A) BDSC(A) TBDS(A) BDSC(A) 

          

INSTITUTIONAL BLOCK 3.548*** 3.122*** 

  

 

(3.575) (3.293) 

  BLOCK 

  

0.665 0.437 

   

(0.641) (0.442) 

CONCENTRATION INDEX 1.998*** 1.812*** 1.904*** 1.732** 

 

(2.819) (2.654) (2.674) (2.529) 

AUDITOR 3.670*** 3.330** 3.743** 3.391** 

 

(2.589) (2.444) (2.574) (2.435) 

REGULATED INDUSTRY 0.028 0.179 0.305 0.415 

 

(0.015) (0.098) (0.157) (0.224) 

AB-NPAP 0.340 0.413 0.529 0.584 

 

(0.653) (0.826) (1.020) (1.171) 

ASSETS 2.884*** 2.679*** 2.823*** 2.621*** 

 

(8.750) (8.494) (8.368) (8.128) 

SALES VOLATILITY 2.183* 1.918 2.133* 1.872 

 

(1.785) (1.609) (1.776) (1.593) 

INVENTORY & RECEIVABLE 0.268 -0.293 1.125 0.505 

 

(0.117) (-0.130) (0.488) (0.224) 

LOSS 1.669 1.813 1.545 1.686 

 

(1.358) (1.538) (1.218) (1.388) 

ZSCORE 0.019 0.017 0.018 0.016 

 

(0.812) (0.772) (0.727) (0.689) 

Constant 47.233*** 32.660*** 49.176*** 34.455*** 

 

(8.382) (6.045) (8.501) (6.241) 

Adjusted R-Square  0.268 0.252 0.247 0.234 

 

  



   

42 

 

Table 2.5 Panel B: TBDS (B) and BDSC(B) 

 

(1) (2) (3) (4) 

 

TBDS(B) BDSC(B) TBDS(B) BDSC(B) 

          

INSTITUTIONAL BLOCK 1.862*** 1.632*** 

  

 

(3.907) (3.596) 

  BLOCK 

  

0.525 0.400 

   

(1.050) (0.842) 

CONCENTRATION INDEX 0.978*** 0.896*** 0.925*** 0.851*** 

 

(2.956) (2.821) (2.792) (2.680) 

AUDITOR 1.423** 1.292** 1.465** 1.328** 

 

(2.085) (1.972) (2.084) (1.975) 

REGULATED INDUSTRY -0.226 -0.140 -0.072 -0.008 

 

(-0.252) (-0.164) (-0.077) (-0.009) 

AB-NPAP 0.122 0.161 0.216 0.245 

 

(0.498) (0.684) (0.879) (1.038) 

ASSETS 1.281*** 1.192*** 1.253*** 1.166*** 

 

(8.210) (7.993) (7.804) (7.604) 

SALES VOLATILITY 1.425*** 1.251** 1.400** 1.229** 

 

(2.608) (2.345) (2.486) (2.222) 

INVENTORY & RECEIVABLE -0.309 -0.525 0.089 -0.159 

 

(-0.275) (-0.479) (0.079) (-0.144) 

LOSS 0.444 0.549 0.400 0.503 

 

(0.758) (0.975) (0.658) (0.863) 

ZSCORE 0.006 0.006 0.006 0.006 

 

(0.573) (0.604) (0.510) (0.537) 

Constant 26.060*** 18.557*** 26.979*** 19.397*** 

 

(9.761) (7.280) (9.790) (7.404) 

Adjusted R-Square 0.247 0.232 0.222 0.210 
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Table 2.6 Corporate Governance Quality and Firm Value (Industry Median Adjusted) 

This table presents the results of analyses of the association between measures of governance quality and 

firm value (as specified in H2), based on the sample of 450 firms. The governance quality measures 

(TBDS(A) and BDSC(A)) are constructed based on a three-point scale: compliance by adoption equals 2, 

compliance by explanation equals 1, and non-compliance or non-disclosure equals 0. The governance 

quality measures (TBDS(B) and BDSC(B)) are constructed based on a two-point scale: compliance by 

adoption or explanation equals 1 and non-compliance or non-disclosure equals 0. TOBINQ1(2)-ADJ is 

constructed by adjusting TOBINQ1 and TOBINQ2 by the median of TOBINQ1(2) in each of the Fama-

French 48 industries categories. Panel A (B) reports the results when the firm value is measured by 

TOBINQ1(2)-ADJ. All variables are defined in Appendix B. Robust t statistics in parentheses are reported 

below coefficients; *, **, and *** indicate significance at the 10, 5, and 1 percent levels, respectively, 

using two-tailed tests. 

  



   

44 

 

Table 2.6 Panel A: Determinants of TOBINQ1 adjusted by the industry median 

  (1) (2) (3) (4) 

 

TOBINQ1 

(ADJ) 

TOBINQ1 

(ADJ) 

TOBINQ1 

(ADJ) 

TOBINQ1 

(ADJ) 

          

TBDS(A) 0.021* 

   
 

(1.675) 

   BDSC(A) 

 

0.022* 

  
 

 

(1.691) 

  TBDS(B) 

  

0.051** 

 
 

  

(1.987) 

 BDSC(B) 

   

0.052** 

    

(1.972) 

BLOCK -0.060 -0.058 -0.073 -0.070 

 

(-0.321) (-0.310) (-0.387) (-0.371) 

CEO FOUNDER 0.028 0.030 0.034 0.036 

 

(0.142) (0.156) (0.173) (0.186) 

CONCENTRATION INDEX -0.003 -0.002 -0.009 -0.008 

 

(-0.020) (-0.011) (-0.054) (-0.045) 

ASSETS -0.310*** -0.307*** -0.312*** -0.308*** 

 

(-2.677) (-2.704) (-2.734) (-2.755) 

CURRENT ASSETS 2.184*** 2.193*** 2.203*** 2.217*** 

 

(4.315) (4.307) (4.333) (4.321) 

LEVERAGE 1.175*** 1.181*** 1.180*** 1.186*** 

 

(2.912) (2.900) (2.943) (2.923) 

GROWTH 0.012** 0.012** 0.012** 0.012** 

 

(2.364) (2.341) (2.532) (2.492) 

AGE -0.157 -0.162 -0.169 -0.175 

 

(-1.262) (-1.298) (-1.351) (-1.394) 

LOSS -0.169 -0.175 -0.157 -0.165 

 

(-1.083) (-1.126) (-0.999) (-1.055) 

ZSCORE -0.006 -0.005 -0.005 -0.005 

 

(-0.396) (-0.393) (-0.396) (-0.394) 

FINANCE INDUSTRY 0.695** 0.693** 0.686** 0.683** 

 

(2.296) (2.298) (2.267) (2.267) 

UTILITIES INDUSTRY 0.740 0.736 0.742 0.738 

 

(1.529) (1.521) (1.533) (1.523) 

NATURAL RESOURCE 0.791** 0.784** 0.800** 0.792** 

 

(2.482) (2.475) (2.483) (2.478) 

Constant 3.651 3.916 3.342 3.676 

 

(1.528) (1.624) (1.435) (1.548) 

Adjusted R-Square 0.196 0.196 0.200 0.199 
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Table 2. 6 Panel B: Determinants of TOBINQ2 adjusted by the industry median 

  (1) (2) (3) (4) 

 

TOBINQ2 

(ADJ) 

TOBINQ2 

(ADJ) 

TOBINQ2 

(ADJ) 

TOBINQ2 

(ADJ) 

          

TBDS(A) 0.020* 

   
 

(1.650) 

   BDSC(A) 

 

0.021* 

  
 

 

(1.668) 

  TBDS(B) 

  

0.049* 

 
 

  

(1.936) 

 BDSC(B) 

   

0.050* 

    

(1.922) 

BLOCK -0.077 -0.075 -0.089 -0.086 

 

(-0.421) (-0.410) (-0.486) (-0.470) 

CEO FOUNDER 0.060 0.062 0.065 0.068 

 

(0.315) (0.329) (0.345) (0.358) 

CONCENTRATION INDEX 0.033 0.035 0.028 0.029 

 

(0.204) (0.213) (0.169) (0.179) 

ASSETS -0.308*** -0.305*** -0.309*** -0.306*** 

 

(-2.713) (-2.743) (-2.771) (-2.793) 

CURRENT ASSETS 1.854*** 1.863*** 1.873*** 1.887*** 

 

(3.728) (3.722) (3.746) (3.737) 

LEVERAGE 1.141*** 1.148*** 1.146*** 1.152*** 

 

(2.959) (2.946) (2.991) (2.969) 

GROWTH 0.012*** 0.012*** 0.012*** 0.012*** 

 

(2.654) (2.631) (2.837) (2.795) 

AGE -0.192 -0.196 -0.204* -0.210* 

 

(-1.566) (-1.599) (-1.650) (-1.689) 

LOSS -0.216 -0.222 -0.204 -0.212 

 

(-1.380) (-1.422) (-1.295) (-1.351) 

ZSCORE -0.003 -0.003 -0.003 -0.003 

 

(-0.215) (-0.212) (-0.213) (-0.212) 

FINANCE INDUSTRY 0.505* 0.503* 0.496* 0.493* 

 

(1.755) (1.756) (1.726) (1.723) 

UTILITIES INDUSTRY 0.611 0.607 0.613 0.609 

 

(1.315) (1.306) (1.318) (1.309) 

NATURAL RESOURCE 0.717** 0.710** 0.724** 0.717** 

 

(2.320) (2.312) (2.322) (2.314) 

Constant 3.648 3.903* 3.353 3.674 

 

(1.583) (1.678) (1.492) (1.603) 

Adjusted R-Square 0.177 0.177 0.181 0.180 
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Table 2.7 Economic Determinants of Governance Quality Measures (Poisson regressions) 

This table presents the robustness checks of the association between measures of governance quality and 

firm value (Section 2.5.3.1) using Poisson regressions, based on the sample of 450 firms. Panel A reports 

the results when the governance quality measures (TBDS(A) and BDSC(A)) are constructed based on a 

three-point scale: compliance by adoption equals 2, compliance by explanation equals 1, and non-

compliance or non-disclosure equals 0.  Panel B reports the results when the governance quality measures 

(TBDS(B) and BDSC(B)) are constructed based on a two-point scale: compliance by adoption or 

explanation equals 1 and non-compliance or non-disclosure equals 0. All variables are defined in 

Appendix B. Robust t statistics in parentheses are reported below coefficients; *, **, and *** indicate 

significance at the 10, 5, and 1 percent levels, respectively, using two-tailed tests.  
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Table 2.7 Panel A: Three-point scale governance quality 

 

(1) (2) (3) (4) 

 

TBDS(A) BDSC(A) TBDS(A) BDSC(A) 

     INSTITUTIONAL BLOCK 0.044*** 0.049*** 

  

 

(3.611) (3.330) 

  BLOCK 

  

0.008 0.007 

   

(0.663) (0.462) 

CONCENTRATION INDEX 0.025*** 0.029*** 0.024*** 0.028** 

 

(2.847) (2.679) (2.702) (2.553) 

AUDITOR 0.047*** 0.055** 0.048*** 0.056** 

 

(2.598) (2.453) (2.583) (2.443) 

REGULATED INDUSTRY 0.000 0.002 0.003 0.005 

 

(0.003) (0.086) (0.113) (0.176) 

AB_NPAP 0.003 0.005 0.005 0.007 

 

(0.455) (0.602) (0.837) (0.964) 

ASSETS 0.036*** 0.042*** 0.035*** 0.041*** 

 

(8.354) (8.042) (8.036) (7.745) 

SALES VOLATILITY 0.028* 0.031* 0.027* 0.031* 

 

(1.865) (1.683) (1.847) (1.657) 

INVENTORY & RECEIVABLE 0.005 -0.002 0.015 0.010 

 

(0.184) (-0.062) (0.548) (0.283) 

LOSS 0.019 0.026 0.018 0.025 

 

(1.248) (1.416) (1.145) (1.308) 

ZSCORE 0.000 0.000 0.000 0.000 

 

(0.927) (0.899) (0.839) (0.815) 

Constant 3.969*** 3.655*** 3.993*** 3.684*** 

 

(54.352) (40.746) (53.557) (40.388) 

Pearson goodness-of-fit 607.578 712.174 621.752 725.865 

Prob > chi2 0.000 0.000 0.000 0.000 
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Table 2.7 Panel B: Two-point scale governance quality 

  (1) (2) (3) (4) 

 

TBDS(B) BDSC(B) TBDS(B) BDSC(B) 

          

INSTITUTIONAL BLOCK 0.045*** 0.050*** 

  

 

(3.941) (3.631) 

  BLOCK 

  

0.013 0.012 

   

(1.073) (0.863) 

CONCENTRATION INDEX 0.024*** 0.028*** 0.023*** 0.026*** 

 

(2.990) (2.852) (2.825) (2.709) 

AUDITOR 0.036** 0.042** 0.037** 0.043** 

 

(2.105) (1.993) (2.101) (1.993) 

REGULATED INDUSTRY -0.005 -0.004 -0.002 -0.001 

 

(-0.257) (-0.170) (-0.112) (-0.048) 

AB_NPAP 0.002 0.003 0.004 0.006 

 

(0.333) (0.498) (0.727) (0.867) 

ASSETS 0.031*** 0.037*** 0.030*** 0.036*** 

 

(7.935) (7.669) (7.585) (7.340) 

SALES VOLATILITY 0.035*** 0.039** 0.034*** 0.038** 

 

(2.720) (2.453) (2.584) (2.317) 

INVENTORY & RECEIVABLE -0.006 -0.014 0.003 -0.003 

 

(-0.217) (-0.419) (0.129) (-0.093) 

LOSS 0.009 0.015 0.009 0.014 

 

(0.660) (0.868) (0.592) (0.791) 

ZSCORE 0.000 0.000 0.000 0.000 

 

(0.666) (0.712) (0.598) (0.641) 

Constant 3.347*** 3.047*** 3.369*** 3.073*** 

 

(50.095) (37.500) (49.102) (36.971) 

Pearson goodness-of-fit 269.726 312.254 277.057 319.326 

Prob > chi2 1.000 1.000 1.000 1.000 
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Table 2.8 Economic Determinants of Governance Quality Measures (Alternative Measures of 

Institutional Ownership) 

This table presents the results of robustness checks of the association between measures of governance 

quality and firm value, by using alternative measures of institutional ownership (Section 2.5.3.2).  Panel 

A reports the results when the institutional ownership is measured by the percentage of shareholding 

(INSTOWNPCT), based on the sample of 450 firms. Panel B (C) report the results in subsamples which 

are split based on whether institutional shareholder is larger (lower) than 10%. Panel B reports the results 

when the governance quality measures (TBDS(A) and BDSC(A)) are constructed based on a three-point 

scale: compliance by adoption equals 2, compliance by explanation equals 1, and non-compliance or non-

disclosure equals 0.  Panel C reports the results when the governance quality measures (TBDS(B) and 

BDSC(B)) are constructed based on a two-point scale: compliance by adoption or explanation equals 1 

and non-compliance or non-disclosure equals 0. All variables are defined in Appendix B. Robust t 

statistics in parentheses are reported below coefficients; *, **, and *** indicate significance at the 10, 5, 

and 1 percent levels, respectively, using two-tailed tests.  
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Table 2.8 Panel A: Full Sample  

 

 

(1) (2) (3) (4) 

 

TBDS(A) BDSC(A) TBDS(B) BDSC(B) 

     INSTOWNPCT*100 0.048** 0.041** 0.034*** 0.030*** 

 

(2.194) (2.002) (3.258) (3.021) 

CONCENTRATION INDEX 1.949*** 1.768** 0.958*** 0.878*** 

 

(2.732) (2.577) (2.885) (2.759) 

AUDITOR 3.899*** 3.529** 1.574** 1.425** 

 

(2.700) (2.547) (2.270) (2.146) 

REGULATED INDUSTRY 0.239 0.365 -0.121 -0.049 

 

(0.125) (0.199) (-0.133) (-0.056) 

AB_NPAP 0.404 0.472 0.130 0.167 

 

(0.777) (0.943) (0.531) (0.710) 

ASSETS 2.820*** 2.623*** 1.250*** 1.165*** 

 

(8.460) (8.228) (7.933) (7.741) 

SALES VOLATILITY 2.117* 1.860 1.388** 1.219** 

 

(1.738) (1.562) (2.496) (2.230) 

INVENTORY & RECEIVABLE 0.838 0.216 -0.096 -0.341 

 

(0.365) (0.096) (-0.086) (-0.313) 

LOSS 1.626 1.772 0.450 0.555 

 

(1.299) (1.478) (0.753) (0.968) 

ZSCORE 0.021 0.019 0.008 0.008 

 

(0.864) (0.821) (0.714) (0.739) 

Constant 48.492*** 33.784*** 26.532*** 18.966*** 

 

(8.452) (6.150) (9.781) (7.326) 

Adjusted R-Square 0.254 0.240 0.236 0.223 
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Table 2.8 Panel B: Three-point scale governance quality (sub-samples) 

  INSTITUTIONAL BLOCK  INSTITUTIONAL BLOCK 

 

(1) (0)  (1) (0) 

 

TBDS(A) BDSC(A)  TBDS(A) BDSC(A) 

           

INSTOWNPCT*100 -0.019 0.941**  -0.017 0.874** 

 

(-0.623) (2.034)  (-0.586) (1.973) 

CONCENTRATION INDEX 0.791 3.025***  0.757 2.653** 

 

(0.827) (2.715)  (0.806) (2.506) 

AUDITOR 2.895 3.530*  2.843 3.015 

 

(1.534) (1.724)  (1.549) (1.537) 

REGULATED INDUSTRY 0.993 -3.016  0.927 -2.373 

 

(0.417) (-0.972)  (0.404) (-0.794) 

AB-NPAP 0.763 0.260  0.738 0.386 

 

(0.916) (0.376)  (0.924) (0.578) 

ASSETS 2.237*** 3.468***  2.117*** 3.177*** 

 

(5.251) (6.977)  (5.122) (6.731) 

SALES VOLATILITY 1.332 3.253  1.363 2.561 

 

(0.964) (1.498)  (1.030) (1.180) 

INVENTORY & RECEIVABLE -2.134 1.759  -2.618 1.219 

 

(-0.624) (0.546)  (-0.780) (0.390) 

LOSS 2.168 1.999  2.233 2.088 

 

(1.220) (1.117)  (1.304) (1.224) 

ZSCORE 0.037*** -0.020  0.036*** -0.025 

 

(2.794) (-0.428)  (2.821) (-0.594) 

Constant 63.658*** 37.217***  46.939*** 24.528*** 

 

(9.064) (4.055)  (6.711) (2.822) 

Adjusted R-Square 0.216 0.319  0.210 0.299 
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Table 2.8 Panel C: Two-point scale governance quality (sub-samples) 

 

INSTITUTIONAL BLOCK 

 

INSTITUTIONAL BLOCK 

 

(1) (0) 

 

(1) (0) 

 

TBDS(B) BDSC(B) 

 

TBDS(B) BDSC(B) 

      INSTOWNPCT*100 0.007 0.503** 

 

0.007 0.471** 

 

(0.520) (2.220) 

 

(0.533) (2.160) 

CONCENTRATION INDEX 0.416 1.462*** 

 

0.410 1.289** 

 

(0.940) (2.743) 

 

(0.943) (2.554) 

AUDITOR 1.111 1.515 

 

1.136 1.279 

 

(1.220) (1.537) 

 

(1.283) (1.358) 

REGULATED INDUSTRY 0.440 -1.772 

 

0.438 -1.452 

 

(0.386) (-1.215) 

 

(0.402) (-1.044) 

AB_NPAP 0.253 0.099 

 

0.242 0.163 

 

(0.649) (0.302) 

 

(0.649) (0.520) 

ASSETS 0.974*** 1.561*** 

 

0.936*** 1.421*** 

 

(5.015) (6.516) 

 

(4.922) (6.263) 

SALES VOLATILITY 1.232** 1.645 

 

1.190** 1.292 

 

(2.034) (1.538) 

 

(2.028) (1.234) 

INVENTORY & RECEIVABLE -0.831 -0.042 

 

-1.002 -0.259 

 

(-0.500) (-0.027) 

 

(-0.616) (-0.169) 

LOSS 0.734 0.640 

 

0.798 0.705 

 

(0.860) (0.743) 

 

(0.968) (0.856) 

ZSCORE 0.014** -0.007 

 

0.014*** -0.009 

 

(2.506) (-0.294) 

 

(2.685) (-0.440) 

Constant 33.215*** 21.254*** 

 

24.592*** 14.740*** 

 

(10.170) (4.773) 

 

(7.527) (3.502) 

Observations 203 247 

 

203 247 

Adjusted R-Square 0.179 0.294 

 

0.178 0.274 
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Table 2.9 Economic Determinants of Governance Quality Measures (Alternative Measures of 

Internal Control Weakness) 

This table presents the results of robustness checks of the association between measures of governance 

quality and firm value, by using alternative measures of internal control weakness (Section 2.5.3.3) and 

based on the sample of 450 firms. Panels A (B) report the results for the indicator variables of the 

existence of internal control weakness (ICW). Panels C (D) report the results for the number of internal 

control weaknesses (NUM_ICW). Panels E (F) report the results for the indicator variables of the 

existence of account-level weakness (ICW-ACCOUNT) and firm-level weakness (ICW-FIRM).  In all the 

panels, the governance quality measures (TBDS(A) and BDSC(A)) are constructed based on a three-point 

scale: compliance by adoption equals 2, compliance by explanation equals 1, and non-compliance or non-

disclosure equals 0.  The governance quality measures (TBDS(B) and BDSC(B)) are constructed based on 

a two-point scale: compliance by adoption or explanation equals 1 and non-compliance or non-disclosure 

equals 0. All variables are defined in Appendix B. Robust t statistics in parentheses are reported below 

coefficients; *, **, and *** indicate significance at the 10, 5, and 1 percent levels, respectively, using 

two-tailed tests.  
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Table 2.9  Panel A: ICW and three-point scale governance score 

  (1) (2) (3) (4) 

 

TBDS(A) BDSC(A) TBDS(A) BDSC(A) 

          

INSTITUTIONAL BLOCK 3.668*** 3.260*** 

  

 

(3.747) (3.473) 

  BLOCK 

  

0.751 0.533 

   

(0.735) (0.548) 

CONCENTRATION INDEX 2.041*** 1.863*** 1.962*** 1.796*** 

 

(2.877) (2.734) (2.751) (2.625) 

AUDITOR 3.762*** 3.431** 3.832*** 3.491** 

 

(2.641) (2.509) (2.621) (2.494) 

REGULATED INDUSTRY 0.026 0.180 0.338 0.451 

 

(0.014) (0.099) (0.174) (0.243) 

ICW 1.101 1.185 0.885 0.987 

 

(0.917) (1.052) (0.738) (0.880) 

ASSETS 2.908*** 2.703*** 2.833*** 2.633*** 

 

(8.576) (8.343) (8.185) (7.965) 

SALES VOLATILITY 2.314* 2.065* 2.270* 2.025* 

 

(1.907) (1.748) (1.902) (1.736) 

INVENTORY & RECEIVABLE -0.301 -0.933 0.527 -0.158 

 

(-0.131) (-0.416) (0.230) (-0.070) 

LOSS 1.579 1.708 1.430 1.559 

 

(1.269) (1.434) (1.113) (1.268) 

ZSCORE 0.019 0.017 0.018 0.016 

 

(0.805) (0.764) (0.717) (0.679) 

Constant 46.591*** 31.948*** 48.586*** 33.799*** 

 

(8.225) (5.894) (8.371) (6.114) 

Adjusted R-Square 0.269 0.253 0.247 0.233 
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Table 2.9 Panel B: ICW dummy & two-point scale governance score 

  (1) (2) (3) (4) 

 

TBDS(B) BDSC(B) TBDS(B) BDSC(B) 

          

INSTITUTIONAL BLOCK 1.903*** 1.685*** 

  

 

(4.048) (3.746) 

  BLOCK 

  

0.557 0.438 

   

(1.131) (0.936) 

CONCENTRATION INDEX 0.993*** 0.916*** 0.949*** 0.878*** 

 

(2.999) (2.889) (2.859) (2.767) 

AUDITOR 1.454** 1.330** 1.494** 1.365** 

 

(2.119) (2.022) (2.114) (2.020) 

REGULATED INDUSTRY -0.226 -0.139 -0.056 0.008 

 

(-0.252) (-0.163) (-0.060) (0.009) 

ICW 0.362 0.439 0.258 0.343 

 

(0.628) (0.813) (0.446) (0.639) 

ASSETS 1.289*** 1.201*** 1.254*** 1.169*** 

 

(7.976) (7.795) (7.568) (7.401) 

SALES VOLATILITY 1.469*** 1.307** 1.448** 1.287** 

 

(2.706) (2.470) (2.577) (2.342) 

INVENTORY & RECEIVABLE -0.502 -0.767 -0.122 -0.414 

 

(-0.450) (-0.703) (-0.109) (-0.378) 

LOSS 0.413 0.509 0.357 0.452 

 

(0.697) (0.896) (0.580) (0.768) 

ZSCORE 0.006 0.006 0.006 0.006 

 

(0.567) (0.596) (0.500) (0.526) 

Constant 25.844*** 18.289*** 26.783*** 19.152*** 

 

(9.552) (7.096) (9.612) (7.247) 

Adjusted R-Square 0.247 0.232 0.221 0.209 
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Table 2.9 Panel C: NUM_ICW and three-point scale governance score 

  (1) (2) (3) (4) 

 

TBDS(A) BDSC(A) TBDS(A) BDSC(A) 

          

INSTITUTIONAL BLOCK 3.667*** 3.268*** 

  

 

(3.729) (3.463) 

  BLOCK 

  

0.735 0.519 

   

(0.718) (0.533) 

CONCENTRATION INDEX 2.040*** 1.863*** 1.961*** 1.795*** 

 

(2.879) (2.738) (2.753) (2.628) 

AUDITOR 3.712*** 3.382** 3.785*** 3.444** 

 

(2.616) (2.481) (2.599) (2.469) 

REGULATED INDUSTRY 0.045 0.199 0.354 0.468 

 

(0.024) (0.110) (0.182) (0.252) 

NUM_ICW 0.312 0.387 0.175 0.263 

 

(0.655) (0.863) (0.356) (0.570) 

ASSETS 2.896*** 2.693*** 2.818*** 2.621*** 

 

(8.533) (8.314) (8.130) (7.924) 

SALES VOLATILITY 2.278* 2.034* 2.229* 1.990* 

 

(1.868) (1.714) (1.856) (1.696) 

INVENTORY & RECEIVABLE -0.136 -0.789 0.708 0.003 

 

(-0.059) (-0.350) (0.307) (0.001) 

LOSS 1.578 1.701 1.436 1.558 

 

(1.270) (1.430) (1.119) (1.269) 

ZSCORE 0.019 0.017 0.018 0.016 

 

(0.809) (0.770) (0.720) (0.682) 

Constant 46.778*** 32.101*** 48.810*** 33.989*** 

 

(8.302) (5.962) (8.452) (6.187) 

Adjusted R-Square 0.268 0.252 0.246 0.232 
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Table 2.9 Panel D: NUM_ICW and two-point scale governance score 

  (1) (2) (3) (4) 

 

TBDS(B) BDSC(B) TBDS(B) BDSC(B) 

          

INSTITUTIONAL BLOCK 1.906*** 1.693*** 

  

 

(4.033) (3.740) 

  BLOCK 

  

0.552 0.434 

   

(1.121) (0.928) 

CONCENTRATION INDEX 0.993*** 0.916*** 0.948*** 0.877*** 

 

(3.003) (2.895) (2.862) (2.771) 

AUDITOR 1.439** 1.315** 1.481** 1.350** 

 

(2.107) (2.006) (2.103) (2.006) 

REGULATED INDUSTRY -0.220 -0.133 -0.052 0.014 

 

(-0.246) (-0.156) (-0.056) (0.015) 

NUM_ICW 0.122 0.172 0.054 0.110 

 

(0.540) (0.812) (0.230) (0.506) 

ASSETS 1.286*** 1.199*** 1.250*** 1.166*** 

 

(7.965) (7.796) (7.545) (7.388) 

SALES VOLATILITY 1.460*** 1.300** 1.436** 1.278** 

 

(2.683) (2.451) (2.548) (2.317) 

INVENTORY & RECEIVABLE -0.461 -0.732 -0.071 -0.369 

 

(-0.411) (-0.668) (-0.063) (-0.336) 

LOSS 0.410 0.503 0.358 0.450 

 

(0.693) (0.886) (0.582) (0.764) 

ZSCORE 0.006 0.006 0.006 0.006 

 

(0.570) (0.601) (0.502) (0.528) 

Constant 25.887*** 18.318*** 26.846*** 19.202*** 

 

(9.640) (7.171) (9.706) (7.328) 

Adjusted R-Square 0.247 0.232 0.221 0.209 
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Table 2.9 Panel E: Indicator variables of ICW at account level or at firm level and three-point scale 

governance score 

 

(1) (2) (3) (4) 

 
TBDS(A) BDSC(A) TBDS(A) BDSC(A) 

INSTITUTIONAL BLOCK 3.722 3.316 
  

 
(3.77) *** (3.50) *** 

  
BLOCK 

  
0.783 0.569 

   
(0.76) (0.58) 

CONCENTRATION INDEX 2.077 1.898 1.99 1.822 

 
(2.91) ** (2.77) ** (2.78) ** (2.65) ** 

AUDITOR 3.766 3.437 3.831 3.491 

 
(2.64) ** (2.51) ** (2.61) ** (2.49) ** 

REGULATED INDUSTRY -0.006 0.147 0.321 0.433 

 
(-0.00) (0.08) (0.16) (0.23) 

ICW -ACCOUNT 0.985 1.095 0.702 0.833 

 
(0.80) (0.95) (0.57) (0.72) 

ICW-FIRM -8.451 -8.272 -6.631 -6.599 

 
(-7.58)*** (-7.73)*** (-6.23) *** (-6.48) *** 

ASSETS 2.908 2.704 2.83 2.631 

 
(8.57) *** (8.34) *** (8.16) *** (7.95) *** 

SALES VOLATILITY 2.278 2.03 2.236 1.991 

 
(1.87)* (1.71)* (1.87)* (1.70)* 

INVENTORY & RECEIVABLE -0.313 -0.951 0.548 -0.145 

 
(-0.14) (-0.42) (0.24) (-0.06) 

LOSS 1.548 1.675 1.412 1.537 

 
(1.24) (1.41) (1.10) (1.25) 

ZSCORE 0.019 0.017 0.018 0.016 

 
(0.80) (0.76) (0.72) (0.68) 

Constant 46.393 31.754 48.472 33.683 

 
(8.17) *** (5.85) *** (8.33) *** (6.08) *** 

Adjusted R-Square 0.25 0.24 0.23 0.21 
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Table 2.9 Panel F: Indicator variables of ICW at account level or at firm level and two-point scale 

governance score 

 

 

(1) (2) (3) (4) 

 
TBDS(B) BDSC(B) TBDS(B) BDSC(B) 

INSTITUTIONAL BLOCK 1.935 1.718 
  

 
(4.08) *** (3.79) *** 

  
BLOCK 

  
0.575 0.459 

   
(1.16) (0.97) 

CONCENTRATION INDEX 1.018 0.939 0.969 0.897 

 
(3.07) *** (2.96) *** (2.91) *** (2.82) *** 

AUDITOR 1.461 1.338 1.499 1.37 

 
(2.13) ** (2.03) ** (2.12) ** (2.02) ** 

REGULATED INDUSTRY -0.244 -0.158 -0.067 -0.004 

 
(-0.27) (-0.18) (-0.07) (-0.00) 

ACCOUNT_ICW 0.351 0.439 0.216 0.315 

 
(0.59) (0.79) (0.36) (0.57) 

CORP_ICW -5.098 -4.991 -4.218 -4.189 

 
(-9.89)*** (-10.13) *** (-8.55) *** (-8.92) *** 

ASSETS 1.291 1.203 1.255 1.17 

 
(7.99) *** (7.81) *** (7.56) *** (7.40) *** 

SALES VOLATILITY 1.455 1.293 1.434 1.274 

 
(2.68) ** (2.44) ** (2.55) ** (2.31) ** 

INVENTORY & RECEIVABLE -0.531 -0.798 -0.135 -0.43 

 
(-0.47) (-0.73) (-0.12) (-0.39) 

LOSS 0.396 0.491 0.346 0.44 

 
(0.67) (0.86) (0.56) (0.75) 

ZSCORE 0.006 0.006 0.006 0.006 

 
(0.57) (0.60) (0.50) (0.53) 

Constant 25.68 18.131 26.661 19.033 

 
(9.50) *** (7.04) *** (9.56) *** (7.20) *** 

Adjusted R-Square 0.23 0.22 0.2 0.19 
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Table 2.10 Corporate Governance Quality and Firm Value (without Industry Median Adjustment) 

This table presents the results of a robustness check on the association between measures of governance 

quality and firm value (as specified in H2) by using an unadjusted Tobin’s Q, based on the sample of 450 

firms (Section 2.5.3.4). The governance quality measures (TBDS(A) and BDSC(A)) are constructed based 

on a three-point scale: compliance by adoption equals 2, compliance by explanation equals 1, and non-

compliance or non-disclosure equals 0.  The governance quality measures (TBDS(B) and BDSC(B)) are 

constructed based on a two-point scale: compliance by adoption or explanation equals 1 and non-

compliance or non-disclosure equals 0. Panel A (B) reports the results when the firm value is measured by 

TOBINQ1(2). All variables are defined in Appendix B. Robust t statistics in parentheses are reported 

below coefficients; *, **, and *** indicate significance at the 10, 5, and 1 percent levels, respectively, 

using two-tailed tests. 
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Table 2.10 Panel A  

  (1) (2) (3) (4) 

 

TOBINQ1 TOBINQ1 TOBINQ1 TOBINQ1 

          

TBDS(A) 0.019 

   
 

(1.501) 

   BDSC(A) 

 

0.020 

  
 

 

(1.553) 

  TBDS(B) 

  

0.047* 

 
 

  

(1.792) 

 BDSC(B) 

   

0.049* 

    

(1.807) 

BLOCK -0.170 -0.168 -0.182 -0.179 

 

(-0.904) (-0.894) (-0.966) (-0.951) 

CEO FOUNDER 0.012 0.015 0.018 0.021 

 

(0.060) (0.076) (0.089) (0.103) 

CONCENTRATION INDEX -0.149 -0.148 -0.154 -0.153 

 

(-0.867) (-0.862) (-0.894) (-0.889) 

ASSETS -0.362*** -0.361*** -0.364*** -0.361*** 

 

(-3.149) (-3.203) (-3.216) (-3.261) 

CURRENT ASSETS 2.560*** 2.568*** 2.577*** 2.590*** 

 

(5.007) (4.995) (5.013) (4.996) 

LEVERAGE 1.030** 1.038** 1.036** 1.042** 

 

(2.469) (2.465) (2.489) (2.479) 

GROWTH 0.008 0.008 0.008 0.008 

 

(1.510) (1.499) (1.604) (1.581) 

AGE -0.164 -0.168 -0.175 -0.180 

 

(-1.306) (-1.334) (-1.384) (-1.422) 

LOSS 0.076 0.070 0.087 0.080 

 

(0.493) (0.457) (0.560) (0.516) 

ZSCORE -0.005 -0.005 -0.005 -0.005 

 

(-0.361) (-0.359) (-0.361) (-0.359) 

FINANCE INDUSTRY 0.524* 0.524* 0.517 0.515 

 

(1.672) (1.677) (1.647) (1.648) 

UTILITIESINDUSTRY 0.921* 0.918* 0.923* 0.920* 

 

(1.869) (1.864) (1.872) (1.865) 

NATURAL RESOURCE 1.195*** 1.191*** 1.203*** 1.197*** 

 

(3.753) (3.763) (3.744) (3.757) 

Constant 7.201*** 7.438*** 6.917*** 7.216*** 

 

(3.000) (3.073) (2.950) (3.023) 

Adjusted R-Square 0.267 0.267 0.270 0.270 
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Table 2.10 Panel B 

  (1) (2) (3) (4) 

 

TOBINQ2 TOBINQ2 TOBINQ2 TOBINQ2 

          

TBDS(A) 0.018 

   
 

(1.464) 

   BDSC(A) 

 

0.020 

  
 

 

(1.529) 

  TBDS(B) 

  

0.045* 

 
 

  

(1.731) 

 BDSC(B) 

   

0.047* 

    

(1.757) 

BLOCK -0.178 -0.176 -0.188 -0.186 

 

(-0.956) (-0.946) (-1.016) (-1.002) 

CEO FOUNDER 0.045 0.048 0.050 0.053 

 

(0.231) (0.247) (0.258) (0.273) 

CONCENTRATION INDEX -0.166 -0.165 -0.171 -0.170 

 

(-0.995) (-0.991) (-1.020) (-1.016) 

ASSETS -0.365*** -0.364*** -0.366*** -0.364*** 

 

(-3.232) (-3.292) (-3.301) (-3.351) 

CURRENT ASSETS 2.213*** 2.221*** 2.230*** 2.242*** 

 

(4.377) (4.368) (4.384) (4.371) 

LEVERAGE 0.983** 0.991** 0.988** 0.995** 

 

(2.436) (2.433) (2.455) (2.446) 

GROWTH 0.009* 0.009* 0.009* 0.009* 

 

(1.693) (1.683) (1.795) (1.773) 

AGE -0.197 -0.200 -0.207* -0.213* 

 

(-1.582) (-1.608) (-1.657) (-1.691) 

LOSS 0.064 0.058 0.074 0.067 

 

(0.412) (0.375) (0.477) (0.434) 

ZSCORE -0.002 -0.002 -0.002 -0.002 

 

(-0.167) (-0.164) (-0.165) (-0.164) 

FINANCE INDUSTRY 0.478 0.478 0.470 0.469 

 

(1.584) (1.591) (1.559) (1.561) 

UTILITIES INDUSTRY 0.965** 0.963** 0.968** 0.965** 

 

(2.034) (2.029) (2.036) (2.030) 

NATUAL RESOURCE 1.215*** 1.212*** 1.223*** 1.218*** 

 

(3.936) (3.948) (3.925) (3.940) 

Constant 7.408*** 7.636*** 7.137*** 7.422*** 

 

(3.201) (3.270) (3.157) (3.225) 

Adjusted R-Square 0.255 0.256 0.258 0.258 
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Table 2.11 Corporate Governance Quality and Firm Value (Alternative Control Variables) 

This table presents the results of robustness checks of the association between measures of governance 

quality and firm value with alternative control variables (Section 2.5.3.5). The governance quality 

measures (TBDS(A) and BDSC(A)) are constructed based on a three-point scale: compliance by adoption 

equals 2, compliance by explanation equals 1, and non-compliance or non-disclosure equals 0.  The 

governance quality measures (TBDS(B) and BDSC(B)) are constructed based on a two-point scale: 

compliance by adoption or explanation equals 1 and non-compliance or non-disclosure equals 0. Panel A 

(B) reports the results when the firm value is measured by TOBINQ1(2)-ADJ, firm value with industry 

median adjusted. Panel C (D) reports the results when the firm value is measured by TOBINQ1(2). All 

variables are defined in Appendix B. Robust t statistics in parentheses are reported below coefficients; *, 

**, and *** indicate significance at the 10, 5, and 1 percent levels, respectively, using two-tailed tests. 
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Table 2.11 Panel A: TOBINQ1 adjusted by industry median 

 

(1) (2) (3) (4) 

 

TOBINQ1 

(ADJ) 

TOBINQ1 

(ADJ) 

TOBINQ1 

(ADJ) 

TOBINQ1 

(ADJ) 

TBDS(A) 0.017* 

   
 

(1.934) 

   BDSC(A) 

 

0.018** 

  
 

 

(1.984) 

  TBDS(B) 

  

0.042** 

 
 

  

(2.358) 

 BDSC(B) 

   

0.044** 

    

(2.404) 

BLOCK 0.178 0.181 0.165 0.169 

 

(1.164) (1.179) (1.087) (1.110) 

CEO FOUNDER 0.025 0.027 0.030 0.033 

 

(0.131) (0.143) (0.161) (0.174) 

CONCENTRATION INDEX 0.074 0.075 0.070 0.071 

 

(0.762) (0.770) (0.717) (0.725) 

ASSETS -0.040 -0.037 -0.044 -0.041 

 

(-0.700) (-0.661) (-0.809) (-0.753) 

CURRENT ASSETS 1.905*** 1.914*** 1.916*** 1.929*** 

 

(4.624) (4.621) (4.643) (4.642) 

LEVERAGE 0.672* 0.676* 0.681* 0.685* 

 

(1.808) (1.815) (1.842) (1.849) 

GROWTH 0.012** 0.012** 0.012** 0.012** 

 

(2.160) (2.139) (2.288) (2.260) 

AGE -0.129 -0.133 -0.139 -0.144 

 

(-1.073) (-1.106) (-1.159) (-1.200) 

ROA -2.063*** -2.064*** -2.051*** -2.052*** 

 

(-2.857) (-2.852) (-2.851) (-2.846) 

ROA2005 -0.176 -0.176 -0.179 -0.180 

 

(-1.202) (-1.196) (-1.243) (-1.239) 

INVESTMENT OPPORTUNITY 0.872 0.887 0.826 0.848 

 

(1.288) (1.308) (1.220) (1.248) 

FINANCE INDUSTRY 0.778*** 0.778*** 0.767*** 0.768*** 

 

(2.836) (2.838) (2.826) (2.827) 

UTLIITIES INDUSTRY 0.430* 0.428* 0.430* 0.428* 

 

(1.928) (1.912) (1.947) (1.931) 

NATURAL RESOURCE 0.483** 0.476** 0.498** 0.489** 

 

(2.092) (2.056) (2.159) (2.115) 

Constant -1.898 -1.696 -2.117* -1.869 

 

(-1.630) (-1.471) (-1.808) (-1.622) 

Adjusted R-Square 0.431 0.431 0.433 0.433 
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Table 2. 11 Panel B: TOBINQ2 adjusted by industry median 

 

(1) (2) (3) (4) 

 

TOBINQ2 

(ADJ) 

TOBINQ2 

(ADJ) 

TOBINQ2 

(ADJ) 

TOBINQ2 

(ADJ) 

TBDS(A) 0.017* 

   
 

(1.919) 

   BDSC(A) 

 

0.017** 

  
 

 

(1.973) 

  TBDS(B) 

  

0.041** 

 
 

  

(2.318) 

 BDSC(B) 

   

0.042** 

    

(2.359) 

BLOCK 0.157 0.159 0.145 0.148 

 

(1.022) (1.036) (0.948) (0.969) 

CEO FOUNDER 0.056 0.058 0.061 0.063 

 

(0.301) (0.312) (0.330) (0.342) 

CONCENTRATION INDEX 0.094 0.094 0.089 0.090 

 

(0.951) (0.958) (0.909) (0.917) 

ASSETS -0.047 -0.045 -0.051 -0.048 

 

(-0.881) (-0.843) (-0.992) (-0.935) 

CURRENT ASSETS 1.628*** 1.637*** 1.639*** 1.652*** 

 

(3.955) (3.955) (3.976) (3.977) 

LEVERAGE 0.619* 0.623* 0.627* 0.631* 

 

(1.657) (1.664) (1.686) (1.693) 

GROWTH 0.013** 0.013** 0.013** 0.013** 

 

(2.286) (2.265) (2.412) (2.384) 

AGE -0.165 -0.169 -0.174 -0.179 

 

(-1.374) (-1.406) (-1.458) (-1.497) 

ROA -1.950*** -1.951*** -1.939*** -1.940*** 

 

(-2.802) (-2.797) (-2.793) (-2.790) 

ROA2005 -0.156 -0.157 -0.159 -0.160 

 

(-1.170) (-1.165) (-1.208) (-1.205) 

INVESTMENT OPPORTUNITY 0.987 1.002 0.944 0.965 

 

(1.446) (1.463) (1.383) (1.410) 

FINANCE INUDSTRY 0.614** 0.614** 0.603** 0.604** 

 

(2.278) (2.279) (2.263) (2.263) 

UTLIITIES INDUSTRY 0.361 0.359 0.360 0.358 

 

(1.624) (1.609) (1.639) (1.623) 

NATURAL RESOURCE 0.421* 0.414* 0.435* 0.426* 

 

(1.801) (1.766) (1.862) (1.819) 

Constant -1.629 -1.434 -1.836 -1.598 

 

(-1.397) (-1.248) (-1.563) (-1.387) 

Adjusted R-Square 0.397 0.397 0.400 0.399 

 

  



   

66 

 

Table 2. 11 Panel C: TOBINQ1 without adjustment 

  (1) (2) (3) (4) 

 

TOBINQ1 TOBINQ1 TOBINQ1 TOBINQ1 

          

TBDS(A) 0.016* 

   
 

(1.743) 

   BDSC(A) 

 

0.017* 

  
 

 

(1.848) 

  TBDS(B) 

  

0.039** 

 
 

  

(2.104) 

 BDSC(B) 

   

0.042** 

    

(2.200) 

BLOCK 0.040 0.042 0.028 0.031 

 

(0.261) (0.276) (0.184) (0.203) 

CEO FOUNDER 0.014 0.017 0.019 0.022 

 

(0.074) (0.089) (0.100) (0.116) 

CONCENTRATION INDEX -0.068 -0.067 -0.072 -0.071 

 

(-0.664) (-0.659) (-0.704) (-0.699) 

ASSETS -0.115* -0.114* -0.118** -0.116** 

 

(-1.878) (-1.894) (-2.027) (-2.024) 

CURRENT ASSETS 2.214*** 2.222*** 2.225*** 2.237*** 

 

(5.302) (5.297) (5.311) (5.306) 

LEVERAGE 0.552 0.559 0.559 0.565 

 

(1.510) (1.522) (1.534) (1.546) 

GROWTH 0.009 0.009 0.009 0.009 

 

(1.552) (1.543) (1.637) (1.623) 

AGE -0.132 -0.135 -0.141 -0.146 

 

(-1.102) (-1.130) (-1.185) (-1.222) 

ROA -2.109*** -2.107*** -2.097*** -2.097*** 

 

(-2.904) (-2.899) (-2.898) (-2.895) 

ROA2005 -0.183 -0.184 -0.185 -0.187 

 

(-1.245) (-1.247) (-1.282) (-1.285) 

INVESTMENT OPPORTUNITY 0.156 0.167 0.115 0.132 

 

(0.242) (0.260) (0.178) (0.204) 

FINANCE INDUSTRY 0.546** 0.548** 0.535* 0.537** 

 

(1.985) (1.993) (1.965) (1.970) 

UTLIITIES INDUSTRY 0.554** 0.553** 0.553** 0.552** 

 

(2.410) (2.397) (2.428) (2.413) 

NATURAL RESOURCE 1.014*** 1.010*** 1.027*** 1.021*** 

 

(4.488) (4.464) (4.557) (4.523) 

Constant 2.157* 2.341* 1.959 2.179* 

 

(1.765) (1.929) (1.597) (1.799) 

Adjusted R-Square 0.493 0.494 0.495 0.495 
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Table 2. 11 Panel D: TOBINQ2 without adjustment 

  (1) (2) (3) (4) 

 

TOBINQ2 TOBINQ2 TOBINQ2 TOBINQ2 

          

TBDS(A) 0.016* 

   
 

(1.727) 

   BDSC(A) 

 

0.017* 

  
 

 

(1.848) 

  TBDS(B) 

  

0.037** 

 
 

  

(2.056) 

 BDSC(B) 

   

0.040** 

    

(2.164) 

BLOCK 0.024 0.027 0.013 0.016 

 

(0.160) (0.174) (0.086) (0.104) 

CEO FOUNDER 0.047 0.050 0.052 0.055 

 

(0.257) (0.273) (0.282) (0.298) 

CONCENTRATION INDEX -0.101 -0.101 -0.105 -0.105 

 

(-0.988) (-0.983) (-1.025) (-1.021) 

ASSETS -0.131** -0.130** -0.133** -0.132** 

 

(-2.244) (-2.271) (-2.397) (-2.405) 

CURRENT ASSETS 1.907*** 1.914*** 1.918*** 1.929*** 

 

(4.526) (4.523) (4.539) (4.538) 

LEVERAGE 0.487 0.494 0.493 0.499 

 

(1.310) (1.324) (1.329) (1.342) 

GROWTH 0.010* 0.010* 0.010* 0.010* 

 

(1.657) (1.650) (1.742) (1.729) 

AGE -0.165 -0.168 -0.174 -0.178 

 

(-1.372) (-1.398) (-1.454) (-1.488) 

ROA -2.010*** -2.008*** -2.000*** -1.999*** 

 

(-2.856) (-2.851) (-2.849) (-2.846) 

ROA2005 -0.161 -0.163 -0.164 -0.165 

 

(-1.208) (-1.212) (-1.240) (-1.246) 

INVESTMENT OPPORTUNITY 0.130 0.140 0.091 0.106 

 

(0.200) (0.216) (0.140) (0.164) 

FINANCE INDUSTRY 0.516* 0.518* 0.505* 0.507* 

 

(1.892) (1.902) (1.871) (1.877) 

UTLIITIES INDUSTRY 0.650*** 0.650*** 0.649*** 0.648*** 

 

(2.824) (2.808) (2.844) (2.827) 

NATURAL RESOURCE 1.072*** 1.068*** 1.083*** 1.078*** 

 

(4.677) (4.656) (4.741) (4.709) 

Constant 2.708** 2.885** 2.521** 2.731** 

 

(2.213) (2.383) (2.048) (2.254) 

Adjusted R-Square 0.467 0.468 0.469 0.470 
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Table 2.12 Corporate Governance Quality and Firm Value (Simplified Models) 

This table presents the results of robustness checks of the association between measures of governance 

quality and firm value using a simplified model with only firm size and firm age as control variables 

(Section 2.5.3.6). The governance quality measures (TBDS(A) and BDSC(A)) are constructed based on a 

three-point scale: compliance by adoption equals 2, compliance by explanation equals 1, and non-

compliance or non-disclosure equals 0.  The governance quality measures (TBDS(B) and BDSC(B)) are 

constructed based on a two-point scale: compliance by adoption or explanation equals 1 and non-

compliance or non-disclosure equals 0. Panel A (B) reports the results when the firm value is measured by 

TOBINQ1(2)-ADJ, firm value with industry median adjusted. Panel C (D) reports the results when the 

firm value is measured by TOBINQ1(2). All variables are defined in Appendix B. Robust t statistics in 

parentheses are reported below coefficients; *, **, and *** indicate significance at the 10, 5, and 1 

percent levels, respectively, using two-tailed tests. 
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Table 2.12 Panel A: TOBINQ1 adjusted by industry median (simplified model) 

 

(1) (2) (3) (4) 

 

TOBINQ1(ADJ) TOBINQ1(ADJ) TOBINQ1(ADJ) TOBINQ1(ADJ) 

TBDS(A) 0.016 

   
 

(1.201) 

   BDSC(A) 

 

0.016 

  
 

 

(1.180) 

  TBDS(B) 

  

0.040 

 
 

  

(1.509) 

 BDSC(B) 

   

0.040 

    

(1.441) 

ASSETS -0.374*** -0.371*** -0.379*** -0.375*** 

 

(-2.872) (-2.885) (-2.906) (-2.917) 

AGE -0.145 -0.148 -0.154 -0.158 

 

(-1.146) (-1.166) (-1.206) (-1.230) 

Constant 6.596*** 6.808*** 6.337*** 6.626*** 

 

(3.027) (3.056) (3.020) (3.047) 

Adjusted R-

Square 0.114 0.113 0.117 0.116 

 

Table 2.12 Panel B: TOBINQ2 adjusted by industry median (simplified model) 

 

(1) (2) (3) (4) 

 

TOBINQ2(ADJ) TOBINQ2(ADJ) TOBINQ2(ADJ) TOBINQ2(ADJ) 

     TBDS(A) 0.016 

   
 

(1.210) 

   BDSC(A) 

 

0.016 

  
 

 

(1.197) 

  TBDS(B) 

  

0.039 

 
 

  

(1.497) 

 BDSC(B) 

   

0.039 

    

(1.436) 

ASSETS -0.355*** -0.352*** -0.360*** -0.355*** 

 

(-2.823) (-2.837) (-2.861) (-2.872) 

AGE -0.187 -0.190 -0.196 -0.199 

 

(-1.510) (-1.530) (-1.569) (-1.591) 

Constant 6.305*** 6.513*** 6.057*** 6.338*** 

 

(3.066) (3.086) (3.062) (3.081) 

Adjusted R-

Square 0.110 0.109 0.113 0.112 
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Table 2.12 Panel C: TOBINQ1 without adjustment (simplified model) 

 

(1) (2) (3) (4) 

 

TOBINQ1 TOBINQ1 TOBINQ1 TOBINQ1 

     TBDS(A) 0.011 

   
 

(0.876) 

   BDSC(A) 

 

0.013 

  
 

 

(0.933) 

  TBDS(B) 

  

0.029 

 
 

  

(1.086) 

 BDSC(B) 

   

0.030 

    

(1.089) 

ASSETS -0.465*** -0.465*** -0.468*** -0.467*** 

 

(-3.590) (-3.640) (-3.598) (-3.646) 

AGE -0.171 -0.172 -0.177 -0.180 

 

(-1.298) (-1.310) (-1.338) (-1.355) 

Constant 10.385*** 10.525*** 10.200*** 10.394*** 

 

(4.722) (4.697) (4.803) (4.741) 

Adjusted R-

Square 0.168 0.168 0.169 0.169 

 

Table 2.12 Panel D: TOBINQ2 without adjustment (simplified model) 

 

(1) (2) (3) (4) 

 

TOBINQ2 TOBINQ2 TOBINQ2 TOBINQ2 

     TBDS(A) 0.010 

   
 

(0.760) 

   BDSC(A) 

 

0.011 

  
 

 

(0.839) 

  TBDS(B) 

  

0.025 

 
 

  

(0.951) 

 BDSC(B) 

   

0.027 

    

(0.977) 

ASSETS -0.441*** -0.442*** -0.445*** -0.444*** 

 

(-3.515) (-3.574) (-3.532) (-3.586) 

AGE -0.224* -0.225* -0.230* -0.232* 

 

(-1.722) (-1.731) (-1.752) (-1.766) 

Constant 9.983*** 10.097*** 9.819*** 9.980*** 

 

(4.768) (4.719) (4.856) (4.772) 

Adjusted R-

Square 0.162 0.163 0.164 0.164 
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Table 2.13 Corporate Governance Quality and Firm Value (Lagged Tobin’s Q) 

This table presents the results of robustness checks of the association between measures of governance 

quality and firm value to address the potential issue with endogeneity. I modify the model in Table 5 by 

including the lagged Tobin’s Q (Section 2.5.3.7). The governance quality measures (TBDS(A) and 

BDSC(A)) are constructed based on a three-point scale: compliance by explanation equals 2, compliance 

by adoption equals 1, and non-compliance or non-disclosure equals 0.  The governance quality measures 

(TBDS(B) and BDSC(B)) are constructed based on a two-point scale: compliance by adoption or 

explanation equals 1 and non-compliance or non-disclosure equals 0. Panel A (B) reports the results when 

the firm value is measured by TOBINQ1(2)-ADJ, firm value with industry median adjusted. Panel C (D) 

reports the results when the firm value is measured by TOBINQ1(2). All variables are defined in 

Appendix B. Robust t statistics in parentheses are reported below coefficients; *, **, and *** indicate 

significance at the 10, 5, and 1 percent levels, respectively, using two-tailed tests. 
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Table 2.13 Panel A 

 

(1) (2) (3) (4) 

 

TOBINQ1 

(ADJ) 

TOBINQ1 

(ADJ) 

TOBINQ1 

(ADJ) 

TOBINQ1 

(ADJ) 

TBDS(A) 0.010 

   
 

(1.636) 

   BDSC(A) 

 

0.009 

  
 

 

(1.632) 

  TBDS(B) 

  

0.022* 

 
 

  

(1.705) 

 BDSC(B) 

   

0.021* 

    

(1.721) 

TOBINQ1-ADJ (t-1) 0.549*** 0.549*** 0.548*** 0.547*** 

 

(4.368) (4.355) (4.358) (4.343) 

BLOCK -0.141 -0.140 -0.145 -0.144 

 

(-1.183) (-1.180) (-1.207) (-1.202) 

CEO FOUNDER -0.012 -0.012 -0.013 -0.013 

 

(-0.128) (-0.128) (-0.138) (-0.135) 

CONCENTRATION INDEX 0.050 0.051 0.049 0.050 

 

(0.688) (0.705) (0.666) (0.680) 

ASSETS -0.068 -0.065 -0.067 -0.064 

 

(-1.418) (-1.407) (-1.448) (-1.443) 

CURRENT ASSETS 0.785*** 0.790*** 0.796*** 0.802*** 

 

(2.964) (2.974) (3.005) (3.016) 

LEVERAGE 0.084 0.085 0.082 0.085 

 

(0.168) (0.171) (0.165) (0.169) 

GROWTH 0.007 0.007 0.007 0.007 

 

(1.446) (1.452) (1.440) (1.443) 

AGE -0.033 -0.036 -0.039 -0.042 

 

(-0.386) (-0.421) (-0.454) (-0.488) 

LOSS 0.121 0.120 0.127 0.124 

 

(0.884) (0.875) (0.916) (0.898) 

ZSCORE 0.007* 0.007* 0.007* 0.007* 

 

(1.725) (1.744) (1.733) (1.749) 

FINANCE INDUSTRY 0.082 0.079 0.077 0.074 

 

(0.780) (0.758) (0.725) (0.710) 

UTLIITIES INDUSTRY 0.214 0.209 0.212 0.208 

 

(1.185) (1.162) (1.177) (1.156) 

NATURAL RESOURCE 0.082 0.076 0.082 0.077 

 

(0.629) (0.577) (0.614) (0.572) 

Constant -0.003 0.117 -0.121 0.016 

 

(-0.004) (0.140) (-0.148) (0.020) 

Adjusted R-Square 0.480 0.480 0.481 0.481 
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Table 2.13 Panel B 

  (1) (2) (3) (4) 

 

TOBINQ2 

(ADJ) 

TOBINQ2 

(ADJ) 

TOBINQ2 

(ADJ) 

TOBINQ2 

(ADJ) 

TBDS(A) 0.008 

   
 

(1.336) 

   BDSC(A) 

 

0.007 

  
 

 

(1.290) 

  TBDS(B) 

  

0.017 

 
 

  

(1.383) 

 BDSC(B) 

   

0.016 

    

(1.353) 

TOBINQ2-ADJ (t-1) 0.563*** 0.562*** 0.561*** 0.561*** 

 

(4.519) (4.510) (4.510) (4.501) 

BLOCK -0.152 -0.152 -0.156 -0.155 

 

(-1.334) (-1.332) (-1.349) (-1.346) 

CEO FOUNDER 0.021 0.021 0.020 0.020 

 

(0.225) (0.222) (0.219) (0.218) 

CONCENTRATION INDEX 0.072 0.074 0.071 0.073 

 

(0.990) (1.003) (0.971) (0.982) 

ASSETS -0.061 -0.058 -0.060 -0.057 

 

(-1.340) (-1.324) (-1.369) (-1.358) 

CURRENT ASSETS 0.625** 0.629** 0.633** 0.637** 

 

(2.368) (2.373) (2.393) (2.398) 

LEVERAGE 0.083 0.084 0.082 0.083 

 

(0.167) (0.167) (0.164) (0.165) 

GROWTH 0.006 0.006 0.006 0.006 

 

(1.416) (1.421) (1.412) (1.415) 

AGE -0.050 -0.053 -0.055 -0.057 

 

(-0.585) (-0.614) (-0.639) (-0.664) 

LOSS 0.088 0.087 0.092 0.090 

 

(0.637) (0.634) (0.663) (0.651) 

ZSCORE 0.008* 0.008* 0.008* 0.008* 

 

(1.903) (1.920) (1.911) (1.925) 

FINANCE INDUSTRY -0.010 -0.014 -0.015 -0.018 

 

(-0.090) (-0.131) (-0.134) (-0.164) 

UTLIITIES INDUSTRY 0.146 0.142 0.145 0.141 

 

(0.796) (0.774) (0.789) (0.770) 

NATURAL RESOURCE 0.056 0.050 0.055 0.050 

 

(0.436) (0.386) (0.425) (0.383) 

Constant -0.012 0.082 -0.103 0.008 

 

(-0.016) (0.104) (-0.132) (0.010) 

Adjusted R-Square 0.495 0.494 0.495 0.495 
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Table 2.13 Panel C 

 

(1) (2) (3) (4) 

 

TOBINQ1 TOBINQ1 TOBINQ1 TOBINQ1 

TBDS(A) 0.008 

   
 

(1.410) 

   BDSC(A) 

 

0.008 

  
 

 

(1.454) 

  TBDS(B) 

  

0.018 

 
 

  

(1.430) 

 BDSC(B) 

   

0.019 

    

(1.483) 

TOBINQ1(t-1) 0.550*** 0.549*** 0.549*** 0.548*** 

 

(4.692) (4.679) (4.682) (4.668) 

BLOCK -0.183 -0.183 -0.187 -0.187 

 

(-1.613) (-1.611) (-1.628) (-1.627) 

CEO FOUNDER -0.013 -0.013 -0.014 -0.014 

 

(-0.133) (-0.130) (-0.143) (-0.139) 

CONCENTRATION INDEX -0.051 -0.050 -0.052 -0.051 

 

(-0.694) (-0.674) (-0.703) (-0.685) 

ASSETS -0.088* -0.085* -0.086* -0.084** 

 

(-1.892) (-1.944) (-1.935) (-1.987) 

CURRENT ASSETS 0.991*** 0.997*** 1.001*** 1.007*** 

 

(3.607) (3.614) (3.632) (3.639) 

LEVERAGE 0.020 0.022 0.017 0.020 

 

(0.040) (0.045) (0.035) (0.041) 

GROWTH 0.005 0.005 0.005 0.005 

 

(1.089) (1.094) (1.087) (1.088) 

AGE -0.029 -0.031 -0.034 -0.036 

 

(-0.332) (-0.360) (-0.392) (-0.420) 

LOSS 0.241** 0.239** 0.246** 0.244** 

 

(2.014) (2.008) (2.046) (2.032) 

ZSCORE 0.008* 0.008* 0.008* 0.008* 

 

(1.926) (1.944) (1.936) (1.950) 

FINANCE INDUSTRY 0.042 0.040 0.036 0.035 

 

(0.341) (0.327) (0.294) (0.285) 

UTLIITIES INDUSTRY 0.311* 0.308* 0.309* 0.307* 

 

(1.735) (1.719) (1.723) (1.709) 

NATUAL RESOURCE 0.137 0.134 0.137 0.134 

 

(0.875) (0.847) (0.856) (0.834) 

Constant 1.709** 1.814** 1.615** 1.731** 

 

(2.446) (2.564) (2.321) (2.469) 

Adjusted R-Square 0.548 0.547 0.548 0.548 
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Table 2.13 Panel D 

  (1) (2) (3) (4) 

 

TOBINQ2 TOBINQ2 TOBINQ2 TOBINQ2 

TBDS(A) 0.007 

   
 

(1.164) 

   BDSC(A) 

 

0.007 

  
 

 

(1.191) 

  TBDS(B) 

  

0.015 

 
 

  

(1.176) 

 BDSC(B) 

   

0.015 

    

(1.211) 

TOBINQ2 (t-1) 0.560*** 0.560*** 0.560*** 0.559*** 

 

(4.864) (4.855) (4.855) (4.845) 

BLOCK -0.187* -0.187* -0.190* -0.190* 

 

(-1.680) (-1.679) (-1.688) (-1.688) 

CEO FOUNDER 0.014 0.014 0.013 0.013 

 

(0.140) (0.142) (0.133) (0.136) 

CONCENTRATION INDEX -0.064 -0.064 -0.065 -0.064 

 

(-0.886) (-0.866) (-0.891) (-0.873) 

ASSETS -0.085* -0.083* -0.083* -0.082** 

 

(-1.891) (-1.949) (-1.937) (-1.996) 

CURRENT ASSETS 0.818*** 0.822*** 0.825*** 0.830*** 

 

(3.031) (3.036) (3.048) (3.052) 

LEVERAGE 0.000 0.002 -0.001 0.001 

 

(0.001) (0.004) (-0.003) (0.002) 

GROWTH 0.005 0.005 0.005 0.005 

 

(1.064) (1.067) (1.062) (1.063) 

AGE -0.040 -0.042 -0.044 -0.046 

 

(-0.468) (-0.492) (-0.517) (-0.540) 

LOSS 0.223* 0.222* 0.227* 0.225* 

 

(1.893) (1.889) (1.918) (1.908) 

ZSCORE 0.009** 0.009** 0.009** 0.009** 

 

(2.133) (2.148) (2.143) (2.154) 

FINANCE INDUSTRY 0.017 0.015 0.013 0.011 

 

(0.142) (0.126) (0.104) (0.094) 

UTLIITIES INDUSTRY 0.331* 0.328* 0.330* 0.327* 

 

(1.868) (1.854) (1.857) (1.844) 

NATURAL RESOURCE 0.144 0.141 0.144 0.142 

 

(0.926) (0.901) (0.906) (0.886) 

Constant 1.855*** 1.939*** 1.780*** 1.874*** 

 

(2.697) (2.793) (2.596) (2.718) 

Adjusted R-Square 0.562 0.562 0.562 0.562 
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 Auditor-Client Management Negotiation, Corporate Governance, Chapter 3

Accrual Quality, and Audit Fees 

3.1 Introduction   

Auditor-client management (ACM) negotiation is a normal part of the creation of 

financial statements and has material implications for a company’s accounting and disclosure 

choices (Antle & Nalebuff, 1991; Salterio, 2012).
18

 ACM negotiation is necessary, as 

incompleteness and ambiguity in accounting standards (Mason & Gibbins, 1991) often leads to 

legitimate differences of opinion between management and external auditors about how to best 

apply Generally Accepted Accounting Principles (GAAP) (Antle and Nalebuff, 1991). These 

conflicts are resolved through ACM negotiation between an audit partner and a CFO, and the 

accounting issues being addressed are usually significant, complex, and subjective.  

Based on their field studies of CFO-auditor dyads, McCracken, Salterio, and Gibbins 

(hereafter MSG 2008) suggest that there are two different approaches to ACM negotiations: 

proactive and reactive. A proactive relationship is characterized by ongoing consultation 

throughout the reporting year, often as soon as the client management (usually the CFO) 

identifies a potential issue. This approach ensures that the financial statements are of high quality 

and adhere unquestionably to GAAP before transactions are undertaken or disclosures are 

drafted. In contrast, in a reactive relationship the CFO does not actively consult with the audit 

partner regarding appropriate GAAP treatment during the reporting period. Instead, the CFO 

                                                      

18
 Gibbins, McCracken, and Salterio (2007) suggest that the top five issues of concern in ACM negotiation are 

revenue recognition, business combination, extent of disclosure, expenditure capitalization, and write-down. These 

are key issues that trigger problematic earnings quality. A survey by Nelson, Elliot, and Tarpley (2003), using data 

collected in the late 1990s, shows that these top five issues represent 84 percent of the audit adjustments intended to 

constrain earnings management. Similarly, the General Accounting Office (GAO 2002) reports that these top five 

issues are the cause of 85 percent of restatements between 1997 and 2002. 
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waits until the year-end, or even later, to tell the auditor about an issue; in some cases, the CFO 

may not even alert the auditor to a potential problem. A reactive CFO may actively contest any 

proposed audit adjustment or challenge the legitimacy of the auditor’s suggestions. This type of 

reactive approach is common among CFOs who are strongly committed to their positions. In a 

reactive ACM relationship, the auditor is typically charged with the responsibility of ensuring 

minimal compliance to achieve technically correct GAAP, rather than ensuring the quality or 

appropriateness of the accounting or disclosure. The overall result of the reactive ACM 

relationship is that audit partners may not identify problematic issues until late in the audit. 

Until now, archival evidence of the important and seemingly straightforward association 

between ACM negotiation and both corporate governance and financial reporting has been 

absent, even though ACM negotiation is “a regular if not routine part of producing the client’s 

financial statements” (Salterio, 2012, p.259). It has been often claimed that ACM negotiation 

cannot be studied using archival data because of the “unobservability” of the negotiations 

(Salterio, 2012); certainly the use of archival data has been limited by the lack of a reliable 

empirical measure of ACM negotiation that can be easily constructed using observable archival 

data.   

Drawing on the insights of field and survey studies, I construct a new measure called the 

“abnormal” audit report lag (AB-ARL). This variable is a proxy for the extent of reactivity or 

proactivity in an ACM relationship. I posit that if a reactive ACM relationship results in a more 

difficult and lengthy negotiation than a proactive ACM relationship, then an abnormally long 

audit report lag will signal a more reactive ACM relationship. This variable allows me to 

empirically examine the associations between ACM negotiation and corporate governance, 

accrual quality and audit fees using archival data from a broad sample of public companies. 
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I test three hypotheses in this study. First, I predict that better governed firms have more 

proactive ACM relationships (shorter audit report lags), as the two parties in an ACM 

negotiation will have a stronger accountability relationship with the board of directors and its 

audit committee. Second, a more reactive ACM relationship (longer AB-ARL) is likely to be 

associated with lower accrual quality, as the goal of the negotiation in a more reactive 

relationship is minimal compliance with technically correct GAAP, rather than maximizing the 

quality or appropriateness of the accounting. Third, a more reactive ACM relationship (longer 

AB-ARL) is also likely to be associated with higher audit fees, as a lack of open and candid 

communication can result in greater information asymmetry and an increase in audit risk, leading 

to higher audit fees for more reactive firms. I expect this to be true, even though the audit fees 

are sticky in the short run, and the pattern of an auditor-CFO relationship tends to be the same 

over time (MSG 2008).
19

 

Consistent with my predictions, in a sample of 475 Canadian public companies in 2006, I 

find a significantly negative association between the length of the audit report lag and the 

corporate governance effectiveness, indicating that the accountability power of a board and its 

audit committee efficiently promote a more proactive relationship between an auditor and a 

CFO. Moreover, I find a significantly negative association between AB-ARL and accrual quality 

and a significantly positive association between AB-ARL and audit fees. These findings suggest 

that a more proactive ACM relationship is associated with lower information asymmetry 

between auditors and their clients, and higher audit efficiency in terms of constraining 

                                                      

19
 The audit fee literature suggests that a change in audit fee is likely to be triggered by a change in audit complexity 

(Simunic, 1980; Hackenbrack & Knechel, 1997), change in competition in the market for audit services (Maher, 

Tiessen, Colson, and Broman 1992), or change in the legal regime (e.g., the cross-listing fee premium documented 

by Choi, Kim, Liu, and Simunic [2009]). The complexity of an audit depends on its innate characteristics (e.g., firm 

size) that are likely to remain stable in the short term. The changes in the competition for audit services and legal 

regime are not applicable to my research setting and sample periods.   
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opportunistic financial reporting practices. Interestingly, such enhanced audit quality is achieved 

without incurring higher audit fees to the companies.  

Furthermore, the unique evolutionary regulation change in Canada on internal control 

over financial reporting (ICOFR) provides a natural experiment to for the examination of 

whether the strength of the associations discussed above varies with the rigorousness of the 

ICOFR disclosure regulation. In 2008, a more rigorous regulation of the certification on ICOFR 

was introduced in Canada, moving from assessing ICOFR “design” effectiveness alone in 2006 

to assessing and certifying ICOFR “design and implementation” effectiveness. Using a sample of 

585 Canadian public companies from 2009, I document that the associations between ACM 

negotiation and both corporate governance and audit fee remain significant after the regulatory 

change, but the association between ACM relationship and accrual quality disappears, possibly 

because of the significant drop in the magnitude and variance of discretionary accruals and the 

change in the mix between accrual-based earnings management and real earnings management 

after the enactment of 2006 regulation on ICOFR. Overall, my findings suggest that corporate 

governance effectiveness affects the type of ACM relationships through an accountability 

mechanism. In turn, the extent of proactivity or reactivity in an ACM relationship not only has an 

impact on the quality of information flowing into capital markets, it is also being priced by 

auditors and is reflected in their fees. 

These empirical findings are consistent with previous studies of the relationship between 

accountability and negotiation (Ben-Yoav & Pruitt, 1984; Kramer, Pommerenke, & Newton, 

1993), ACM negotiation models (Antle & Nalebuff, 1991; Gibbins, Salterio, & Webb, 2001, 

hereafter GSW 2001), and field studies (e.g., MSG 2008). My results remain robust when 

submitted to a battery of additional tests, including (1) a seemingly unrelated regression (SUR) 
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technique; (2) alternative measures of corporate governance effectiveness, accrual quality, and 

internal control weakness; (3) seven different models of the audit report lag determinants used to 

construct AB-ARL(1-7); (4) two different models of the determinants of audit fees; (5) alternative 

model specifications for accrual quality determinants model (e.g., a Tobit model and logistic 

transformation of the dependent variable); (6) exclusion of extremely late filers (more than 30 

days later after the statutory filing deadlines; and (7) rank transformation of ARL and AB-ARL(1-

7).  

My findings have important implications for researchers, practitioners, and regulators. 

First, my study adds to the debate over the influence of boards of directors and their audit 

committees on the financial reporting process by addressing the discrepancy between the beliefs 

of regulators and the observations made by participants in field studies of ACM negotiation. 

Specifically, regulators have been promoting strong boards, particularly their audit committees, 

as a means of enhancing earnings quality; for example, developing “best practice” guidelines for 

boards such as the CSA Multilateral Instrument (hereafter MI), MI 58-101 (CSA, 2004a), and for 

audit committees, MI 52-110 (CSA, 2004c). In contrast, CFOs and external auditors claim that 

audit committees are generally peripheral to financial reporting, as audit committees have little 

active involvement in resolving contentious issues in ACM negotiations. The former notion is 

based on the supposition that a stronger board and its audit committee, as the joint superior of 

both the CFO and the auditor, can impose higher accountability. In the context of an ACM 

negotiation, a higher accountability due to higher corporate governance efficiency will manifest 

itself in the promotion of a more proactive ACM relationship. My findings support the notion 

that a board and its audit committee have an effect on the processes and outcomes of an ACM 

negotiation through the power of accountability, even if they are not directly involved  in 
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resolving contentious issues in the ACM negotiation, as reported in the field and experimental 

studies (McCracken et al. 2008; Gibbins et al. 2005; Cohen et al. 2002, 2010).  

A second contribution of this study is the development of a method that allows archival 

researchers to examine the influence of ACM negotiation on financial reporting. The congruency 

and consistency of my findings extend the knowledge gained from analytical and behavioral 

models and from field and experimental studies. My study confirms the existence of a significant 

association between ACM relationships and both corporate governance and financial reporting in 

a broad population of real-world public companies. Of equal importance, my study lends support 

to the use of AB-ARL as a proxy for the extent of reactivity or proactivity in an ACM 

relationship. By establishing the construct validity of AB-ARL, this study creates opportunities 

for archival researchers to play a role in investigating the negotiation and production of financial 

reports.  

Furthermore, my study indicates that archival researchers need to take ACM relationships 

into account in their studies of the determinants of audit quality and earnings quality; otherwise, 

this omitted, correlated variable could render their findings unreliable. The validity of this 

concern is demonstrated by a joint consideration of the analytical models DeAngelo (1981) and 

Antle and Nalebuff (1991). Without taking into account ACM relationships, DeAngelo suggests 

that ultimate audit quality is jointly determined by the auditor’s independence and expertise. 

However, Antle and Nalebuff demonstrate that an auditor may choose a conservative initial 

position to deal with the so-called “auditor’s curse”—an auditor’s adverse selection in response 

to the audit client’s information advantage in terms of the state of financial affairs.
20

 However, 

                                                      

20
 Antle and Nalebuff (1991, p. 32) explain that “[i]f the client has better knowledge of the state of financial affairs 

than does the auditor, the client can take advantage of an auditor’s mistakes. Clients who seek larger current income 

reports will protest any understatements and work to correct these “mistakes” in extended audit procedures, while 
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when auditing contracts are designed to maximize joint auditor-client surplus, an auditor’s initial 

conservatism usually fades or even disappears after the joint production of the financial reports. 

A concurrent consideration of these two analytical models (Antle & Nalebuff, 1991; DeAngelo, 

1981) suggests that whether the audit quality initially determined by an auditor’s independence 

and expertise is ultimately realized in the joint production of financial statements is dependent on 

the extent of reactivity or proactivity in an ACM relationship. My empirical results highlight the 

importance of this concern. Specifically, the inclusion of AB-ARL in the models of accrual 

quality determinants and audit fee determinants affects the magnitude and significance level of 

the other known determinants.  

From a practitioner’s perspective, my findings suggest that an audit client can improve a 

company’s audit quality and earnings quality simply by taking a more proactive approach in 

ACM negotiations. This can be achieved without incurring additional economic costs as the 

ACM relationship is almost completely under the client’s control. This feature differentiates the 

ACM relationship from a firm’s innate characteristics (e.g., operation cycle and volatility of sales 

and cash flows) and from exogenous factors (e.g., industry membership, accounting standards, 

and economic forces) that businesses and stakeholders can do little about except understand and 

acknowledge when making financial reporting decisions (Dichev, Graham, Harvey, & Rajgopal, 

2012; Doyle, Ge, & McVay, 2007). In addition, the improvement in the timeliness of financial 

information gained by adopting a more proactive ACM relationship serves the mutual interests 

of auditors and their clients. On one hand, it reduces the auditors’ risk exposure to subsequent 

events after the fiscal year-end. On the other hand, timely filing enhances the value relevance of 

                                                                                                                                                                           

remaining silent about overstatements. The only auditor mistakes left uncorrected are those which result in 

overstatement of income.” 
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information flowing into the capital market and is likely to boost investors’ confidence in capital 

markets and may reduce the cost of capital (Francis, LaFond, Olsson, & Schipper, 2004, 2005). 

From a regulator’s perspective, my results suggest that a more proactive ACM 

relationship could be a way for US regulators to achieve their goal of accelerating year-end 

auditing and financial reporting without the unintended consequences associated with mandatory 

accelerated filings  (Sarbanes Oxley Act of 2002 (hereafter SOX), section 409).
 21

 According to 

Lambert, Jones, and Brazel (2011), the unintended consequences of mandatory accelerated filing 

include decreased earnings quality, insufficient competency of audit staff, and increased audit 

fees due to staff overtime; in some cases, auditors may even resort to the potentially problematic 

approaches of relying more on the client’s internal control or moving more year-end audit 

procedures to interim audits.
22

  

Furthermore, my study shows significant improvement in accrual quality in the Canadian 

context after the enactment of 2006 regulation on ICOFR, even in the midst of the financial 

crisis. This is consistent with Cohen, Dey, and Lys’ (2008) findings of a significant decrease in 

discretionary accruals for three years after the enactment of SOX (2002). Moreover, the 

improvement in accrual quality after the enactment of MI 52-109, the Canadian equivalent of 

SOX (2002), is consistent with the findings by Lu, Richardson, and Salterio (2011), which 

                                                      

21
 SOX 409 authorized the Securities and Exchange Commission (SEC) to mandate accelerated deadlines for filing 

Form 10-Ks (from 90 days to 75 days, and then to 60 days) over a three-year period starting in 2003 (SEC 2002). 

However, the implementation of SOX 409 has been difficult, as indicated by multiple extensions of compliance 

deadlines despite the three-year phase-in approach, and the ultimate revocation of the accelerated filing rules to 

“non-accelerated” filers under the Dodd-Frank Act (2010). The incomplete understanding of the determinants of 

audit report lag can be another reason for the failure of SOX 409, which defines the accelerated filing status solely 

based on the firm size (i.e., market capitalization over US $75 million) and ignores other firm specific characteristics 

that are at least as important as, and maybe more important than, firm size; for example, operating loss, auditor 

change, existence of internal control weakness, and restatement. Such findings have been documented in other 

studies (see Salterio [2012] for a summary of twenty-five published papers on ARL determinants).   
22

 Audit procedures (e.g., receivable confirmation, inventory inspections, and fair value estimates) performed after 

year-end are more reliable than those performed prior to year-end (e.g., interim procedures), and are more effective 

for fraud detection (Arens, Elder, & Beasley, 2010; Hoffman & Zimbelman 2009).  



   

84 

 

establish the credibility of ICOFR disclosure under MI 52-109, even though MI 52-109 (2006) 

requires disclosure and assessment of ICOFR design effectiveness only, and does not mandate 

the assessment of ICOFR implementation effectiveness or the certification by management (as in 

SOX 302 or SOX 404 Part (a)), until the revision of MI 52-109 effective on December 15, 

2008.
23

 Hence, my results support the promotion of MI 52-109 as an alternative approach to 

SOX 404 (Part (b)) for improving the financial reporting quality without the costs associated 

with ICOFR auditing. 

Last but not least, my findings show that the magnitude and statistical significance of the 

association between effectiveness of overall corporate governance and both ACM relationship 

and audit fees increased by at least 100% in 2009 relative to 2006. These findings suggest a 

significant increase in the effectiveness of corporate governance in substance. Specifically, in the 

more recent period, the board and its audit committee play a more important role in promoting a 

proactive ACM relationship and requiring a higher quality of audit—despite the significant drop 

in the compliance with best practice guidelines in form in the midst of the financial crisis. 

Because this evidence emerges during the evolution of Canadian regulations over ICOFR from 

2006 to 2009, it also indicates that the inclusion of assessment of ICOFR implementation 

effectiveness and management certification (required in the 2009 sample) provide incremental 

benefits that the ICOFR design assessment alone does not, as captured in the 2006 sample.  

The remainder of this paper is organized as follows. Section 2 introduces the institutional 

background of the Canadian setting. Section 3 presents a brief literature review and my three 

hypotheses. Section 4 describes the research design (sample selection, measurements of 

                                                      

23
 Please refer to Lu, Richardson, and Salterio (2011, Table 1) for a more thorough comparison of SOX 2002 and 

MI 52-109 and a more detailed description of the evolution of these two regulatory regimes.  
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variables, and empirical models), and Section 5 presents my main results, additional analyses, 

and robustness checks. Finally, in Section 6, I conclude with a brief discussion of the 

implications of these analyses, their limitations, and opportunities for future research. 

3.2 Institutional Background 

Accounting standards and statutory reporting deadlines are two of the most important 

institutional factors influencing the intensity of an ACM negotiation, as they affect both the 

power and motivation of the negotiating parties (GSW, 2001; Salterio, 2012).24 Canadian 

principle-based accounting standards and strict statutory filing deadlines make Canada an 

appropriate setting for a study of ACM negotiations. Moreover, the evolution of Canadian 

regulations for ICOFR in the last decade provides a natural experiment for examining of the 

associations of interest under two distinct regulatory regimes, which differ in the rigorousness of 

their assessment of ICOFR effectiveness. Furthermore, the Canadian “comply or explain” 

corporate governance regime allows companies to tailor their corporate governance practices 

according to “best practice” governance guidelines. This allows me to construct finer measures 

of corporate governance effectiveness to better capture the variation among companies. In this 

section, I provide an overview of these institutional characteristics in the Canadian setting and 

discuss their relevance to my study.  

3.2.1 Canadian Principle-Based Accounting Standards  

Canadian GAAP and the newly adopted IFRS since January 1, 2011 are both principles-

based accounting standards, which are likely to trigger more intense ACM negotiations than the 

US rule-based accounting standards. The over-emphasis on bright-line rules in rule-based 

                                                      

24
 Strong and clear standards buttress the auditor’s position, but also can lead the client to structure transactions to 

comply with the letter but not the meaning of the transaction (Nelson, Elliot, & Tarpley, 2003). Weak or nonexistent 

standards can strengthen an auditor who is willing to base a negotiation on underlying principles or bolster a client’s 

“show me where it says I can’t” style of negotiation (Salterio, 2012). 
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accounting standard regimes (e.g., the US GAAP) can suppress the intensity of ACM negotiation 

by “hardening the financial reporting into a compliance exercise instead of evolving as a means 

to innovate, experiment, and compete for better access to capital” (Dichev, Graham, Harvey, & 

Rajgopal, 2012, p. 47). In addition, the nature of the accounting standards also affects how audit 

firms function. The US CFOs interviewed in the field study by Dichev et al. (2012, p.31-32) 

specifically expressed such concerns: “The big audit firms are not passing authority downstream 

to the regional headquarters or onto the actual auditors like they used to…interpretation of these 

rules in the accounting firms comes from high above now rather than from the field” and 

“[e]arlier you could work with your local accounting firm, your local partner and accomplish 

things. Now pretty much everything goes up to their think tank at national.”   

3.2.2 Canada’s Strict Statutory Reporting Deadline  

Unlike the US Securities and Exchange Commission (SEC), which almost automatically 

grants filing extensions to US-listed companies that file Form 12b-25, Canadian National Policy 

12-203 imposes strict filing deadlines, and late filers face a “cease to trade” order from CSA.
25

 

Such a strict statutory reporting deadline creates a situation that requires a response by a certain 

date, whether or not either party wishes it, triggering a more intense ACM negotiation. In 

addition, year-end time pressure is stronger under Canada’s strict statutory reporting deadlines. 

Time pressure affects both the amount of concessions made and goal setting in negotiations 

(Druckman, 1994), and is likely to increase the tension between the type of ACM relationship 

and the financial reporting process and outcome.  

                                                      

25
 Ninety-seven percent (91%) companies in my 2006 (2009) samples file with 90 days after the fiscal year-end, the 

official filing deadlines according to Canadian National Policy 12-203, One out of eleven extremely late filers with 

audit report lags more than 120 days was subject to cease to trade order by CSA 

(http://www.osc.gov.on.ca/en/19756.htm, retrieved on July 25, 2013).  
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3.2.3 Evolution of Canadian Regulations for ICOFR Effectiveness 

Prior to 2002, neither management nor the auditor of publicly listed companies in North 

America were required to assess, publicly report, or audit the effectiveness of the firm’s ICOFR. 

In the aftermath of Enron, WorldCom, and various other accounting and audit scandals of the 

early 2000s, SOX was enacted as federal law in the United States, with the aim of restoring 

investor confidence in capital markets by regulating the governance of firms and improving the 

accuracy and reliability of the financial information released to investors. Section 302 of SOX 

requires that management “assess” and “certify” the effectiveness of its disclosure controls and 

ICOFR.  

In the spirit of the U.S. SOX 302, the CSA proposed the Multilateral Instrument 52-109 

(MI 52-109) in June 2003. It requires the management of Canadian public companies to assess 

the design of the ICOFR and to self-report the results of the assessment in the Management 

Discussion and Analysis (MD&A) section of their annual reports. Further, the CSA proposed 

that management assess the effectiveness of the implementation of ICOFR, which is similar to 

the certification requirement of SOX 302. However, due to the lack of a national securities 

regulator, the CSA could not obtain the needed unanimous agreement on MI 52-109. As a result, 

a phase-in approach was adopted for regulations related to ICOFR in Canada.  

The first stage extended from June 29, 2006 to December 14, 2008 and featured 

management’s assessment of its internal control system design effectiveness and the self-

reporting of the assessment results in the MD&A. The second stage began on December 15, 2008 

and features an internal control implementation effectiveness assessment and management’s 

certification in the MD&A. These requirements are similar to the requirements of SOX 302 or SOX 

404 (a). The only major differences between the final rule MI 52-109 issued by CSA in 2008 and 

SOX is SOX 404(b)’s requirement for an external audit of these control weakness disclosures.   
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3.2.4  Canadian “Comply or Explain” Governance Regime 

The Canadian governance regime features a regulator-sanctioned “code of best 

governance practices” and requires firms to either “comply” with those practices “or explain” 

how the firm achieved the goal of the underlying principle behind the practice. This “comply or 

explain” regime relies on market forces to shape the company’s approach to the design, evaluation, 

and reporting of its governance structure according to the “best practice” guidelines. It effectively 

reduces the public companies’ compliance costs, investors’ information costs, and regulators’ 

enforcement costs. The “comply or explain” regime can be viewed as a voluntary adopting but 

mandatory disclosing system, because it permits deviation from the norms of best practice but 

compels disclosure in the case of noncompliance (Aguilera & Cuervo-Cazurra, 2004, 2009; 

Haxhi & van Ees, 2010). In Canada, the “Statement of Corporate Governance Practice” in a 

corporate annual report or annual information circular must follow a tabular format to allow easy 

information acquisition from the relevant disclosures (i.e., National Instrument 58-101 

Disclosure of Corporate Governance Practices (CSA, 2004a)). 

Canada’s best practice governance code is based on the TSE (Toronto Stock Exchange)-

commissioned Dey report (1994); it has been subsequently formalized and modified by the CSA 

via MI 58-101 (CSA, 2004a), MI 52-110 (CSA, 2004c), and MI 52-109 (CSA, 2006). Currently, 

the Canadian best practice guideline consists of 17 dimensions of governance practice, including 

the responsibility and composition of a board and its subcommittees (audit, nomination, 

governance, and compensation committees), and the orientation, continuing education and 

assessment of board members, etc.  
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3.3 Literature Review and Hypotheses Development 

Although the notion of the joint production of financial statements through ACM negotiation is 

intuitively appealing, it has taken more than a decade for the concept to be widely accepted in 

auditing standards and textbooks. The publication of the first analytical model (Antle & 

Nalebuff, 1991) and the first behavioral model (GSW, 2001) of ACM negotiation was followed 

by a comprehensive research program of field studies conducted over the last fifteen years using 

in-depth interviews with audit partners (GSW, 2001), CFOs (Gibbins, McCracken, & Salterio 

2007, hereafter GMS, 2007) and, innovatively, auditor-CFO dyads (MSG, 2008). The results of 

these field studies have been bolstered by a series of experimental studies over the past decade 

(e.g., Gibbins, McCracken, & Salterio, 2010; Ng & Tan, 2003; Tan & Trotman, 2010; Trotman, 

Wright, & Wright, 2005). However, the generalizability of these findings to a broad population 

of real-world public companies has always been questioned, given the lack of convergent 

archival evidence. Critics have pointed out the “weaknesses” of field and experimental studies, 

such as potential response bias, limited number of observations, the potential misinterpretation of 

questions by the participants, and a concern that participants’ responses may not accurately 

represent their experiences (Dichev et al., 2012).  

These potential weaknesses are precisely the areas that archival research can address. 

However, it is often claimed that ACM negotiation cannot be studied using archival data because 

of the “unobservability” of the negotiations (Salterio, 2012). To address this problem, archival 

researchers must develop innovative research designs that include a reliable proxy for ACM 

negotiation that can be easily quantified and is based on publicly observable archival data. The 

construct of such a measurement is discussed in detail in Section 4.2.1, and the conceptual link 

between ACM negotiation and this empirical proxy is discussed in the following section. Using 

the new variable as a proxy for the extent of proactivity or reactivity in an ACM relationship, it 
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is possible to empirically examine the association between the types of ACM relationships and 

corporate governance effectiveness, accrual quality, and audit fees. 

3.3.1 Conceptual Link between ACM Relationships and Audit Report Lag (ARL) 

The conceptual link between ACM relationships and audit report lag (ARL) is established 

through the concept of fieldwork lag. According to Knechel and Payne (2001), there are “three 

components of audit report lag: scheduling lag, the time between the fiscal year end and the start 

of field work; fieldwork lag, the lag between the start and completion of field work; and 

reporting lag, the lag between the completions of the fieldwork and the report date (p.145).”   

The fieldwork lag is the time taken to complete the audit substantive tests, including 

evidence accumulation and correspondence between auditor, client, and other independent third 

parties (e.g., clients’ customers, creditors, and attorneys) (Lambert, Jones, & Brazel, 2011). 

ACM negotiations commonly occur during the fieldwork lag in the year-end audit; 64% of CFOs 

interviewed by GMS (2007) report that they resolve contentious issues through ACM 

negotiations during the year-end audit. The start of fieldwork is the earliest possible date for 

ACM negotiation to begin; the last date of fieldwork, usually the audit report date, is the latest 

possible date for resolving contentious issues in the ACM negotiation.
26

 Hence, the fieldwork lag 

represents the largest component of ARL in which the ACM negotiation takes place. 

 Fieldwork lag strongly relates to the proactivity or reactivity of an ACM relationship for 

two reasons. First, MSG (2008) suggest that the open and candid communication in a proactive 

relationship promotes a constructive resolution of matters of concern, resolves potentially 

                                                      

26
 In my two sample periods, 2006 and 2009, auditors usually date their report on the last date of their fieldwork 

(Knechel, Salterio, & Ballou, 2007). Such audit practice is allowed under the regulation of Canadian Auditing 

Standards (CAS) 5751.20; however, the new auditing standard, CAS 700 (effective Dec 15, 2010) requests auditors 

to date their report no earlier than the date when the board of directors and its audit committee accept the 

responsibility for the financial statements. Therefore, any future studies conducted in the sample period after 

December 15, 2010 need to take into account this change in auditing standard in their research design.  
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contentious issues at an early date, and eliminates year-end surprises. Accordingly, the 

proactivity or reactivity of an ACM relationship affects the starting date of the negotiation 

period.  In a more proactive ACM relationship, auditors are more likely to be kept in the loop 

during the fiscal year, and are therefore able to understand the transactions more quickly, identify 

potential issues sooner, and start the negotiation earlier than auditors in a more reactive ACM 

relationship. This results in a shorter pre-negotiation period (the time period between the start of 

fieldwork and the start of ACM negotiation) and thus shortens the audit report lag. This 

connection becomes obvious if we look at a more concrete scenario. Accounting at the margins 

of GAAP, which is likely to be the focus of ACM negotiation, usually results in consultations 

with the audit firm’s Central Research Unit (CRU) at the national or even international level. 

According to Salterio and Koonce (1997), there is an average turnaround time of 10 days 

between the date of inquiry and the date of response. In addition, a significant amount of work is 

involved for the practice office’s auditor to process the precedents received from CRU (Salterio, 

1996) and to determine whether they can be applied to the client’s transaction. Clearly, CRU 

consultation occurring around the fiscal year-end, which is likely to be the case in reactive ACM 

relationships, could result in a longer year-end auditing period. Therefore, the pre-negotiation 

period (the time period between the start of fieldwork and the start of ACM negotiation) is likely 

to be shorter (longer) for a more proactive (reactive) ACM relationship.  

Second, the proactivity or reactivity of an ACM relationship affects the ending date of the 

negotiation period. MSG (2008) suggests that in a more proactive ACM relationship, auditors are 

perceived as “experts” and CFOs are more receptive to audit-related adjustments. Moreover, in a 

more proactive ACM relationship auditors are consulted throughout the reporting period, before 

any major transactions are undertaken; therefore, the likelihood of a year-end surprise is much 
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lower, as is the magnitude of audit-related adjustments. The year-end adjustments that have a 

less material impact on the net income and/or net assets are more likely to be accepted by a CFO 

after a shorter negotiation. Overall, a more proactive ACM relationship is likely to result in a 

shorter negotiation period, i.e., the time between auditors identifying an issue (the start of the 

ACM negotiation) and the time when both parties reach a mutual agreement (the end of the 

negotiation).  

To sum up, the length of the fieldwork lag is equal to the sum of the pre-negotiation 

period and the negotiation period during the year-end audit, both of which are shorter in a 

proactive ACM relationship than in a reactive relationship. Therefore, a more proactive 

(reactive) ACM relationship is likely to be associated with a shorter (longer) fieldwork lag.  

Owing to data constrains, I am unable to partition and investigate the three components 

of ARL separately. However, with the directional link established between the fieldwork and the 

types of ACM relationship, I argue that the length of observable ARL serves as a good proxy for 

the length of the unobservable fieldwork lag. The length of the reporting lag, the third 

component of ARL, is ignorable for the purpose of my study, because in practice the audit report 

is usually dated on the last day of fieldwork (Knechel, Salterio, & Ballou, 2007). Such audit 

practice is required by Canadian Auditing Standards (CAS) 5751.20 and is consistent over my 

two sample periods. 
27

 

Moreover, any noise generated by the unknown start date of fieldwork and the length of 

the scheduling lag should create a bias against finding the predicted associations in my study, as 

unlike the fieldwork lag, the scheduling lag is not related to ACM negotiation and does not 

                                                      

27
 The new auditing standard, CAS 700 (effective Dec 15, 2010) requests auditors to date their report no earlier than 

the date when the board of directors and its audit committee accept the responsibility for the financial statements. 

Therefore, any future studies conducted in the sample period after December 15, 2010 need to take into account this 

change in auditing standard in their research design. 
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constitute a large component of ARL. First, the year-end negotiation is unlikely to occur until an 

auditor identifies a potential issue during fieldwork; hence, scheduling lag is not linked to ACM 

negotiation. Second, the scheduling lag is much smaller than the fieldwork lag because both 

auditors and CFOs prefer to have shorter ARLs. Auditors prefer to have shorter ARLs to reduce 

the audit risk exposure to events occurring after the fiscal year-end (Knechel et al., 2007), and 

will therefore schedule the year-end audit as early as their personnel resources—especially 

partners and mangers—allow (Knechel & Payne, 2001). Shorter ARLs also allow CFOs to have 

the audit reports available for filing when they choose. Timely filing at year-end also boosts 

investors’ confidence in capital markets and reduces the cost of capital because it enhances the 

value relevance of information flowing into the capital market (Francis, LaFond, Olsson, & 

Schipper, 2004, 2005). 

To sum up, I establish the conceptual link between ACM relationship and audit report lag 

through the concept of fieldwork lag. A more proactive (reactive) ACM relationship is likely to 

be associated with a shorter (longer) fieldwork lag. Using the observable ARL to proxy for the 

unobservable fieldwork lag, I posit that a longer (shorter) ARL reflects a more reactive 

(proactive) ACM relationship. Figure 3.1 illustrates the conceptual link discussed above.  

3.3.2 Hypothesis Development 

Previous studies have reached inconsistent conclusions regarding the association between 

ACM negotiation and corporate governance because of their different criteria for evaluating the 

effectiveness of boards and their audit committees in overseeing the financial reporting process. 

Fiolleau, Hoang, and Pomeroy (2013) summarize two prominent approaches used to evaluate the 

effectiveness of oversight by a board and its audit committee: the involvement approach and the 

questioning approach. Typifying the perspective of the “involvement approach,” MSG (2008), 
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GMS (2005) and Cohen, Krishnamoorthy, and Wright (2002, 2010) suggest that, in general, 

audit partners and CFOs do not perceive a board of directors or its audit committee as effective 

arbitrators in contentious ACM negotiations, as they are not actively involved in resolving the 

issues between auditors and CFOs. Many audit committees are not informed of disagreements 

until after they are resolved, or not even informed that a disagreement took place. Typifying the 

perspective of the “questioning approach,” Beasley, Carcello, Hermanson, and Neal (2009), 

Gendron, Bedard, and Gosselin (2004), and Gendron and Bedard (2006) suggest that auditors, 

management, and audit committees all perceive the tendency to raise challenging questions as 

the most important indicator of audit committee effectiveness. Hence, an audit committee may 

be capable of adequately fulfilling its oversight responsibilities by asking challenging questions 

about the information reported by auditors about the discrepancies between the auditors and 

CFOs, even if these questions are asked after the issues are resolved (Fiolleau, Hoang, & 

Pomeroy, 2013). Consistently, Salterio’s (2012) review of the ACM negotiation literature finds 

that the more independent a CFO perceives the audit committee to be, the more likely he or she 

is to compromise with an auditor in the ACM negotiation. 

To reconcile these seemingly conflicting findings and to aid in developing my 

hypotheses, I draw upon accountability theory (Gibbins & Newton, 1994; Lerner & Tetlock, 

1999). An audit committee is established and is charged with the responsibility and power to 

enforce a strong “control culture” over financial reporting and to ensure the integrity and 

transparency of corporate reporting (e.g., MI 52-110 (CSA, 2004c); SOX 2002).
28

 Due to the 

hierarchical structure and the contractual nature of the relationship, the two parties in an ACM 

                                                      

28
 Specifically, CSA MI 52-110 section 2.3 specifies that “an audit committee must be directly responsible for 

overseeing the work of the external auditor engaged for the purpose of preparing or issuing an auditor’s report or 

performing other audit, review or attest services for the issuer, including the resolution of disagreements between 

management and the external auditor regarding financial reporting.”   
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negotiation—the CFO and audit partners—are accountable to their joint superior, the audit 

committee, and through the committee to the board of directors. Gibbins and Newton (1994) 

define the role of accountability in a public accounting setting as “a relationship, driven by 

social, contractual, hierarchical or other interpersonal factors, between the source (e.g., the 

principal) and the accountable person (e.g., the agent), in which the latter has incentives to 

behave as the former wishes (p.166).” Therefore, holding people accountable can strongly 

influence their behavior and judgment (Gibbins & Newton, 1994). Similarly, Kramer, 

Pommerenke, and Newton (1993) and Ben-Yoav and Pruitt (1984) suggest that accountability 

affects the negotiation process and its outcomes. As the two parties in an ACM negotiation have 

an obvious accountability relationship with the board of directors and its audit committee, the 

power of accountability is likely to influence the ACM negotiation. Crucially, that power does 

not have to be exercised to be effective, as long as the parties subject to it believe it might be 

used.  

Given the above discussion, I argue that an audit committee’s lack of direct involvement 

in an ACM negotiation does not necessarily mean that the audit committee is peripheral to 

financial reporting, as argued by GSM (2007), MSG(2008), and Cohen et al. (2010). Indeed, 

accountability equips the board’s audit committee with the potential power to be an arbiter 

between auditor and client management and to weigh the divergent views of both parties, 

ultimately producing a more balanced and accurate report (Klein, 2002).  

Furthermore, the nature and the strength of the accountability relationship vary depending 

on the party to whom the decision maker is accountable (Gibbins & Newton, 1994; Tetlock, 

1985). Hence, it is important to investigate whether and how the effectiveness of the board and 

its audit committee affects the process of actual ACM negotiations. Empirically, I examine 
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whether the variability in the effectiveness of the board and its audit committee across different 

companies can explain the difference in the extent of proactivity or reactivity of their ACM 

negotiations, as proxied by the length of audit report lags.  

Drawing on the insights of these studies, I assume that a stronger board imposes more 

accountability, which then results in promoting a more proactive ACM relationship. I validate 

this assumption by empirical evidence that when accountability power of a board and its audit 

committee plays a role in the ACM negotiation, there exists a negative association between 

governance effectiveness and the extent of reactivity in the ACM relationship. I propose the 

following hypothesis regarding the relationship between corporate governance and ACM 

negotiation: 

Hypothesis 1. Higher (lower) corporate governance quality is associated with a more 

proactive (reactive) ACM relationship, ceteris paribus.  

Two significant events – the enactment of ICOFR regulation and the financial crisis since 

2008 – occur in my two sample periods and may influence the existence and strength of the 

associations being examined. For my first hypothesis, I expect to find consistent evidence in my 

two sample periods and the association may be even stronger in the 2009 sample than in the 

2006 sample. First, the regulation shift on ICOFR is not likely to have any direct impact on the 

variables of interest or the strength of the association. Second, the board and its audit committee 

are likely to impose higher accountability power over the financial reporting process in the 2009 

sample period than in the 2006 sample period because of the increased expectations of 

shareholders, regulators, and other stakeholders, heightened scrutiny when things go wrong, 

more responsibility for risk management and more focus on the need for fraud prevention during 

the financial crisis (PWC, 2010).  The enhanced role of the board and its audit committee in 

ensuring the accuracy and transparency of financial reporting during the financial crisis is likely 
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to result in stronger tension between the corporate governance and ACM relationship; hence, I 

expect the association between the two to be stronger in 2009 than in 2006.  

My second hypothesis concerns the association between the proactivity and reactivity of 

ACM relationships and accrual quality. MSG (2008) suggest that in a more reactive ACM 

relationship, auditors are less likely to be kept in the loop during the financial reporting period; 

hence, time pressure during the year-end audit is likely to be higher. Moreover, Druckman 

(1994) suggests that time pressure affects the number of concessions made and goal setting in 

negotiations. In general, auditors in experimental studies have been found to stand by their initial 

offer (GSW 2001; Hatfield, Houston, Stefaniak, & Usrey, 2010).
29 

However, Rubin and Brown 

(1975) suggest that this strategy requires sufficient time and that the use of such a strategy often 

decreases as deadline pressure increases. Concessions between negotiators are greater when time 

pressures are higher than when time pressures are lower (Pruitt & Johnson, 1970). Bennett, 

Hatfield, and Stefaniak (2013) provide experimental evidence that time pressures affect both 

auditors and CFOs, but not to the same extent; auditors concede more than CFOs under the 

pressure of a deadline. Furthermore, MSG (2008) provide important insights into the link 

between the different reactions to time pressure associated with the varying extent of proactivity 

or reactivity of ACM relationship and financial reporting outcomes. In a more reactive ACM 

relationship, with strong time pressure, the auditors are likely to concede more and to focus on 

whether the financial reporting outcome achieves minimal compliance with technically correct 

GAAP, rather than to ensure the quality or appropriateness of the accounting treatment. The 

underlying assumption of my second hypothesis is that auditors always prefer to have better 

                                                      

29
 This is consistent with GSW (2001), who find that 32% of negotiated final outcomes are equal to the auditors’ 

initial position, whereas only 4% of such outcomes are equal to the client’s initial position. Hatfield et al. (2010) in 

an experiment find that 76% of auditors will stick to their first offer, making no concessions during the negotiation 

discussions. 
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financial reporting quality because of the reputation costs (Craswell, Francis & Taylor 1995; 

Francis, Reichelt & Wang 2005) and litigation risks (Carcello & Palmrose 1994; Krishnan & 

Krishnan 1997; Palmrose 1988). Hence, I predict that the more the auditors concede in a reactive 

ACM relationship, the lower the accounting quality. My second hypothesis, stated in an 

alternative form, is presented below: 

Hypothesis 2. More reactive (proactive) ACM relationships are associated with lower 

(higher) accrual quality, ceteris paribus.  

The financial crisis since 2008 and the enactment of ICOFR regulation (MI 52-109 2006) 

may both have strong influence over the accrual quality, which may then have significant 

impacts on the strength of the association being examined in my second hypothesis. On one 

hand, the accrual quality may decrease (i.e., a significant increase in discretionary accruals) due 

to the higher pressure to achieve the operational performance in the challenging economic 

environment during the financial crisis. On the other hand, the enactment of ICOFR regulation in 

2006 may lead to lower discretionary accruals, even in the midst of financial crisis. Such 

improvement in accrual quality may represent the genuine improvement of financial reporting 

quality, in substance, as a result of the enhanced regulation over ICOFR. Second, the changes in 

the mix of the earnings management, shifting from accrual-based earnings management to real 

earnings management (e.g., cutting investment in R&D), may result in improved accrual quality 

in appearance, as suggested by studies conducted in the post-SOX era (e.g., Cohen et al., 2008). 

Both effects will manifest themselves as a significant drop in the magnitude of discretionary 

accruals. To sum up, the magnitude of discretionary accrual may increase due to the impact of 

financial crisis since 2008 but may decrease as a result of the enactment of ICOFR regulation 

after 2006. Because of such conflicting directional impacts on discretionary accruals, the net 

impacts on accrual quality are not clear ex ante. 
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My third hypothesis concerns the association between the extent of proactivity and 

reactivity in an ACM relationship and audit fees. MSG (2008) suggest that communication 

between an auditor and client management is more open or candid in a proactive ACM 

relationship than in a reactive ACM relationship. Accordingly, audit partners have a strong 

preference for more proactive ACM relationships. However, regardless of their preference, audit 

partners are usually passively positioned in ACM relationships, which are defined almost solely 

by the CFO’s expectations, and shaped by his or her actions. For example, a CFO can strongly 

influence the audit firm’s choice of an audit partner, although the audit firm is appointed and 

compensated by the audit committee (Fiolleau, Hoang, Jamal, & Sunder, 2013; MSG 2008).30 

Typically, audit partners see ACM negotiation as a part of serving the client rather than as an 

antagonistic process in which they confront the client and attempt to alter the CFO-defined 

relationship in their favor (Kolb and Williams, 2000; Salterio, 2012).  

Without effective strategies to convert a more reactive relationship into a more proactive 

relationship, audit partners are likely to resort to their second-best option—increasing their audit 

fees. A reactive relationship increases information asymmetry between audit partners and client 

management and/or the chance of unanticipated issues arising during year-end auditing. This 

heightens the risk that the auditor will fail to detect a material misstatement (i.e., increases 

detection risk). Audits conducted under such circumstances require more substantive procedures 

and/or more senior-level personnel in the audit team in order to obtain sufficient and appropriate 

                                                      

30
 For example, MSG (2008) document that in four out of seven dyads there was demonstrable complicity in 

responding to the CFO’s wishes. In three of these four cases, an audit partner willingly accepted a reactive 

relationship; they adopted a police officer role instead of being a partner who was attempting to change the 

relationship with the CFO towards a more proactive one. (Two of these replacements were instigated by complaints 

from the CFO, and the third dyad took the more drastic step of putting the audit out to tender.) In the case of the 

fourth dyad, a more reactive audit partner was replaced by a partner with a more proactive, hands-on style, also at 

the request of the CFO. Audit firm management, aware of these two types of ACM relationships, take steps to match 

an audit partner with a like-minded CFO. 
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audit evidence to reduce the audit risk to an acceptably low level. These procedures lead to a 

greater number of audit hours and/or a higher billing rate, and as a result higher audit fees are 

likely to be charged to cover the extended audit effort (Simunic, 1980; CAS 315 [CICA 

Handbook, section 5141]). Moreover, both analytical models and previous empirical studies of 

the production and pricing of audit services (Houston, Peters, & Pratt, 1999; Pratt & Stice, 1994; 

Simunic, 1980; O’Keefe, Simunic, & Stein, 1994) suggest that auditors can usually conduct 

extended audit procedures to reduce the audit risk to tolerable level. For the audit risks that are 

not a clear violation of auditing standards and are within the acceptable level, auditors usually 

charge a premium in their audit fees to price such audit risks, instead of issuing a qualified 

report.
31

  My third hypothesis, stated in an alternative form, is as follows: 

Hypothesis 3. Auditors charge higher (lower) audit fees when there are more reactive 

(proactive) ACM relationships, ceteris paribus.  

Unlike the previous two hypotheses, I do not expect that the financial crisis and the 

enactment of ICOFR regulation (MI 52-109, 2006) influence the strength of the association 

between ACM negotiation and audit fee, because neither event has any direct impact on the 

variables of interest being examined in my third hypothesis.   

3.4 Sample Selection, Variable Measurements, and Empirical Models 

3.4.1 Sample Selection 

My sample consists of Canadian-only public companies and my sample periods are June 

30, 2006–June 29, 2007 (hereafter the 2006 period) and December 15, 2009–December 14, 2010 

(hereafter the 2009 period). The periods correspond to the final two stages of the phase-in 

approach of the Canadian regulation of ICOFR (discussed in detail in Section 3.2.3). The 

                                                      

31
 All companies in my samples receive unqualified audit reports.  
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evolution of regulations between the 2006 period and the 2009 period creates a natural 

experiment for examining the relative magnitude and statistical significance of the associations I 

am interested in. In other words, by comparing the results based on the two sample periods, I can 

draw some inferences about whether design assessment alone (2006 sample) provides most of 

the benefit from the ICOFR disclosure, or whether the inclusion of implementation effectiveness 

assessment and management certification (2009 sample) provides additional benefits.
32

  

My 2006 sample period covers the first year governed by the Canadian Multilateral 

Instrument (MI) 52-109 (CSA, 2005), which became effective in the fiscal year ending 

immediately after June 29, 2006.  My 2009 sample period covers the second year after the 

revision of MI 52-109 (CSA, 2005) into National Instrument (NI) 52-109 (CSA, 2008), which 

required the management of Canadian public companies to assess the effectiveness of their 

implementation of ICOFR and to certify their evaluation of both the design and implementation 

of the ICOFR in the MD&A. The effective date of NI 52-109 is the fiscal year ending 

immediately after December 14, 2008. However, because of the short transition period between 

the date of enactment (October 14, 2008) and the effective date of NI 52-109 (December 15, 

2008), many companies failed to immediately comply with NI 52-109. To eliminate the noise 

and enhance the cross-sectional comparability among my sample firms, I define my second 

sample period as the fiscal year ending between December 15, 2009, and December 14, 2010.
33

 

                                                      

32
 This was a suggested future research topic in Lu, Richardson, and Salterio (2011). 

33
 Following LRS (2011), another study based on the same institutional background, I choose not to allow for a one-

year transition period for MI 52-109 (CSA, 2005) and define the 2006 sample period as the one-year period 

immediately following the effective date of June 29, 2006, because MI 52-109 was announced in October 2005. 

Hence, in my 2006 sample period, companies had at least eight months advance notice of the regulatory change 

under MI 52-109 and they were fully expecting and ready for compliance well in advance of the effective date of MI 

52-109. There was very low uncertainty associated with the passage of MI 52-109 (October 2005), which was not 

the case for NI 52-109 (October 2008). The data collected confirms that most of the companies in my sample 

complied with MI 52-109 in the 2006 sample period.  
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The accounting data are from the COMPUSTAT database. The 2006 (2009) 

COMPUSTAT data file consists of 1,230 (1,380) active firms, of which 826 (890) have mostly 

complete sample data. Any data items for these 826 (890) firms missing from COMPUSTAT are 

hand-collected from the financial statements in regulatory filings. The requirements for three 

years of information for the measures of cash flow volatility and sales volatility, and five years 

of data for the measure of accrual quality, reduce the sample to 597 (718) firms in the sample 

periods of 2006 and 2009.  

I further eliminate 122 (133) firms that are cross-listed in the US because three principal 

differences exist between the cross-listed firms and the Canadian-only public companies. First, 

National Instrument 52-107 (CSA, 2004d) grants exemptions to cross-listed companies, allowing 

them to prepare their financial statements using the US-accepted accounting and auditing 

standards, US GAAP and GAAS. About one-quarter of the Canadian cross-listed companies 

reported in US GAAP in the 2006 and 2009 sample periods. Second, the filing deadlines for the 

US stock exchanges differ from those for the Canadian stock exchanges. All of the TSX-listed 

companies must file in 90 days,
34 whereas companies cross-listed in the US may file their annual 

report within 60, 75, or 90 days after the end of their fiscal year, depending on their 

“accelerated” filer status (SOX 409). Furthermore, they may extend this deadline, if necessary, 

by filing form 12b-25 with the SEC. Finally, the U.S. cross-listing exposes Canadian public 

companies to more powerful market enforcement mechanisms involving regulators, courts, and 

civil litigation (e.g., shareholder class action) as well as a regulatory regime that facilitates 

market discipline mechanisms, such as hostile takeovers (Bushman & Piotroski, 2006; Coffee, 

                                                      

34
 http://www.tmx.com/en/pdf/TSXFilingGuide.pdf (TSX filing guide); 

 http://www.osc.gov.on.ca/documents/en/Companies/filing-calendar-2011.pdf (OSC filing calendar). Both were 

retrieved on October 23, 2011. 

http://www.tmx.com/en/pdf/TSXFilingGuide.pdf
http://www.osc.gov.on.ca/documents/en/Companies/filing-calendar-2011.pdf
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2002; Lang, Raedy, & Yetman, 2003). In summary, these systematic differences in financial 

reporting between the Canadian-only companies and the U.S. cross-listed companies represent 

significant confounding effects. To rule out such noise, I restrict my sample to Canadian-only 

public companies.
35

 

My final 2006 (2009) sample consists of 475 (585) firms. Two hundred and fifty-five 

firms exist in both samples that I call the common sample. To test the association between ACM 

relationships and audit fees posited in H3, I further drop 37 (26) companies that were in their 

first year of working with a new audit firm in 2006 (2009) in order to eliminate the potential 

“low-balling” effect in the first year’s audit fees (DeAngelo, 1981). Table 3.1 summarizes the 

sample selection process discussed above.  

Undergraduate research assistants and I hand-collected the data that are not readily 

available from public databases. These data include the auditor report date, audit fee, the number 

of business or geographic segments, internal control weaknesses, the effectiveness of the board 

and its audit committee based on “best practice” guidelines, the independence of the audit 

committee, the occurrence of restatement, and the financial expertise of the CFO. The publicly 

available data sources used to construct the dataset include annual reports, proxy statements, 

annual information forms, Capital IQ, FP Advisor, Zoominfo, and Yahoo Finance.  

3.4.2 Variable Measurements 

3.4.2.1  Empirical Measures of the Extent of Reactivity or Proactivity in an ACM Relationship 

As discussed in Section 3.3.1, Conceptual link between ACM relationships and audit 

report lag (ARL), a shorter ARL signals a more “proactive” ACM relationship in which the 

burden of year-end negotiation is reduced through ongoing consultation throughout the reporting 

                                                      

35
 I conduct my analysis on the sample of 122 (133) US cross-listed companies in the samples of 2006 and 2009, and 

find no associations among ACM relationship, corporate governance, accrual quality, or audit fees.  
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period.  In contrast, a longer ARL signals a more “reactive” ACM relationship, in which the CFO 

waits until the year-end or even later to tell the auditor about potential problems. One 

straightforward measure for the extent of reactivity or proactivity in an ACM relationship is 

ARL—the number of days between the audit report date and the fiscal year-end date. However, 

ARL is determined by many firm-specific characteristics (e.g., firm size, the number of business 

segments, operational loss, and the indicator variable of Big 4 auditor), which affect not only 

ARL, but also my dependent variables of accrual quality (in H2) and audit fees (in H3). To rule 

out these confounding effects, I construct AB-ARL from the error terms of the models of ARL 

determinants that adjust for these firm-specific factors of report lag. As AB-ARL, by definition, 

captures the portion of ARL that is not explained by the aforementioned co-determinants, it is a 

cleaner measure of the extent of reactivity or proactivity in an ACM relationship. Figure 3.2 

summarizes the empirical relationships between AB-ARL and corporate governance, accrual 

quality and audit fees, as predicted by my three hypotheses.  

I construct AB-ARL (1-7) from the error terms in the Ordinary Least Squares (OLS) 

regressions of the models of the ARL determinants (see Salterio [2012] for a review of twenty-

five published papers in this area). My starting point is Bamber, Bamber, and Schoderbeck’s 

framework (hereafter BBS, 1993). According to BBS’s framework, ARL is jointly determined by 

the extent of audit work required (i.e., auditor business risk and audit complexity) and the 

incentive for timely reporting (i.e., the operational performance of the company). My first model 

is constructed based on BBS’s framework. Operational performance (ZSCORE and LOSS), 

auditor change (AUDITCH), and the existence of a block shareholder with more than 10 percent 

ownership (BLOCK) proxy for auditor business risk; firm size (ASSETS) and the number of 

business segments (BUSINESS SEGMENT) proxy for audit complexity; and an indicator variable 
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for a drop in the earnings per share in the current year compared to the prior year (EPSBAD) 

proxies for the management’s incentive to delay the announcement of an unfavorable result in 

earnings. 

Following Krishnan and Yang (2009) and Tanyi, Raghunandan, and Barua (2010), two of 

the most recent publications using models of ARL determinants, I construct my second model by 

adding another two indicator variables, foreign transactions (FORTRAN) and busy audit season 

(BUSY), to the BBS base model; these indicator variables equal 1 if foreign transactions exist or 

the fiscal year ends in December or January, respectively, and otherwise 0.  

My third model includes another two indicator variables for the existence of material 

weaknesses in ICOFR (ICW) and restatement occurring in the current period but discovered at a 

later date (RESTATE). These are two of the four most important and consistent ARL determinants 

(Salterio, 2012). The other two important and consistent determinants—AUDITCH and LOSS—

are included in all seven of my models of ARL determinants as they are part of the BBS base 

model.  

My fourth model includes two contextual features that are likely to affect the negotiating 

power of both the audit partner and the CFO: the financial expertise of the negotiating parties 

and the independence of the audit committee. First, both auditors (GSW, 2001) and CFOs (GMS, 

2007) perceive that the edge in the negotiation goes to the party with the greatest expertise and 

competence, because the validity of the accounting ideas put forward in an ACM negotiation are 

evaluated based on the perception of the counterparty’s competence. Second, the more 

independent a CFO perceives an audit committee to be, the more likely a CFO is to compromise 

with an auditor (Salterio, 2012). Thus, two empirical proxies for financial expertise are included 

in the fourth model: 1) CFOFE, an indicator variable equaling 1 if a client’s CFO holds any 
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professional accounting designation, such as CA, CMA, CGA or CPA, and otherwise 0; and 2) 

AUDITOR, an indicator variable equaling 1 if the company is audited by a Big 4 audit firm (a 

conventional measure of superior audit quality, e.g., Khurana and Raman [2004]), and otherwise 

0.
36

 I also include in the model an indicator for audit committee independence (equals one if all 

members of audit committee are independent, and zero otherwise), the simplest and most 

common proxy for audit committee effectiveness.  

Models 5-7 differ from model 4 in their measures of the effectiveness of boards and audit 

committees. Specifically, in models 5-7, the indicator variable of audit committee independence 

is replaced with three more sophisticated measures of corporate governance effectiveness that are 

constructed based on the “best practice” guidelines for corporate governance under the Canadian 

“comply-or-explain” regime (discussed in detail in section 4.2.2). Briefly, they are audit 

committee score (9 items, ACSC), board score excluding ACSC (38 items, BDSC), and total 

board score including ACSC (47 items, TBDS).   

In model 5, I replace the indicator variable of audit committee independence with ACSC. 

According to Beasley and Salterio (2001), an audit committee is embedded in a broader 

corporate governance context; a board affects its audit committee’s effectiveness directly by 

choosing the membership of the audit committee and indirectly by its overall control of the 

company’s environment. It is therefore necessary to take into account the overall effectiveness of 

                                                      

36
 I argue that expertise at the firm level serves as a good proxy for expertise at the partner level because of the 

shared resources (e.g., staff and expertise) within the audit office and the audit firm (Salterio, 1996; Salterio & 

Koonce, 1997). The use of Big 4 / non-Big 4 dichotomy to proxy for audit quality is being questioned and 
researchers have developed finer measures for the proxies of audit quality in the office level (Ferguson, Francis, & 

Stokes, 2003; Francis, Reichelt, & Wang, 2005)  and individual audit partner level  (e.g. Chen, Sun, & Wu, 2010). 

However, it is challenging to conduct my study at the office level or the individual audit partner level in a Canadian 

setting. First, in Canada, firms sign audit reports and audit partners are not identified. Due to such data limitation it 

is not possible to measure audit expertise at the individual audit partner level. Second, though conceptually it is 

possible to conduct the analyses at the office level but the vast majority of my sample companies are audited by four 

offices:  Vancouver, Calgary, Montreal and Toronto, with the Toronto office the largest among the four. Given the 

geographically clustered audit market in Canada, conducting the analyses at a local office level adds very little value 

to the analyses based on the national office level (Big 4 vs. non-Big 4).  
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the board when examining the audit committee’s effectiveness. Following Lu, Richardson, and 

Salterio (2011), I further expand my ARL determinants model by including both ACSC and 

BDSC in model 6. Finally, in model 7, I use the comprehensive governance score, TBDS (0-94, 

the sum of ACSC and BDSC) to capture the overall effectiveness of the board. The most 

comprehensive model of ARL determinants is summarized in model 1, in the section on 

empirical models. 

I control for the Fama-French twelve-industry categories in all seven of my ARL 

determinants models in order to capture the unique characteristics of different industries. Figure 

3.3 summarizes the seven models of ARL determinants, in ascending order of 

comprehensiveness, that are used to construct AB-ARL (1-7). 

3.4.2.2 Measure of Corporate Governance Effectiveness 

I analyze 17 Canadian “best practice” guidelines and identify 47 codable items to 

construct the scores for the board and its audit committee. This level of detail allows for finer 

variations in the measures of corporate governance relative to other structural governance 

measures based on size, independence, and expertise (e.g., Dhaliwal, Naiker & Navissi, 2010). I 

code each of the 47 items based on a simple three-point scale. The highest score, 2, indicates the 

firm’s adoption of the best practice. The explanation option is treated as better than 

noncompliance but not as good as outright adoption, and is therefore coded as 1. If a firm states 

that they did not comply with a practice and they did not disclose, then the practice is coded as 0. 

Based on the coding scheme described in Appendix A, I construct the audit committee 

effectiveness ACSC (0-18), board effectiveness BDSC (0-76 board score, excluding audit 

committee scores), and TBDS (0-94, the sum of ACSC and BDSC) to capture the overall 

effectiveness of the board.  
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3.4.2.3 Measure of Accrual Quality  

I take the view that earnings that map more closely onto cash flows are more desirable 

(e.g., Penman, 2001; Harris, Huh, & Fairfield, 2000). I adopt Dechow and Dichev’s (2002) 

model to construct a measure of accrual quality (DDAAQ). To construct this variable I first 

regress the total current accruals on lagged, current, and future cash flows from operations, in 

cross section from t-5 to t for the 2006 and 2009 samples, by year, and by Fama-French twelve-

industry categories. DDAAQ is the average of the absolute value of the residuals from this 

model. 

I choose to use DDAAQ for three reasons. First, among all of the extant measures of 

earnings quality, accrual quality has a more significant effect on the cost of debt and equity 

capital than the six other commonly used measures of earnings attributes, including persistence, 

predictability, smoothness, value relevance, timeliness, and conservatism (Francis, LaFond, 

Olsson, & Schipper, 2004, 2005). Second, an inconsistency between earnings and cash flows is 

the most commonly identified red flag for low earnings quality among the 169 CFOs who were 

interviewed or surveyed by Dichev, Graham, Harvey, and Rajgopal (2012). Third, DDAAQ 

reveals the assumptions and estimates in accrual accounting, which are likely to be the focus of 

ACM negotiation (GMS, 2007). 

3.4.2.4 Measure of Audit Fees  

Following previous studies (summarized and meta-analyzed by Hay, Knechel, and Wong 

[2006]), I use the natural log of total audit fees as a measure of AUDIT FEE. Log transformation 

is a common approach in the audit fee literature because audit fee is a strictly positive variable 

that often has conditional distributions that are heteroskedastic or skewed. Using the log function 
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can mitigate, if not eliminate, both of these problems. In addition, a log value can narrow the 

range of the dependent variable and make the OLS estimates less sensitive to extreme values.  

3.4.3 Empirical Models 

3.4.3.1 Model of audit report lag determinants (H1) 

My first model examines the association between the extent of proactivity or reactivity in 

an ACM negotiation and the effectiveness of the board and its audit committee. The audit report 

lag (ARL), my empirical proxy for the extent of reactivity or proactivity in an ACM relationship, 

is predicted to be negatively related to the board and audit committee scores (ACINDEP, ACSC, 

ACSC & BDSC, and TBDS) after controlling for other known ARL determinants (Salterio, 2012). 

The empirical model to test H1 is summarized in model 1 below. The prediction for H1 is that    

will be negative and significant. The residual from model 1, AB-ARL, is my alternative proxy for 

the extent of reactivity or proactivity in an ACM relationship. GOVSCORE is the placeholder for 

the four different measures of board and audit committee effectiveness (ACINDEP, ACSC, ACSC 

& BDSC, and TBDS). 

                                                      

                                                                        

                                                                   
 

Model (1) includes the empirical proxies for the governance quality, extent of audit work 

and incentives of timely reporting. I predict negative signs for GOVSCORE in H1. The predicted 

sign of ASSETS is unclear ex ante (Ashton, Graul, & Newton, 1989).  Intuitively, larger firm size 

is likely to be associated with larger audit scope, demanding increased time. But this is not 

necessarily true because of the auditors’ flexibility in timing the audit work (e.g., more staff or 

overtime), stronger internal controls, and greater incentives for timely reporting, due to closer 

monitoring by investors, unions, and regulatory agencies, are all factors that may result in earlier 
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reporting by larger companies. Hence, I make no directional prediction for ASSETS. I predict 

positive signs for NUM_ICW and AUDITCH based on the views of the ACM negotiation over 

the contents of the auditor’s report, resulting in longer ARL (Ettredge, Li, & Sun, 2006; Salterio, 

2012; Schwartz and Soo 1996). I predict positive signs for LOSS and RESTATE because these 

two metrics related to the information recognized on the financial statements that would be 

thought likely to indicate that ACM negotiations take place, resulting in longer ARL (Ettredge, 

Li, & Sun, 2006; Masli, Peters, Richardson, & Scanchez, 2010; Salterio, 2012).   

In addition, I make no directional prediction for the indicator variable of Big-4 auditor 

(AUDITOR). On one hand, more resources of big audit firms suggests shorter ARL; on the other 

hand, the larger audit scope may be applied because of the larger audit risk associated with the 

reputation cost and higher audit quality by Big-4 auditors (Krishnan & Yang, 2009). I predict 

positive signs for BUSINESS SEGMENT, FORTRAN and M&A because they are proxies for the 

audit complexity (Bamber et al., 1993; Masli et al., 2010). I also expect positive signs for 

ZSCORE and EPSBAD because the strength of the client’s financial position is related to auditor 

business risk, hence ARL (BBS, 1993). I predict negative sign for BLOCK, as suggested by BBS 

(1993). The argument is that auditor business risk and hence ARL is related to the extent to which 

the client’s shares are widely held. The more widely held the client’s shares, the greater the 

number of individual investors that rely on the client’s financial statements, increasing the 

client’s and the auditor’s exposure to adverse publicity, thereby increasing auditor business risk. 

Previous conflicting results for companies with a December or January year-end (Krishnan & 

Yang, 2009; Knechel & Payne, 2001) preclude a directional prediction for BUSY.  

Lastly, I predict a positive sign for CFOFE. The argument is that the higher self-

perception of their financial expertise, the more difficult it becomes for the CFOs to accept the 
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proposed audit adjustment, resulting in more difficulty and lengthy negotiation. This prediction 

is drawn from the field studies’ findings that both auditors (GSW, 2001) and CFOs (GMS, 2007) 

perceive that the edge in the negotiation goes to the party with the greatest expertise and 

competence, because the validity of the accounting ideas put forward in an ACM negotiation are 

evaluated based on the perception of the counterparty’s competence. 

3.4.3.2 Model of accrual quality determinants (H2) 

My second model is the model of accrual quality determinants. AB-ARL or ARL are 

predicted to be positively related to DDAAQ (inversely related to accrual quality) after 

controlling for the innate characteristics of a firm that are known to affect accrual quality (Doyle, 

Ge, & McVay, 2007; LRS, 2011). The empirical model to test H2 is summarized in model 2 

below. The prediction for H2 is that    will be positive and significant. LAG is a placeholder for 

AB-ARL (1-7) or ARL. BD_SCORE is the placeholder for the four different measures of board 

(BDSC and TBDS).  

                                                            
                                          
                                         
                                                     

 

Model (2) includes the empirical proxies for the proactivity or reactivity of ACM 

relationship (LAG), governance quality (BD_SCORE), and other known determinants of accrual 

quality (e.g., Doyle et al., 2007; Lu et al., 2011). I predict positive signs for LAG in H2, which 

suggests that an abnormally long ARL, reflecting a more reactive ACM relationship, is likely to 

be associated with higher DDAAQ (inversely related to accrual quality). I expect negative signs 

for the BD-SCORE because a stronger board is more able to constrain management’s 

opportunistic reporting behavior (Lu et al, 2011; Luo & Salterio, 2013).  Based on the findings of 

previous studies on the determinants of accrual quality (e.g., Dechow and Dichev 2002; Doyle et 



   

112 

 

al., 2007; Lu et al., 2011), using DDAAQ as a dependent variable, I predict a negative sign for 

ASSETS and positive signs for the other three innate firm variable–LOSS, SALES VOLATILITY, 

and CFO VOLATILITY–the generic volatility of the firm’s operation. According to the findings 

of Lu et al., (2011), I also expect a positive sign for NUM_ICW. Moreover, prior research has 

also identified determinants of material weaknesses in internal control. Specifically, material 

weakness firms tend to be less profitable, smaller, younger, more complex, growing rapidly, or 

undergoing restructuring (e.g., Ashbaugh-Skaife, Collins, & Kinney, 2007; Doyle et al., 2007; 

Ge & McVay, 2005; Krishnan, 2005). As these characteristics may have a direct effect on 

accrual quality, following Doyle et al. (2007) and Lu et al. (2011), I include at least one proxy 

for each of these constructs in my accrual quality determinants and predict positive signs for 

these variables (except a negative sign for ROA): profitability (ROA), the size of the firm 

(ASSETS), the age of the firm (AGE), the complexity of the firm’s operation (BUSINESS 

SEGMENT, FORTRAN, INVENTORY & RECEIVABLE),  rapid growth (GROWTH), and 

restructurings (M&A). Lastly, I include two control variables for audit quality with potential 

direct impact on the accrual quality. I predict a negative sign for the indicator variable of Big 4 

auditor (AUDITOR, better audit quality) and a positive sign for the indicator variable of auditor 

change (AUDITCH, lower audit quality due to the learning curve effect).  

3.4.3.3 Model of accrual quality determinants (H3) 

My third model is the model of audit fee determinants. AB-ARL and ARL are predicted to 

be positively related to audit fees after controlling for the innate characteristics of a firm that are 

known to affect audit fees, as suggested by a meta-analysis of the literature by Hay, Knechel, and 

Wong (2006). The empirical model to test H3 is summarized in model 3. The prediction for H3 

is that    will be positive and significant. 
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Model (3) includes the empirical proxies for the proactivity or reactivity of ACM 

relationship (LAG), governance quality (BD_SCORE), and other known determinants of audit 

fees (e.g., Hay et al., 2006; Simunic, 1980). I predict positive signs for LAG (H3) and expect 

higher audit fee will be charged for longer LAG, reflecting more reactive ACM relationships. I 

predict positive signs for BD-SCORE, because a stronger board is likely to require audit services 

of a higher quality and / or a larger scope (e.g., Abbott, Parker, & Raghunandan, 2003; Carcello, 

Hermanson, Neal, & Riley, 2002). I predict positive signs for audit complexity proxied by 

ASSETS, BUSINESS SEGMENT, GEOGRAPHIC SEGMENT, FORTRAN and M&A (Hay et al., 

2006; Simunic, 1980). I predict positive signs for inherent risks proxied by INVENTORY & 

RECEIVABLE, CURRENT ASSETS and LEVERAGE because specific auditing procedures 

(confirmation and observation) are adopted (e.g., Newton & Ashton, 1989; Simunic, 1980). For 

proxies of profitability, I predict a positive sign for LOSS and a negative sign for ROA because 

client profitability is often considered as another measure of risk; it reflects the extent to which 

the auditor may be exposed to loss in the event that a client is not financially viable (Hay et al., 

2006; Simunic, 1980). For proxies of the client’s operating risk, I predict a negative sign for 

BTM (Lu et al., 2011), and a positive sign for LEVERAGE (Simunic, 1980) for the risk arising 

from the client’s failing.  

In addition, I predict a positive sign for NUM_ICW (Knechel et al., 2007; Lu et al., 2011) 

because the audit process should be sensitive to differences in the internal control over financial 

reporting. I make no directional prediction for BLOCK, widely prevalent in Canadian setting, 

because the existence of a dominant shareholder could indicate either a higher agency cost 
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between majority and minority shareholder (entrenchment effect) or a stronger control 

(alignment effect) (Hay et al., 2006).  

Lastly, I predict positive signs for proxies of auditor attributes—AUDITOR and 

AUTENURE —because of the Big 4 auditor premium (Francis, 1984); a common reason cited 

for clients to change auditors is to obtain a reduced fee (Hay et al., 2006). Specifically, lower 

fees may be due to audit firms intentionally offering services at a discount in order to win new 

business (often referred to as low-balling) or because a new auditor can offer more efficient 

service, justifying a fee reduction (Hay et al.,  2006). 

For models (2) and (3), when LAG is measured by ARL or AB-ARL (1, 2, 3), BD_SCORE 

in model (2) and (3) represents overall board effectiveness (TBDS). When LAG is measured by 

AB-ARL (4, 5), BD_SCORE represents the board effectiveness (BDSC), excluding the audit 

committee effectiveness (ACINDEP and ACSC), which has already been taken into account 

when constructing AB-ARL (4, 5). When LAG is measured by AB-ARL (6, 7), BD_SCORE is 

being excluded from models (2) and (3) because the overall board effectiveness (TBDS) has been 

taken into account when constructing AB-ARL (6, 7).  

Please see Appendix B for the variable definitions and Table 3.5 (Model 1), Table 3.6 

(Model 2), and Table 3.7 (Model 3) for the summary of predicted signs. 

3.5 Descriptive Statistics and Correlation 

Table 3.2 reports the descriptive statistics for all of my variables measured at the end of 

2006 (fiscal year ending between June 30, 2006, and June 29, 2007, inclusively) and 2009 (fiscal 

year ending between December 15, 2009, and December 14, 2010, inclusively). Panel A reports 

descriptive statistics in the full sample. In 2006, ARL ranges from 15 to 190 days with a median 

of 61 days, and in 2009 it ranges from 21 to 154 days with a median of 70 days. Four hundred 



   

115 

 

and fifty-eight out of 475 (534 out of 585) sample companies in 2006 (2009) have audit report 

lags less than 90 days after the fiscal year-end—the official filing deadlines as per the TSX filing 

guidelines.  

Panel B reports descriptive statistics in the common sample. In 2006, ARL ranges from 15 

to 110 days with a median of 60 days, and in 2009 it ranges from 30 to 119 days with a median 

of 62 days. Two hundred and fifty out of 255 (243 out of 255) sample companies in 2006 (2009) 

have audit report lags less than 90 days after the fiscal year-end—the official filing deadlines as 

per the TSX filing guidelines. 

Table 3.3 reports the correlations among variables. Although constructed from seven 

different models (Figure 3.3), AB-ARL (1-7) are all proxies for the same underlying concept—the 

extent of reactivity or proactivity in an ACM relationship. Consistently, the values for AB-ARL 

(1-7) are highly correlated, with correlation coefficients larger than 0.95; the correlation 

coefficients between ARL and AB-ARLs are all above 0.8. The effectiveness of a board and its 

audit committee is negatively associated with ARL, as predicted by H1. In particular, TBDS 

(ACSC) has the strongest (weakest) negative association with ARL. The magnitude of the 

correlation coefficients between the effectiveness of a board and its audit committee and the 

independent variables in the models (1-3)—ARL, DDAAQ, AUDIT FEE—is 30% to 50% higher 

in 2009 than that in 2006. Both ARL and AB-ARL (1-7) are positively correlated with DDAAQ in 

the 2006 sample (Panel A), as predicted by H2, but not correlated in the 2009 sample (Panel B). 

AB-ARL (1-7) are positively associated with AUDIT FEE, as predicted by H3; but ARL is 

negatively correlated with AUDIT FEE. All the above discussions about correlations are 

applicable to both the full sample and the common sample.  
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Table 3.4 reports the results for the analysis of mean and median differences for test 

variables in 2006 and 2009. First, the audit report lag is significantly longer in 2009 than in 

2006: eight days in the full sample and three days in the common sample. Second, the scores of 

board effectiveness and audit committee effectiveness are significantly lower in 2009 than in 

2006; however, the gap is much larger in the full sample than in the common sample. 

Specifically, in the full sample (Panel A), the median of TBDS (BDSC) is 9 (7) lower in 2009 

than that in 2006.  In the common sample (Panel B), the median of TBDS (BDSC) is 1 (2) lower 

in 2009  than that in 2006. Third, the comparison of accrual quality measure, DDAAQ, suggests 

significant improvement in accrual quality between 2009 and 2006. 
37

 Lastly, the mean and 

median of AUDIT FEE is significantly higher in 2009 than in 2006 in the common sample, but 

not in the full sample.  

3.6 Results 

3.6.1 Results—Models of ARL Determinants and the Association between ACM Relationship and 

Corporate Governance (H1) 

Table 3.5 (columns 1-7) reports the results of the OLS regression for the seven models of 

the ARL determinants (summarized in Figure 3.3) from which I derive the residual terms, AB-

ARL (1-7), respectively.
 38

 The results for the common variables are consistent across the seven 

models. Specifically, the results show that larger firms are likely to complete their audits in a 

more timely fashion.
39

 Operational loss, number of internal control weaknesses, auditor change, 

                                                      

37
 I will discuss the change in accrual quality in my two sample periods in detail in the robustness check section 

(section 3.7.3.1). 
38

 To reduce concerns about possible multicollinarity, I check the Variance Inflation Factor (VIF) for each 

multivariate regression. The maximum VIF in all of my models is 2.5; these VIFs indicate that multicollinarity may 

not be a significant concern in in these regressions.  
39

 Such a significant and negative association between firm size (ASSETS) and ARL seems counterintuitive if it is 

thought that increased time is required to audit larger firms. However, such a directional prediction may not be clear 

ex ante because an increase in audit work may not lead to longer audit delays (Ashton, Graul, & Newton, 1989). The 
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number of business segments, and merger and acquisition activities are always associated with a 

longer ARL; these variables have been consistently found to lengthen the audit process in the 

ARL determinants papers surveyed by Salterio (2012).  

Columns 4-7 report the results pertaining to my first hypothesis (H1), which predicts that 

better governed firms are likely to have a more proactive ACM relationship, i.e., a shorter ARL. 

The results suggest that all four measures of boards’ and audit committees’ effectiveness are 

negatively associated with ARL; three out of four are significantly associated with ARL at 5% in 

the 2006 sample and at 1% in the 2009 sample. Moreover, the results shown in columns 5 and 6 

suggest that the significance of the coefficient of ACSC remains directionally correct, but 

statistically weaker after controlling for BDSC.
40

 These observations support the need to take the 

overall effectiveness of boards (TBDS or BDSC) into account when examining audit committee 

effectiveness (ACSC), as suggested by Beasley and Salterio (2001).Therefore, H1 is supported 

and suggests that more effective boards and their audit committee promote more proactive ACM 

relationships.  

3.6.2 Results–Association between ACM Relationship and Accrual Quality (H2) 

           Table 3.6 (Panel A) reports the results for the 2006 sample of the examination of the 

association between the extent of proactivity or reactivity in an ACM relationship, as proxied by 

LAG, and accrual quality (DDAAQ). Consistent with my prediction, after controlling for firm-
                                                                                                                                                                           

auditor’s flexibility in timing the audit work (e.g., more staff or overtime), stronger internal controls, and greater 

incentives for timely reporting, due to closer monitoring by investors, unions, and regulatory agencies, are all factors 

that may result in earlier reporting by larger companies. Indeed, these factors motivated US regulators to define 

accelerated filing status in SOX 409, which mandates “large accelerated filers” (with market capitalization above 

$700 million) to file their Form 10-K within 60 days, “accelerated filers (with market capitalization between $75 

and $700 million) to file their Form 10-K within 75 days, and “non-accelerated filers” (with market capitalization 

below $75 million) to file within 90 days. 
40

 In particular, column 6 in Panel A suggests that in the 2006 sample, after controlling for BDSC in the model, the 

significance level of ACSC becomes insignificant; however, the results in the 2009 sample (column 6, Panel B) 

suggest that after controlling for BDSC in the model, the significance level of ACSC drops, but remains statistically 

significant at 10%. The Vector Inflation Factor (VIF) for the models in column 6 (Table 3.5, Panels A and B) is less 

than 2.1. Hence, multicollinarity does not account for the drop in significance level.   
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specific characteristics that, according to prior studies, have an effect on accrual quality, I find 

that DDAAQ is positively associated with LAG, whether measured by AB-ARL (1-7) or ARL. The 

p-values of the LAG coefficients range from 0.029 to 0.095 for all of the columns in Table 3.6 

(Panel A). The standardized coefficients of these models suggest that AB-ARL is the fifth most 

important explanatory variable for accrual quality, following firm size, return on assets, sales 

volatility, and firm age. AB-ARL is more important than cash flow volatility, number of internal 

control weaknesses, number of business segments, and the indicator variable of Big-4 auditor in 

explaining DDAAQ. I further expand the model by adding a variable to control for board 

effectiveness (TBDS or BDSC), depending how LAG is being measured (discussed in section 

4.3). I do not include a directional prediction because of the conflicting evidence for the 

association between corporate governance (e.g., the board and its audit committee) and accrual 

quality (e.g., Larcker et al., 2007). The results shown in Table 3.6 (Panel B) suggest that the 

positive association between LAG and DDAAQ remains, but becomes slightly weaker, with p-

values ranging 0.045 to 0.098. In addition, TBDS or BDSC is negatively associated with DDAAQ 

at 10% significance in all of the columns. Overall, the results in Table 3.6 suggest that firms with 

more reactive ACM relationships (i.e., larger AB-ARL) have poorer accrual quality (i.e., larger 

DDAAQ).
41

 This finding, based on the 2006 sample, is consistent with the findings in prior 

experimental research, that is, increasing time pressure is associated with behaviors that reduce 

audit quality (e.g., accepting doubtful evidence, truncating sample selections) (McDaniel, 1990; 

Coram, Ng, & Woodliff, 2004). 

 I conduct a similar analysis of the 2009 sample. None of the 2006 results for LAG and 

TBDS documented in Table 3.6 (Panels A and B) remain. Table 3.6 (Panels C and D) reports the 

                                                      

41
 For the sake of brevity, I only report the results when the effectiveness of the board is measured with TBDS. I find 

similar results when I include both ACSC and BDSC in the model instead of TBDS.  
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results for the 2009 sample and shows that the maximum t-statistics of the coefficients of LAG 

are far below 0.7, regardless of whether LAG is measured by ARL or any of AB-ARLs (1-7).  

3.6.3 Results –Association between ACM Relationship and Audit Fees (H3)  

Table 3.7 (Panels A and C) reports the results of the regressions that examine the 

association between the extent of proactivity or reactivity in an ACM relationship and audit fees. 

In the 2006 sample, LAG is positively associated with audit fees as predicted in H3, regardless of 

whether LAG is measured by any of AB-ARL (1-7). In the 2009 sample, only AB-ARL (6 and 7), 

derived from ARL determinant models in which the overall board effectiveness (ACSC & BDSC, 

TBDS) is being controlled, have significantly positive associations with AUDIT FEE.  

I further expand the model by adding a variable to control for board effectiveness (TBDS 

or BDSC), depending how LAG is being measured (discussed in section 3.4.3). I predict a 

positive association between board effectiveness and AUDIT FEE because a stronger board is 

likely to require audit services of a higher quality and / or a larger scope (e.g., Carcello et al., 

2002; Abbott, Parker, & Raghunandan, 2003). I investigate the effects of LAG and BD_SCORES 

separately because the ACM relationships may well be considered as part of the overall 

corporate governance in a broad sense. Panels B and D report the results for the expanded 

models in the samples from 2006 and 2009. After controlling for board effectiveness in the 

models of audit fee determinants, AB-ARL (1-7) has significantly a positive association with 

audit fees in both sample periods.  

The results in Panels A to D highlight the importance of taking into account overall board 

effectiveness in the models of audit fee determinants, no matter whether including board 

effectiveness as a control variable in the models of audit fee determinants, or taking it into 

account when deriving AB-ARL. Otherwise, the potential issue of omitted correlated variables 
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may bias the results. Overall, the results are consistent with my prediction. I find that a more 

reactive (proactive) ACM relationship, proxied by larger (smaller) ARL or AB-ARL, is 

significantly associated with higher (lower) audit fees, after controlling for other known 

determinants of audit fees. All of my control variables have the predicted signs (e.g., Hay et al., 

2006; Carcello et al., 2002). On a relative basis, the standardized coefficients in the expanded 

model suggest that AB-ARL is the eighth most important determinant of audit fees, following 

audit committee/board effectiveness, firm size, number of business segments, number of internal 

control weakness, sum of inventory and receivable, an indicator variable of Big 4 auditor, and 

leverage. In addition, AB-ARL is more important for explaining audit fees than the number of 

geographic segments, book to market ratio, total current assets, the dummies for foreign 

transactions, and operational loss. These results are consistent across AB-ARL (1-7) in both the 

2006 and 2009 samples, as shown in Table 3.7 (Panels B and D, columns 1–7).   

However, the result for the audit fee model with ARL as a dependent variable (Table 3.7, 

column 8) suggests that relative to the coefficients of AB-ARL(1-7), the coefficient of ARL is 

positive but statistically much weaker than those of AB-ARL(1-7); it is significant at 10%  only in 

the 2006 sample when the TBDS is being included in the audit fee determinants model (Panel B, 

column 6), but not significant in the 2006 sample when TBDS is not controlled (Panel A, column 

8) and in the 2009 sample (Panels C, column 8 and Panel D, column 6).
42

 Consistently, the 

correlation matrix (Table 3.3) shows that AUDIT FEE is positively correlated with AB-ARL (1-7) 

but negatively correlated with ARL.
43

 The fact that ARL does not map as strongly as AB-ARL (1-

                                                      

42
 My findings from the models that use ARL as an independent model are consistent with the meta-analysis results 

of Hay et al. (2006); 50% (6 out of 12) of the studies analyzed suggest a positive and significant association between 

audit fee and audit report lag and the remaining 50% report insignificant results.  
43

 The negative correlation between ARL and AUDIT FEE remains even after I drop the extremely late filers (ARL 

longer than 120 days) from my sample. There are 3 (7) companies in my sample 2006 (2009) that are considered 

extremely late filers.  
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7) onto AUDIT FEE suggests that measuring ACM relationships with AB-ARL rather than with 

ARL is a better research design choice. AB-ARL adjusts for the known determinants of ARL and 

is priced in audit fees, whereas, by itself, ARL is not so priced, as the firm specific determinants 

of ARL are also determinants of audit fees. 
44

  

Moreover, the effectiveness of board (TBDS or BDSC) is significantly associated with 

audit fees at 1% in the 2009 sample (Panel D), but the coefficients of TBDS or BDSC is only 

marginally significant at 10-15% in the 2006 sample (Panel B). The significant and positive 

association between audit fee and overall board effectiveness is consistent with previous studies 

(e.g., Abbott et al., 2003; Carcello et al., 2002) that demonstrate that a stronger board and audit 

committee are likely to promote shareholder interests by demanding a higher quality or larger 

scope of audit services.  

Finally, the change in the magnitude of the association between the effectiveness of 

boards and both ARL and AUDIT FEE between the 2006 and 2009 samples reveals a significant 

improvement of board effectiveness in substance over these two sample periods. Specifically, a 

comparison of the significance level of the coefficients of TBDS in Table 3.5 and Table 3.7 

suggests that the magnitude and t-statistics of the coefficient of TBDS in its association with both 

ARL (Table 3.5) and AUDIT FEE (Table 3.7) are significantly higher in 2009 than in 2006, with 

a p-value at 0.01 in 2009 but only 0.05 – 0.10 in 2006.
45

 In addition, the univariate analysis of 

TBDS and BDSC in the 2006 and 2009 samples, shown in Table 3.4, suggests that corporate 

governance in 2009 is weaker than in 2006, in both the full sample and the common sample, 

                                                      

44
 O’Keefe, Simunic and Stein (1994) suggest that audit fee is calculated based on hourly billings not daily billing. A 

mechanical positive association between ARL and audit fees does not necessarily exist. For example, twenty hours 

of audit work may be concentrated in three days, but it may also be spread over three weeks.  
45

 These results from multivariate analysis are consistent with the correlation matrix. In particular, the magnitude of 

the correlation coefficients between the effectiveness of board (TBDS and BDSC) and both ARL and AUDIT FEE are 

30% to 50% higher in 2009 than in 2006. 
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probably due to the financial crisis. Taken together, these findings indicate that despite the drop 

in board effectiveness in form, the effectiveness of corporate governance in substance improves 

from 2006 to 2009, due to the boards’ increasing role in promoting proactive ACM relationships 

(i.e., shorter ARLs) and in requesting higher quality audits (i.e., higher audit fees).  

In summary, the results of the analyses support my three hypotheses, except for the lack 

of significance of the association between ACM relationship and accrual quality in the 2009 

sample. First, better governed firms are likely to have more proactive ACM relationships (i.e., 

shorter audit report lags). Second, a more reactive (proactive) ACM relationship is associated 

with lower (higher) accrual quality. Third, auditors charge higher audit fees to compensate 

themselves for increased audit risk and for having to engage in a more reactive ACM 

relationship.  

3.7 Additional Analysis and Robustness Checks 

First, to check if my results in my three hypotheses are sensitive to sample composition, I 

replicate all my analyses in a common sample of companies that exist in both the 2006 sample 

and the 2009 sample. In addition, I check if my results on the associations between ACM 

negotiation and both corporate governance (H1) and accrual quality (H2) remain, if I conduct 

analyses on a sample without an auditor change, as I test the association between ACM 

relationship and audit fees.  Moreover, to rule out the possibility of outliers, I replicate my 

analysis without the extremely late filers who file their reports 30 days after the statutory filing 

deadlines. Second, I check if my results in my three hypotheses are robust for alternative 

specifications of two important variables: 1) rank transformation of AB-ARL; and 2) indicator 

variables of the existence of internal control weakness at account - level or firm - level.  
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Third, in addition to the above robustness checks for all three of my hypotheses, I 

conduct additional tests to rule out alternative explanations for the lack of significance of the 

association between ACM relationship and accrual quality in 2006 and 2009, and I provide 

empirical evidence on the ICOFR regulatory changes’ direct impact on accrual quality and 

indirect impact on accrual quality through the effects on corporate governance and audit quality. 

In addition, I adopt three different model specifications for the models of accrual quality 

determinants: 1) Seemingly Unrelated Regression (SUR) to address the potential simultaneity 

issue; 2) logistic transformation of DDAAQ as a dependent variable; and 3) the Tobit model to 

deal with the problem of censored data (DDAAQ is censored between 0 and 1).  Moreover, I use 

the alternative measures of accrual quality to rule out the possibility that the lack of discrepancy 

is due to measurement errors in DDAAQ. Last but not least, I adopt model specifications for 

audit fee determinants to check the robustness of my findings for the association between ACM 

relationship and audit fees.  

3.7.1 Sample composition of my three hypotheses 

3.7.1.1 Results Based on the Common Sample  

I conduct the analyses shown in Tables 3.5-3.7 for the common sample, which consists of 

the 255 companies that exist in both the 2006 and 2009 samples. The results in Table 3.8 suggest 

that the results remain qualitatively consistent with the analyses based on the 2006 full sample 

(N=475) and the 2009 full sample (N=585). These qualitatively consistent results suggest that 

my findings are not sensitive to the different sample composition of the 2006 and 2009 samples.  

3.7.1.2 Change of Auditors  

As a further robustness test, instead of controlling for the first-year auditor assignment 

through the indicator variable AUDITCH, as in model 1 (Table 3.5) and model 2 (Table 3.6), I 
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eliminate the 37 (26) companies in my 2006 (2009) sample that are in their first year of working 

with a new auditor in my empirical analysis of H2 (accrual quality). Results in Table 3.9 suggest 

that my findings remain unchanged.  

3.7.1.3 Extremely Late Filers   

Four (seven) companies in my 2006 (2009) sample have extremely long ARLs (longer 

than 120 days), due to operational loss, internal control weakness, multiple business and 

geographic segments, changes of auditor, and/or merger and acquisition activity. Results in 

Table 3.10 suggest that when I eliminate these companies from my sample, my results remain 

robust.  

3.7.2 Alternative measures of AB-ARL and NUM_ICW for my three hypotheses 

3.7.2.1 Rank Transformation of AB-ARL 

My explanatory variable, AB-ARL, is constructed from the residual of the models of ARL 

determinants and has a variance of 0.097 (0.066) in the 2006 (2009) sample. To increase the 

variance of AB-ARL, I transform AB-ARL into 10 and 20 ranks. The results shown in Table 3.11 

suggest that my main findings remain robust to this specification.  

3.7.2.2 Alternative Measures of Internal Control Weakness  

Internal control weakness can be classified into two types: firm-level weakness and 

account-level weakness (Moody’s Investors Service, 2004, 2006, 2007). Practitioners as well as 

researchers argue that account-level material weakness relates to controls over specific account 

balances or transaction-level processes and are relatively “auditable” in comparison to firm-level 

material weakness. Accordingly, I conduct an additional test to examine whether my main 

results, as presented in Tables 3.5-3.7, change if I replace the number of internal control 

weakness with two indicator variables for the existences of firm-level and account-level 
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weaknesses. The results in Table 3.12 suggest that the findings shown in Tables 5-7 remain 

robust to such changes. In most of the cases, I also find that only the firm-level weakness is 

positively and significantly associated with ARL, DDAAQ, and AUDIT FEE. This evidence 

indicates that firm-level weakness is associated with more reactive ACM relationships, lower 

accrual quality, and higher audit fees. Such findings are consistent with previous findings that 

suggest that firm-level weakness has adverse implications for corporate activities in terms of 

accrual quality (Doyle et al., 2007), debt contracting (Kim, Song, & Zhang, 2011), and 

investment efficiency (Cheng, Dhaliwal, and Zhang, 2013).  

3.7.3 Lack of Significance in the DDAAQ Results in the 2009 Sample 

3.7.3.1 Direct and indirect impacts of ICOFR regulatory change on DDAAQ 

The results for the associations between the types of ACM relationships and DDAAQ are 

significant for the 2006 sample (Table 3.5, Panels A and B) but insignificant for the 2009 sample 

(Table 3.5, Panels C and D). There are two possible explanations for this discrepancy: 1) 

significant improvement in accrual quality after the enactment of MI 52-109 (June 2006); or 2) a 

shift from accrual-based earnings management to real earnings management.  

Studies of post-SOX earnings quality (e.g., Cohen et al., 2008; Graham, Harvey, & 

Rajgopal, 2005) conclude that discretionary accruals decreased significantly after the enactment 

of SOX (2002). The U.S. SOX (2002) and its Canadian equivalent MI 52-109 (2006) share a 

common goal of restoring the integrity of financial reporting. Therefore, if MI 52-109 leads to 

the same degree of credible ICOFR disclosure as SOX, as suggested by Lu et al. (2011), then, 

despite the differences between the two regulatory regimes, I expect a drop in discretionary 

accruals in the 2009 sample relative to the 2006 sample.  
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To investigate this, I first conduct a univariate analysis of the mean (median) of DDAAQ 

in 2006 and 2009. The results, shown in Table 3.3 and 3.4, suggest that the mean and median of 

DDAAQ in the 2009 sample are significantly lower than those in the 2006 sample, in both the 

full and the common samples. Table 3.2 suggests that the standard deviation of DDAAQ (2009) 

is 20% smaller than that of DDAAQ (2006). These results suggest that there is a significant drop 

in both the magnitude and variance of DDAAQ between 2006 and 2009, which weakens the 

power of my tests and reduces the likelihood of finding significant associations between ACM 

relationships and DDAAQ. Moreover, the drop in DDAAQ could be driven by the improved 

corporate governance in substance, which leads to a higher quality audit in year 2009 than in 

2006. The results in Table 3.7 demonstrate that TBDS is significantly and much more negatively 

associated with audit fees in 2009 (1% significance level) than it is in 2006 (10% significance 

level or insignificant). A better quality audit or more assurance over the financial reporting is 

likely to be associated with better accrual quality (lower DDAAQ), as suggested by the 

significant negative association between AUDIT FEE and DDAAQ; the correlation coefficient is 

-0.189 (0.246) in the 2006 (2009) sample. To sum up, my data indicate a significant drop in the 

DDAAQ after the enactment of MI 52-109, probably due to the improved audit quality resulting 

from stronger oversight by boards and more rigorous assessment of ICOFR effectiveness.  

Moreover, the enactment of SOX (2002) not only affects the magnitude of discretionary 

accruals, it also changes the balance between accrual-based earnings management and real 

earnings management by replacing some of the former with the latter (Cohen et al., 2008; 

Graham et al., 2005). Similar changes are also very likely after the enactment of MI 52-109 

(2006) for two reasons. Assuming that the incentives for managers to manipulate earnings 

remain similar over time in both the US and Canada, the observed drop in discretionary accruals 
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between 2006 and 2009 indicates that a similar switch to more real earnings management is very 

likely to have occurred in Canada during this period. Second, with its 2008 revision, MI 52-109 

has ICOFR requirements equivalent to SOX (2002), i.e., assessments of both design and 

implementation of ICOFR (SOX 302, since August 14, 2003) and management certification of 

the evaluation of ICOFR (SOX 404 Part (a), since June 15, 2004). Such equivalent regulatory 

regimes between the US and Canada further supports our ability to generalize findings based on 

the US post-SOX setting (Cohen et al., 2008) to the Canadian post-MI 52-109 setting.  

Assuming that real earnings management replaces some accrual-based earning 

management post-MI 52-109, my second explanation for the lack of significant results in the 

2009 sample is that auditors play an important role in constraining accrual-based earnings 

management, but do not have much impact on real-earnings management. Hence, real earnings 

management is less likely (if ever) to be negotiated between auditors and CFOs in an ACM 

negotiation.  

3.7.3.2 Simultaneity in the Association between ACM Relationships and DDAAQ 

The decisions as to whether adjustments are booked on financial statements are made 

according to the professional judgment of the auditors over the course of multiple rounds of 

negotiation with client management (GSW 2001). Therefore, simultaneity may exist between the 

firm’s accrual quality and ARL. In addition, ARL may be influenced by the accrual quality itself, 

as well as by other co-determinants of accrual quality such as firm size, auditor expertise, 

financial performance, operational complexity, and the dummies for auditor change and the 

existence of internal control weakness. In other words, a two-way positive association exists 

between ARL and DDAAQ: ARL is longer for companies with larger DDAAQ, and DDAAQ is 

larger for companies with longer ARL. To rule out such a confounding effect, I use a 
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simultaneous equation system in which both DDAAQ and ARL appear as endogenous 

regressions—the dependent variable in one regression becomes the independent variable in the 

other regression.  

                                                          
                                           
                                       
                         

 

                                                   
                                         
                                                
                              

By design, the AB-ARL measures have no such simultaneity issues as they are the error 

terms of the ARL regression. Hence, this issue is specific to the association between DDAAQ and 

ARL. I jointly estimate the above two models in a Seemingly Unrelated Regression (SUR) 

system to take into account the correlated errors in the two models.
46

 The results shown in Table 

3.13 suggest that when models A and B are jointly estimated in the SUR system the significantly 

positive association in the 2006 sample between ARL and DDAAQ remains; however, the results 

in the 2009 sample are still insignificant.  

3.7.3.3 Alternative Model Specification for DDAAQ Determinants Model 

In my main analyses, I use OLS regression in my multivariate analysis even though the 

DDAAQ is bounded between 0 and 1. OLS regression is the mostly commonly used technique in 

the analyses of the determinants of accrual quality. However, this approach is potentially 

problematic because the error term may not be normally distributed. Following Caprio, Faccio, 

                                                      

46
The correlations between the error terms may arise from the co-determinants of these two models (e.g., ASSETS, 

LOSS, ICW, BUSINESS SEMENTG, AUDITOR) or simply because all of the values of the variables are collected on 

the same set of observations (see http://www.ats.ucla.edu/stat/stata/webbooks/reg/chapter4/statareg4.htm; retrieved 

on April 6, 2012). The Breusch-Pagan test rejects the null hypothesis that the residuals from these two equations are 

independent. 
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and McConnell (2014), I address this issue in two ways. First, I estimate a two-boundary Tobit 

model (DDAAQ is censored at 0 and 1) and a one-boundary Tobit model (DDAAQ is censored at 

0). Second, I use a logistic transformation in which the dependent variable TRS_DDAAQ is 

computed as the natural logarithm of [DDAAQ / (1-DDAAQ)]. By definition, TRS_DDAAQ is 

between -∞ and ∞. I re-estimate the OLS model with TRS_DDAAQ and with standard errors 

corrected for heteroskedasticity. The results shown in Table 3.14 suggest that the sign and 

significance level of the association between DDAAQ and AB-ARL remain unchanged in the 

2006 sample, and remain insignificant in the 2009 sample.  

3.7.3.4 Measurement error of DDAAQ 

Another potential reason for the lack of significance may be measurement error in the 

accrual quality measure, i.e., DDAAQ. For example, Ball and Shivakumar (2006) argue that 

DDAAQ assumes that the relationship between accruals and cash flows is linear and does not 

take into account the asymmetry in the role of accruals in recognizing gain and loss. Hence, 

models misspecify the accounting process and misestimate discretionary accruals, resulting in 

incorrect inferences about earnings quality. Following Ball and Shivakumar (2006) and LRS 

(2011), I modify Dechow and Dichev’s (2002) model by adding an indicator variable of current-

year cash flow and its interaction with the level of cash flows in order to construct an alternative 

accrual quality measure called MBALLAAQ. Despite such modification, MBALLAAQ and 

DDAAQ are correlated with a correlation coefficient above 0.9. My results based on MBALLAAQ 

(Table 3.15) are qualitatively the same as in Table 3.5. The results remain significant in the 2006 

sample but insignificant in the 2009 sample, both for OLS regression of accrual quality 

determinants model and when taking into account of simultaneity issues by SUR system 

(discussed in section 3.7.3.2) 
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3.7.4 Alternative Model of Audit Fees Determinants 

To test the robustness of my results to alternative models of audit fee determinants, I test 

the analysis with an alternate model based on LRS’s model, which is based on a sample of 

Canadian-only TSX companies from the same sample period as my 2006 sample. LRS’s (2011) 

model of audit fees does not control for the four indicator variables of BLOCK, LOSS, 

FORTRAN, and M&A. I construct an alternative model by adding AB-ARL (1-7) or ARL to 

LRS’s (2011) model of determinants of audit fees. Table 3.16 shows that the results for the 2006 

and 2009 samples are consistent with the results of this alternative model. 

3.8 Conclusions and Discussion 

Using a sample of 475 (585) Canadian public companies from 2006 (2009), I examine 

the associations between the extent of reactivity or proactivity in ACM relationships and 

corporate governance, accrual quality, and audit fees. I find that auditors and CFOs are likely to 

have more proactive relationships in firms with strong corporate governance. A more proactive 

(reactive) ACM relationship is also associated with lower (higher) audit fees. However, a more 

proactive (reactive) ACM relationship is only associated with higher (lower) accrual quality in 

the 2006 sample, not in the 2009 sample.   

The lack of statistically significant association between accrual quality and ACM 

relationships in the 2009 sample strongly suggests that the regulatory changes in the internal 

control over financial reporting (ICOFR) in Canada between 2006 and 2009 were successful. 

Specifically, in my 2006 sample, in which management is only mandated to assess and self-report 

ICOFR design effectiveness, both voluntary mechanisms—voluntary adoption of best practice 

governance guidelines and voluntary development of a more proactive ACM relationship—play 

significant roles in improving financial reporting quality by reducing discretionary accruals. In 

contrast, in my 2009 sample, in which management’s responsibility for companies’ ICOFR are 
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significantly expanded and CEOs/CFOs are mandated to certify ICOFR “design and implementation” 

effectiveness, neither of these voluntary mechanisms is even marginally significant. In addition, the 

data in my 2009 sample shows a significant drop in the range and variation of discretionary accruals, 

providing direct evidence for the effect of the regulatory intervention on accrual quality. Overall, the 

evidence suggests that the more intense ICOFR requirement reduces the need for more extensive 

corporate governance, broadly defined, to overseeing the financial reporting process.  

While examining the externality of these regulatory changes is beyond the scope of this 

paper, my findings suggest that, despite the relatively light regulatory enforcement in Canada, the 

regulation of ICOFR (MI 52-109) does achieve its stated goals—“the objective of the Certification 

Instrument is to improve the quality, reliability and transparency of reporting issuers’ annual filings” 

(CSA 52-109 Companion Policy, section 1.1, 5). These findings suggest that approaches similar to 

the Canadian MI 52-109 may be viable alternatives to the US regulations of ICOFR (SOX 404). The 

Canadian regulatory system achieved the goal of improving earnings quality without the costs 

associated with the ICOFR auditing that is required by SOX 404. This finding is consistent with that 

of Lu, Richardson, and Salterio (2011), the first study to establish the credibility of ICOFR disclosure 

under MI 52-109.  

The evidence that more proactive ACM relationships are associated with better accrual 

quality in the 2006 sample demonstrates the benefits of a more proactive ACM relationship; 

specifically, it leads to better reporting quality, without incurring additional economic costs (e.g., 

higher audit fees). In addition, the “voluntary” improvement of the timeliness of financial 

reporting achieved through more proactive ACM relationships helps to accelerate the financial 

reporting process, without incurring unintended consequences of mandatory accelerated filings 

(e.g., SOX 409), such as more reliance on the client’s ICOFR or more interim auditing.  
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Market participants believe that boards and their audit committees will oversee and 

enhance the financial reporting process; however, neither auditors nor CFOs perceive boards and 

their audit committees as effective in resolving the contentious issues that arise during the joint 

production process of financial statements. My evidence for the significant association between 

the effectiveness of boards and their audit committees and the extent of proactivity or reactivity 

in ACM relationships suggests that the accountability power of boards and their audit 

committees does in fact influence the process and outcome of the ACM negotiation, just as it 

influences other types of negotiations (Kramer, Pommerenke, and Newton 1993; Ben-Yoav and 

Pruitt 1984).  

My findings also suggest that auditors need to take ACM relationship into account in 

their audit planning and audit pricing at the request-for-proposal stage. Fully factoring in the 

effects of ACM relationships will allow auditors to more efficiently allocate the time budget and 

their personnel (e.g., staff, manager and partners) for specific audit engagements, and thus 

minimize their audit risk. Alternately, once auditors have identified additional risks, they may 

charge a premium to cover them.  

Due to data limitations, my results are subject to several caveats. As in previous studies 

of audit report lag, my study is based on publically available data and I am not able to 

differentiate “the three components of audit report lag: scheduling lag, the time between the 

fiscal year end and the start of field work; fieldwork lag, the lag between the start and completion 

of field work; and reporting lag, the lag between the completions of the fieldwork and the (audit) 

repot date” (Knechel and Payne 2001, 145). The unobservability of audit scheduling results in 

measurement errors in my measures of ARL or AB-ARL, as a late start in audit field work may 

contribute to a long audit report lag. I cannot rule out this noise in my data because the data on 
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audit scheduling is not available; however, this potential noise will bias against my results so it is 

unlikely that this bias will alter my conclusions. Further research using proprietary data could 

produce more refined tests, and I believe a less noisy LAG measure will only result in stronger 

results. I leave further exploration of this limitation to future research.  

In addition, my study ignores the length of the lag between the completion of the fieldwork 

and the repot date. This research design choice is valid for data from before the audit standard 

change on December 14, 2010. In my two sample periods, 2006 and 2009, auditors usually date 

their report on the last date of their fieldwork (Knechel, Salterio, and Ballou 2007). Such an audit 

practice was then allowed under GAAS (CAS 5751.20); however, the new auditing standard, 

CAS 700 (effective Dec 15, 2010) requires auditors to date their report no earlier than the date 

when the board of directors and its audit committee accept responsibility for the financial 

statements. Therefore, any future studies using data from the post-December 15, 2010 period will 

need to take this new auditing standard into account in their research design.  

As in other studies of audit fees, I use the total audit fee to examine the ACM 

relationship’s impact on auditor billing. I am not able to compile evidence about audit hours and 

hourly rates by rank (partner, manager, and staff). Further research could develop further insights 

into audit planning and production using proprietary data to examine the association between the 

type of ACM relationships and both audit hours and hourly audit rate.  

A crucial limitation of my study is that the reliability my inferences depends largely on 

the construct validity of AB-ARL. How well does AB-ARL proxy for the extent of proactivity or 

reactivity in an ACM relationship?
47

 There is a large body of literature on ACM negotiation, 

                                                      

47
 To further establish the validity of my empirical proxy for the nature of ACM relationship, I plan to conduct 

additional analysis by an alternative measure of the nature of ACM relationship — the magnitude of abnormal 

fourth quarter adjustment (AB-Q4ADJ). The line of reasoning is that in a more proactive (reactive) ACM 

relationship, the auditors are more (less) likely to be kept in the loop of the financial reporting during the reporting 
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including theory-motivated analytical models (Antle and Nalebuff 1991), behavioral models 

(GSW 2001), field studies (e.g., GMS 2005, 2007, 2010; MSG 2008), and experimental studies 

(e.g., Trotman, Wright, and Wright 2005, 2009; McCracken, Salterio, and Schmidt 2011). My 

study represents the first attempt to use a large sample of archival data to investigate a previously 

untestable association between “unobservable” ACM negotiation and actual accounting 

outcomes. My empirical findings are consistent with the inferences of previous studies and with 

theoretical predictions. My newly constructed empirical proxy for ACM relationship—AB-

ARL—has the potential to open new areas for future research. One possible research question is 

whether ACM relationships have the capacity to predict potential earnings management or 

restatements.    

  

                                                                                                                                                                           

period, and AB-Q4ADJ is likely to be smaller (larger). That is, larger (smaller) AB-4QADJ reflects more reactive 

(reactive) ACM relationship.  To the extent that AB-Q4ADJ and AB-ARL capture the similar underlying concept, 

the nature of ACM relationship, I expect to find 1) significant positive correlation between these two constructs; 2) 

for models of determinants of accrual quality and audit fee, the results based on AB-Q4ADJ and AB-ARL are likely 

to yield consistent evidence.  
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48
Knechel and Payne (2001, p.145) describe that there are “three components of audit report lag: scheduling lag, the 

time between the fiscal year end and the start of field work; fieldwork lag, the lag between the start and completion 

of field work; and reporting lag, the lag between the completions of the fieldwork and the (audit) repot date.  The 

report lag is insignificant (Knechel et al., 2007). The scheduling lag is unobservable and probably also insignificant. 

Figure 3.1 Conceptual link between the ACM relationship and the audit report lag (ARL) 

This figure illustrates the conceptual link between the ACM relationship and the audit report lag (ARL), which is 

established through the fieldwork lag. The fieldwork lag and the ARL are highly correlated because the fieldwork 

lag is the largest component of the ARL.
48

 The fieldwork lag is related to the ACM relationship for two reasons. 

First, relative to the more reactive ACM relationship, the more proactive ACM relationship is associated with the 

shorter ARL because auditors are likely to identify the issue and start the negotiation earlier, resulting in a shorter 

pre-negotiation period X. Second, in a more proactive ACM relationship, auditors are perceived as “experts” and 

CFOs are more receptive to audit-related adjustment, resulting in a shorter negotiation period Y. The fieldwork lag 

equals the sum of X and Y; therefore, a more proactive (reactive) ACM relationship is likely to be associated with a 

shorter (longer) fieldwork lag. Using the observable ARL to proxy for the unobservable fieldwork lag, I posit that a 

longer (shorter) ARL reflects a more reactive (proactive) ACM relationship. Figure 3.1 illustrates the conceptual 

link discussed above. 
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Figure 3.2  ACM relationship and corporate governance, accrual quality and audit fees  

This figure summarizes the three associations examined in this study. The first hypothesis (H1) predicts that better 

(worse) governed firms are likely to have more proactive (reactive) ACM relationships, as proxied by longer 

(shorter) ACM relationship, ceteris paribus. The second hypothesis (H2) posits that more reactive (proactive) ACM 

relationships, as proxied by larger (smaller) abnormal audit report lags, are associated with lower (higher) accrual 

quality, ceteris paribus. The third hypothesis (H3) predicts that auditors charge higher (lower) audit fees for more 

reactive (proactive) ACM relationships, as proxied by longer (shorter) abnormal audit report lags, ceteris paribus.  
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Figure 3.3 Seven models to construct “abnormal” audit report lags (AB-ARL) (1-7) 

This figure summarizes seven models of determinants of audit report lag (ARL) adopted to construct AB-ARL (1-7), in the ascending 

order of the comprehensiveness of the model specification.   
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Table 3.1 Summary of sample selection 

This table presents the sample selection procedures for the 2006 and 2009 samples.  

  
Number of 

Observations 

  2006 2009 

(1) Active Canadian firms in COMPUSTAT data file in 2006 1,230  1,380  

(2) No missing value for internal control weaknesses and 826  890 

  other control variables in 2006          

(3) No missing value for accrual quality, cash flow   597 718  

  volatility, sales volatility (require multiple years of         

  information).           

(4) Excluding 122 (133) firms cross-listed in the U.S       

 
Final sample for testing H1 (corporate 

governance and H2 (accrual quality)   475 585 

(5) Excluding 37 (26) firms that assigned new auditors    

 

in the sample period 

Final sample for testing H3 (audit fee)         438 559 

 Common Sample for 2006 and 2009                         255 255 
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Table 3.2 Descriptive statistics 

This table presents the descriptive statistics for the 2006 and 2009 samples. For sample 2006, all variables are measured at the end of the sample period of 2006, 

with fiscal year-ends between June 30, 2006 and June 29, 2007. The number of observations is 475. For sample 2009, all variables are measured at the end of the 

sample period of 2009, with fiscal year-ends between December 15, 2009 and December 14, 2010. The number of observations is 585.  All the variables are 

defined in the Appendix B 

.  
Table 3.2 Panel A: Full sample 

 
2006 Sample (N=475) 

 
2009 Sample (N=585) 

 

Min Max Mean Median Std Dev 
 

Min Max Mean Median Std Dev 

DDAAQ 0.003 0.466 0.062 0.048 0.054 
 

0 0.27 0.027 0.016 0.042 

AUDIT FEE 9.210 17.803 12.226 12.155 1.125 
 

9.711 16.607 12.228 12.204 1.186 

ARL(days) 15 190 62.686 62 19.958 
 

21 154 70.301 70 20.56 

ARL 2.708 5.247 4.084 4.127 0.345 
 

3.401 4.779 4.208 4.249 0.302 

AB-ARL-1 -1.619 0.992 0 0.036 0.314 
 

-1.096 0.779 0 0.037 0.257 

AB-ARL-2 -1.595 0.988 0 0.036 0.313 
 

-1.114 0.759 0 0.043 0.257 

AB-ARL-3 -1.556 0.988 0 0.029 0.309 
 

-1.102 0.763 0 0.04 0.255 

AB-ARL-4 -1.527 1.009 0 0.035 0.307 
 

-1.064 0.737 0 0.029 0.253 

AB-ARL-5 -1.537 1.002 0 0.032 0.308 
 

-1.017 0.749 0 0.036 0.252 

AB-ARL-6 -1.527 1.003 0 0.032 0.308 
 

-0.95 0.748 0 0.032 0.245 

AB-ARL-7 -1.532 0.995 0 0.035 0.308 
 

-0.961 0.745 0 0.029 0.245 

ACINDEP 0 1 0.798 1 0.402 
 

0 1 0.894 1 0.3081 

ACSC 0 18 17.415 18 1.963 
 

0 18 16.537 18 2.0935 

AGE 5 33 14.341 12 8.042 
 

4 36 12.614 10 8.0436 

ASSETS 10.519 25.594 19.154 19.231 15.801 
 

13.25 25.702 18.843 18.897 16.006 

AUDITOR 0 1 0.771 1 0.421 
 

0 1 0.809 1 0.394 

AUTENURE 1 32 7.093 6 4.798 
 

1 34 8.306 7 5.296 

BDSC 0 76 63.341 67 12.237 
 

4 76 55.749 60 15.538 

AUDITCH 0 1 0.076 0 0.265 
 

0 1 0.043 0 0.202 

BLOCK 0 1 0.564 1 0.496 
 

0 1 0.696 1 0.46 

BTM -62.136 26.928 0.539 0.482 3.194 
 

-2.263 5.256 0.903 0.707 0.961 

BUSINESS SEGMENT 0 7 1.135 0 1.589 
 

0 8 0.644 0 1.153 

BUSY 0 1 0.743 1 0.437 
 

0 1 0.742 1 0.438 

CFOFE 0 1 0.808 1 0.394 
 

0 1 0.797 1 0.403 

CFO VOLATILITY 0 70.238 0.192 0.003 3.235 
 

0.004 1.026 0.107 0.056 0.158 

CURRENT ASSETS 0.002 1 0.378 0.326 0.271 
 

0.014 1 0.378 0.313 0.284 

This table is continued on the next page 
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Table 3.2 Panel A Full Sample (Continued) 

 

 2006 Sample (N=475)  2009 Sample (N=585) 

 Min Max Mean Median Std Dev  Min Max Mean Median Std Dev 

EPSBAD 0 1 0.354 0 0.478 
 

0 1 0.453 0 0.498 

FORTRAN 0 1 0.505 1 0.501 
 

0 1 0.333 0 0.472 

GEOGRAPHIC SEGMENT 0 9 1.358 0 1.742 
 

0 10 0.998 0 1.70264 

GROWTH -22.828 164.745 0.720 0.079 8.068 
 

-0.871 16.499 0.46 0.054 1.925 

INVENTORY & 

RECEIVABLE 
0 0.985 0.213 0.136 0.218 

 
0 0.857 0.182 0.104 0.204 

LEVERAGE 0 3.273 0.242 0.189 0.294 
 

0 1.183 0.197 0.116 0.238 

LOSS 0 1 0.332 0 0.471 
 

0 1 0.533 1 0.499 

M&A 0 1 0.446 0 0.498 
 

0 1 0.462 0 0.499 

NUM_ICW 0 5 0.347 0 0.795 
 

0 11 0.415 0 1.039 

REGULATED 0 1 0.078 0 0.268 
 

0 1 0.077 0 0.267 

RESTATE 0 1 0.132 0 0.339 
 

0 1 0.243 0 0.429 

ROA -6.081 2.996 -0.049 0.038 0.473 
 

-3.257 0.33 -0.103 0.002 0.432 

SALES VOLATILITY 0 3.794 0.082 0.01 0.276 
 

0 0.919 0.131 0.084 0.168 

TBDS 0 94 80.756 85 13.133 
 

16 94 72.285 76 16.716 

ZSCORE -195 387.171 5.780 2.629 25.230 
 

-113 150.552 4.522 2.165 24.575 
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Table 3.2 Panel B: Common Sample (N=255) 

 
2006 Sample (N=255) 

 

2009 Sample (N=255) 

 

Min Max Mean Median Std Dev 

 

Min Max Mean Median Std Dev 

DDAAQ 0.008 0.336 0.057 0.046 0.045 

 

0.000 0.270 0.021 0.015 0.026 

AUDIT FEE 9.210 15.952 12.328 12.271 1.136 

 

10.086 16.607 12.593 12.502 1.088 

ARL(days) 15 110 60.165 60 17.548 

 

30 119 63.784 62 18.851 

ARL 2.708 4.700 4.048 4.094 0.332 

 

3.401 4.779 4.112 4.127 0.299 

AB-ARL-1 -1.387 0.613 0 0.024 0.308 

 

-0.829 0.804 0 0.023 0.264 

AB-ARL-2 -1.376 0.657 0 0.045 0.305 

 

-0.859 0.780 0 0.005 0.262 

AB-ARL-3 -1.335 0.654 0 0.024 0.300 

 

-0.882 0.794 0 0.014 0.261 

AB-ARL-4 -1.305 0.562 0 0.018 0.294 

 

-0.811 0.806 0 0.013 0.258 

AB-ARL-5 -1.299 0.616 0 0.016 0.297 

 

-0.829 0.816 0 0.009 0.257 

AB-ARL-6 -1.310 0.634 0 0.017 0.297 

 

-0.849 0.812 0 0.022 0.256 

AB-ARL-7 -1.306 0.633 0 0.018 0.297 

 

-0.853 0.814 0 0.021 0.255 

ACINDEP 0 1 0.824 1 0.382 

 

0 1 0.933 1 0.250 

ACSC 0 18 17.537 18 1.873 

 

8 18 17.447 18 1.269 

AGE 5 33 15.310 13 8.078 

 

5 36 15.173 12 8.016 

ASSETS 13.570 25.594 19.483 19.533 15.700 

 

13.250 25.667 19.661 19.776 15.799 

AUDITOR 0 1 0.780 1 0.415 

 

0 1 0.898 1 0.303 

AUDITCH 0 1 0.063 0 0.243 

 

0 1 0.043 0 0.204 

AUTENURE 1 31 7.788 7 4.866 

 

1 34 9.910 10 5.347 

BDSC 0 76 65.027 68 10.382 

 

4 76 63 66 10.959 

BLOCK 0 1 0.592 1 0.492 

 

0 1 0.741 1 0.439 

BTM -0.401 4.938 0.574 0.433 0.620 

 

-2.263 5.256 0.872 0.662 0.831 

BUSINESS SEGMENT 0 7 1.165 0 1.591 

 

0 6 0.698 0 1.046 

BUSY 0 1 0.773 1 0.420 

 

0 1 0.788 1 0.409 

CFOFE 0 1 0.843 1 0.364 

 

0 1 0.827 1 0.379 

CFO VOLATILITY 0.000 4.870 0.035 0.002 0.314 

 

0.004 1.026 0.080 0.049 0.104 

CURRENT ASSETS 0.002 0.986 0.380 0.317 0.275 

 

0.014 1.000 0.371 0.307 0.279 

EPSBAD 0 1 0.329 0 0.471 

 

0 1 0.486 0 0.501 

FORTRAN 0 1 0.463 0 0.500 

 

0 1 0.404 0 0.492 

GEOGRAPHIC SEGMENT 0 9 1.216 0 1.678 

 

0 35 0.976 0 2.496 

This table is continued on the next page 
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Table3.2 Panel B: Common Sample (Continued) 

 
2006 Sample (N=255) 

 

2009 Sample (N=255) 

 

Min Max Mean Median Std Dev 

 

Min Max Mean Median Std Dev 

GROWTH -1 164.745 1.079 0.080 10.630 

 

-0.870 16.499 0.380 0.065 1.911 

INVENTORY&RECEIVABLE 0 0.985 0.224 0.151 0.229 

 

0 0.857 0.212 0.140 0.215 

LEVERAGE 0 2.354 0.233 0.187 0.252 

 

0 1.183 0.219 0.170 0.223 

LOSS 0 1 0.247 0 0.432 

 

0 1 0.376 0 0.485 

M&A 0 1 0.459 0 0.499 

 

0 1 0.498 0 0.501 

NUM_ICW 0 5 0.447 0 0.933 

 

0 11 0.231 0 0.929 

REGULATED 0 1 0.078 0 0.269 

 

0 1 0.180 0 0.385 

RESTATE 0 1 0.141 0 0.349 

 

0 1 0.231 0 0.423 

ROA -3.248 0.497 -0.006 0.050 0.321 

 

-3.257 0.330 -0.033 0.020 0.306 

SALES VOLATILITY 0 3.794 0.080 0.012 0.321 

 

0 0.919 0.147 0.091 0.175 

TBDS 0 94 82.565 85 11.325 

 

20 94 80.447 84 11.371 

ZSCORE -45.027 387.171 8.044 3.184 28.526 

 

-113.238 150.552 4.375 2.384 17.700 
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Table 3.3 Correlation matrix 

This table reports the Pearson correlations between the dependent and independent variables used to test the three hypotheses. Numbers are bolded if the p-value 

of the correlation coefficient is less than 0.05. All variables are measured at the end of the sample period. Panel A reports the correlation for the 2006 sample, 

with fiscal year-ends between June 30, 2006 and June 29, 2007. The number of observations is 475. Panel B reports the correlation for the 2009 sample, with the 

fiscal year-ends between December 15, 2009 and December 14, 2010. All the variables are defined in Appendices 1 and 2. To rule out the concern for 

multicollinarity, I check the Variance Inflation Factor (VIF) in all my multivariate regressions, and the highest VIF is below 2.5.  

 

Table 3.3 Panel A: Pearson Correlation (Full Sample 2006, N=475)  

 

DDAAQ 
AUDIT  

FEE 
ARL TBDS BDSC ACSC AB-ARL-1 AB-ARL-2 AB-ARL-3 AB-ARL-4 AB-ARL-5 AB-ARL-6 

AUDIT FEE -0.189 1 

          ARL 0.168 -0.125 1 

         TBDS -0.186 0.362 -0.173 1 

        BDSC -0.186 0.362 -0.166 0.991 1 

       ACSC -0.086 0.166 -0.119 0.516 0.393 1 

      AB-ARL-1 0.085 0.069 0.910 -0.088 -0.080 -0.089 1 

     AB-ARL-2 0.084 0.066 0.908 -0.085 -0.077 -0.088 0.998 1 

    AB-ARL-3 0.077 0.056 0.898 -0.085 -0.078 -0.083 0.987 0.989 1 

   AB-ARL-4 0.080 0.059 0.891 -0.067 -0.061 -0.066 0.979 0.982 0.992 1 

  AB-ARL-5 0.075 0.059 0.894 -0.047 -0.051 0 0.983 0.985 0.996 0.991 1 

 AB-ARL-6 0.072 0.063 0.892 0 0 0 0.981 0.983 0.994 0.990 0.998 1 

AB-ARL-7 0.073 0.063 0.893 0 0.006 -0.040 0.982 0.984 0.995 0.990 0.996 0.999 

 

 

  

  



   

144 

 

Table 3.3 Panel B: Pearson Correlation (Full Sample 2009, N=585)   

 DDAAQ AUDIT FEE ARL TBDS BDSC ACSC AB-ARL-1 AB-ARL-2 AB-ARL-3 AB-ARL-4 AB-ARL-5 AB-ARL-6 

AUDIT FEE -0.246 1 

          ARL 0.189 -0.333 1 

         TBDS -0.285 0.577 -0.466 1 

        BDSC -0.263 0.573 -0.458 0.994 1 

       ACSC -0.322 0.357 -0.325 0.605 0.516 1 

      AB-ARL-1 0.013 0.027 0.853 -0.202 -0.200 -0.127 1 

     AB-ARL-2 0.015 0.023 0.851 -0.207 -0.205 -0.129 0.997 1 

    AB-ARL-3 0.013 0.019 0.843 -0.197 -0.196 -0.114 0.989 0.991 1 

   AB-ARL-4 0.008 0.019 0.840 -0.178 -0.180 -0.081 0.984 0.987 0.995 1 

  AB-ARL-5 -0.004 0.020 0.834 -0.153 -0.164 0.000 0.978 0.980 0.989 0.994 1 

 AB-ARL-6 -0.005 0.042 0.812 0.000 0.000 0.000 0.951 0.954 0.962 0.968 0.973 1 

AB-ARL-7 -0.002 0.043 0.812 0.000 0.003 -0.023 0.952 0.954 0.963 0.967 0.970 1.000 

  

  



   

145 

 

Table 3.3 Panel C: Pearson Correlation (Common Sample 2006, N=255)  

 

DDAAQ AUDIT FEE ARL TBDS BDSC ACSC AB-ARL-1 AB-ARL-2 AB-ARL-3 AB-ARL-4 AB-ARL-5 AB-ARL-6 

AUDIT FEE -0.204 1 

          ARL 0.152 -0.064 1 

         TBDS -0.178 0.295 -0.094 1 

        BDSC -0.191 0.312 -0.089 0.989 1 

       ACSC -0.017 0.056 -0.074 0.565 0.436 1 

      AB-ARL-1 0.136 0.044 0.927 -0.064 -0.058 -0.062 1 

     AB-ARL-2 0.147 0.043 0.918 -0.062 -0.057 -0.058 0.991 1 

    AB-ARL-3 0.140 0.027 0.904 -0.060 -0.054 -0.062 0.975 0.984 1 

   AB-ARL-4 0.142 0.015 0.887 -0.044 -0.041 -0.041 0.957 0.966 0.982 1 

  AB-ARL-5 0.134 0.013 0.895 -0.027 -0.029 0.000 0.966 0.975 0.991 0.988 1 

 AB-ARL-6 0.127 0.019 0.895 -0.006 0.000 -0.039 0.966 0.975 0.991 0.988 0.998 1 

AB-ARL-7 0.127 0.018 0.895 0.000 0.005 -0.028 0.966 0.975 0.991 0.988 0.998 1.000 
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Table 3.3 Panel D: Pearson Correlation (Common Sample 2009, N=255)  

 

 

DDAAQ AUDIT FEE ARL TBDS BDSC ACSC AB-ARL-1 AB-ARL-2 AB-ARL-3 AB-ARL-4 AB-ARL-5 AB-ARL-6 

AUDIT FEE -0.202 1 

          ARL 0.138 -0.277 1 

         TBDS -0.254 0.419 -0.303 1 

        BDSC -0.245 0.412 -0.293 0.994 1 

       ACSC -0.159 0.198 -0.190 0.375 0.273 1 

      AB-ARL-1 0.011 0.006 0.883 -0.113 -0.106 -0.100 1 

     AB-ARL-2 0.016 0.007 0.877 -0.119 -0.112 -0.101 0.993 1 

    AB-ARL-3 0.020 -0.001 0.873 -0.117 -0.110 -0.099 0.989 0.996 1 

   AB-ARL-4 0.018 -0.007 0.864 -0.114 -0.111 -0.064 0.979 0.985 0.990 1 

  AB-ARL-5 0.015 -0.003 0.861 -0.100 -0.104 0.000 0.976 0.982 0.987 0.997 1 

 AB-ARL-6 0.005 -0.005 0.856 -0.007 0.000 -0.063 0.970 0.976 0.980 0.990 0.988 1 

AB-ARL-7 0.003 -0.004 0.855 0.000 0.005 -0.045 0.968 0.975 0.979 0.989 0.988 1.000 
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Table 3.4 Univariate analysis in comparing the 2006 sample and the 2009 sample 

This table presents the statistics comparing the measures of audit report lag, corporate governance, accrual quality, 

and audit fees between the 2006 sample and the 2009. Panel A reports the results of univariate analysis by 

examining the difference between mean and median differences in the common sample (N=255 in the 2006 and 

2009 samples). Panel B reports the results of univariate analysis by examining the difference between mean and 

median differences in the full sample (N=475 in the 2006 sample; N=585 in the 2009 sample).  

 

Table 3.4 Panel A: Full Sample  

 

Mean(2009) Mean(2006) Mean-diff t-statistics P-value 

ARL 70.232 62.686 7.546 6.099 0.000 

TBDS 72.285 80.755 -8.47 -9.013 0.000 

BDSC 55.748 63.341 -7.593 -8.684 0.000 

ACSC 16.536 17.414 -0.878 -6.981 0.000 

DDAAQ  0.0274 0.0618 -0.034 -11.701 0.000 

MBALLAAQ  0.0362 0.0645 -0.028 -9.288 0.000 

AUDIT FEE 12.227 12.225 0.002 0.027 0.9783 

      
 

Median(2009) Median(2006) Median-diff chi-square P-value 

ARL 70 62 8 41.304 0.000 

TBDS 76 85 -9 70.135 0.000 

BDSC 60 67 -7 66.653 0.000 

ACSC 18 18 0 0 1.000 

DDAAQ  0.015 0.048 -0.033 255.891 0.000 

MBALLAAQ  0.023 0.0491 -0.026 82.431 0.000 

AUDIT FEE 12.203 12.154 0.049 0.186 0.665 
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Table 3.4 Panel B: Common Sample  

 

Mean(2009) Mean(2006) Mean-diff t-statistics P-value 

ARL 63.784 60.165 3.619 2.244 0.0252 

TBDS 80.447 82.565 -2.118 -2.107 0.0356 

BDSC 63 65.027 -2.027 -2.144 0.0325 

ACSC 17.447 17.537 -0.09 -0.636 0.524 

DDAAQ  0.021 0.057 -0.036 -11.07 0.000 

MBALLAAQ  0.032 0.059 -0.027 -7.359 0.000 

AUDIT FEE 12.593 12.328 0.265 2.691 0.0073 

      

 

Median(2009) Median(2006) Median-diff chi-square P-value 

ARL 62 60 2 2.009 0.156 

TBDS 84 85 -1 3.796 0.051 

BDSC 66 68 -2 4.932 0.026 

ACSC 18 18 0 0 1.000 

DDAAQ  0.015 0.046 -0.031 147.208 0.000 

MBALLAAQ  0.021 0.047 -0.026 29.184 0.000 

AUDIT FEE 12.502 12.271 0.231 7.537 0.006 
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Table 3.5 Multivariate analyses of the determinants of audit report lag (H1) 

This table presents the results of the seven models of determinants of the audit report lag (ARL) (summarized in 

Figure 3.3). The residuals from these seven models are used to derive AB-ARL (1-7), respectively. The results for 

testing H1 on the association between the effectiveness of the board and its committee and the ARL are presented in 

the columns (5-7).  All the seven models include constant term and Fama-French 12-industry dummies as control 

variables. For the sake of brevity, the results for these industry dummies and the constant term are not reported in 

the table below. Robust t-statistics in parentheses are reported below the coefficients. *, **, and *** indicate 

significance at the 10, 5, and 1 percent levels, respectively, using two-tailed tests. Panel A presents the results for the 

2006 sample (N=475). Panel B presents the results for the 2009 sample (N=585). See Appendices 1 and 2 for 

variable definitions.  
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Table 3.5 Panel A (Sample 2006, N=475) 

  

Dependent Variable=ARL 

  

(1) (2) (3) (4) (5) (6) (7) 

ACINDEP –H1 

   

-0.099*** 

   

     

(-2.707) 

   ACSC –H1 

    

-0.014** -0.011 

 

      

(-2.411) (-1.640) 

 BDSC –H1 

     

-0.002 

 

       

(-1.334) 

 TBDS –H1 

      

-0.003** 

        

(-2.118) 

ASSETS ? -0.032*** -0.032*** -0.029*** -0.024** -0.026** -0.022** -0.022* 

  

(-2.995) (-2.976) (-2.615) (-2.152) (-2.401) (-1.989) (-1.926) 

LOSS + 0.137*** 0.134*** 0.128*** 0.137*** 0.129*** 0.132*** 0.133*** 

  

(3.816) (3.742) (3.637) (3.871) (3.667) (3.769) (3.797) 

NUM_ICW + 

  

0.049*** 0.050*** 0.046** 0.046** 0.047*** 

    

(2.737) (2.746) (2.489) (2.501) (2.589) 

AUDITCH + 0.120* 0.115* 0.100* 0.094 0.099* 0.097 0.097 

  

(1.933) (1.840) (1.678) (1.580) (1.680) (1.646) (1.636) 

RESTATE + 

  

0.065* 0.064* 0.064* 0.065* 0.065* 

    

(1.834) (1.837) (1.787) (1.806) (1.818) 

AUDITOR ? -0.063 -0.070* -0.061 -0.052 -0.058 -0.053 -0.053 

  

(-1.537) (-1.655) (-1.451) (-1.266) (-1.393) (-1.270) (-1.258) 

BUSINESS 

SEGMENT 
+ 

0.016* 0.015 0.011 0.011 0.012 0.011 0.011 

  

(1.773) (1.583) (1.232) (1.282) (1.310) (1.269) (1.219) 

FORTRAN + 

 

0.042 0.036 0.038 0.037 0.033 0.031 

   

(1.134) (0.966) (1.032) (1.007) (0.900) (0.847) 

ZSCORE + -0.000 -0.000 0.000 0.000 -0.000 0.000 0.000 

  

(-0.160) (-0.070) (0.028) (0.097) (-0.008) (0.038) (0.046) 

EPSBAD + 0.010 0.011 0.009 0.008 0.010 0.011 0.011 

  

(0.305) (0.325) (0.256) (0.226) (0.284) (0.309) (0.320) 

BUSY ? 

 

0.021 0.017 0.021 0.012 0.017 0.020 

   

(0.537) (0.437) (0.544) (0.318) (0.425) (0.510) 

BLOCK – 0.015 0.014 0.015 0.011 0.022 0.023 0.021 

  

(0.456) (0.442) (0.479) (0.337) (0.690) (0.715) (0.642) 

M&A + 0.018 0.017 0.011 0.003 0.013 0.014 0.013 

  

(0.551) (0.533) (0.330) (0.108) (0.389) (0.439) (0.403) 

CFOFE ? 

   

0.026 0.030 0.031 0.029 

     

(0.746) (0.855) (0.875) (0.817) 

Adjusted 

R-Square 

 

0.173 0.176 0.194 0.206 0.201 0.204 0.202 
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Table 3.5 Panel B (Sample 2009, N=585) 

  Dependent Variable=ARL 

 

Sign (1) (2) (3) (4) (5) (6) (7) 

ACINDEP –H1 

   

-0.064 

   

     

(-1.528) 

   ACSC –H1 

    

-0.019*** -0.010* 

 

      

(-3.391) (-1.797) 

 BDSC –H1 

     

-0.005*** 

 

       

(-5.805) 

 TBDS –H1 

      

-0.006*** 

        

(-6.592) 

ASSETS ? -0.063*** -0.066*** -0.061*** -0.058*** -0.053*** -0.039*** -0.039*** 

  

(-8.944) (-9.018) (-8.314) (-7.651) (-6.813) (-4.787) (-4.931) 

LOSS + 0.092*** 0.093*** 0.088*** 0.089*** 0.089*** 0.078*** 0.077*** 

  

(3.666) (3.714) (3.561) (3.586) (3.616) (3.220) (3.217) 

NUM_ICW + 

  

0.035*** 0.033*** 0.030*** 0.026*** 0.027*** 

    

(3.585) (3.432) (3.369) (2.979) (3.046) 

AUDITCH + 0.115** 0.119** 0.117*** 0.110** 0.107** 0.103** 0.104** 

  

(2.466) (2.559) (2.601) (2.479) (2.380) (2.197) (2.219) 

RESTATE + 

  

0.008 0.007 0.004 0.006 0.006 

    

(0.296) (0.250) (0.152) (0.217) (0.247) 

AUDITOR – 0.018 0.015 0.026 0.036 0.044 0.071** 0.069** 

  

(0.512) (0.446) (0.741) (1.002) (1.238) (2.077) (2.045) 

BUSINESS 

SEGMENT + 0.013 0.013 0.012 0.012 0.011 0.016* 0.016* 

  

(1.532) (1.500) (1.339) (1.330) (1.315) (1.855) (1.879) 

FORTRAN + 

 

0.020 0.020 0.017 0.011 0.006 0.008 

   

(0.806) (0.777) (0.676) (0.450) (0.257) (0.312) 

ZSCORE + -0.001 -0.001 -0.000 -0.000 -0.001 -0.001 -0.001 

  

(-1.319) (-1.226) (-0.988) (-1.066) (-1.190) (-1.343) (-1.330) 

EPSBAD + 0.019 0.020 0.018 0.021 0.024 0.020 0.019 

  

(0.804) (0.839) (0.758) (0.891) (1.022) (0.887) (0.850) 

BUSY ? 

 

0.040 0.036 0.038 0.047* 0.061** 0.061** 

   

(1.448) (1.324) (1.391) (1.701) (2.360) (2.346) 

BLOCK – -0.040* -0.041* -0.039* -0.037 -0.034 -0.034 -0.035 

  

(-1.725) (-1.733) (-1.701) (-1.614) (-1.489) (-1.533) (-1.587) 

M&A + 0.094*** 0.094*** 0.093*** 0.093*** 0.089*** 0.082*** 0.083*** 

  

(4.406) (4.380) (4.329) (4.326) (4.175) (3.932) (3.961) 

CFOFE ? 

   

-0.040 -0.037 -0.019 -0.019 

     

(-1.408) (-1.325) (-0.667) (-0.674) 

Adjusted R-Square 

 

0.272 0.276 0.289 0.295 0.304 0.341 0.341 
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Table 3.6 Multivariate analysis of determinants of accrual quality (H2) 

This table presents the results of empirical tests of H2 examining the associations between accrual quality (DDAAQ) 

and ACM relationships. LAG is the placeholder for AB-ARL or ARL (1,2,3,4). OLS regressions are conducted on the 

models of accrual quality determinants in my 2006 sample (N = 475). All the seven models include constant terms. 

For the sake of brevity, the results for the constant terms are not reported in the table below. Robust t-statistics in 

parentheses are reported below the coefficients. *, **, and *** indicate significance at the 10, 5, and 1 percent 

levels, respectively, using two-tailed tests. All the variables are defined in Appendices 1 and 2.  

 

Panel A (C) presents the regression coefficients for the model (2A) in the sample of 2006 (2009). Panel B (D) 

reports the results for the expanded model by including the board effectiveness in the sample of 2006 (2009). For 

models with dependent variable of ARL and AB-ARL (1 to 3), the board effectiveness is measured by TBDS. For 

models with dependent variable of AB-ARL (4, 5), the board effectiveness is measured by BDSC, excluding the 

effectiveness measures related to audit committee, which has been taken into account when constructing AB-ARL (4, 

5). The expanded model is not applicable for AB-ARL (6, 7) because the overall board effectiveness (TBDS) has 

been taken into account in constructing AB-ARL (6, 7).  
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Table 3.6 Panel A:  Association between DDAAQ and LAG (2006 Sample N=475) 

  

Dependent Variable=DDAAQ 

  

AB-ARL 

1 

AB-ARL 

2 

AB-ARL 

3 

AB-ARL 

4 

AB-ARL 

5 

AB-ARL 

6 

AB-ARL 

7 
ARL 

LAG + 0.014** 0.014** 0.013* 0.014* 0.013* 0.012* 0.013* 0.015** 

  

(1.973) (1.985) (1.850) (1.864) (1.750) (1.674) (1.694) (2.187) 

ASSETS – -0.006** -0.006** -0.006** -0.006** -0.006** -0.006** -0.006** -0.006** 

  

(-3.825) (-3.818) (-3.806) (-3.817) (-3.807) (-3.807) (-3.809) (-3.613) 

CFO 

VOLATILITY + 0.001*** 0.001*** 0.001*** 0.001*** 0.001*** 0.001*** 0.001*** 0.001** 

  

(2.668) (2.675) (2.680) (2.620) (2.655) (2.685) (2.696) (2.481) 

SALES 

VOLATILITY + 0.024** 0.024** 0.025** 0.025** 0.025** 0.025** 0.025** 0.025** 

  

(2.430) (2.435) (2.434) (2.445) (2.433) (2.430) (2.430) (2.454) 

LOSS + -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.002 

  

(-0.028) (-0.039) (-0.043) (-0.038) (-0.038) (-0.038) (-0.038) (-0.264) 

NUM_ICW + 0.002 0.002 0.003 0.003 0.003 0.003 0.003 0.002 

  

(0.592) (0.593) (0.848) (0.843) (0.846) (0.847) (0.846) (0.567) 

AGE – -0.012** -0.012** -0.012** -0.012** -0.012** -0.012** -0.012** -0.011** 

  

(-2.844) (-2.850) (-2.847) (-2.850) (-2.832) (-2.832) (-2.841) (-2.796) 

BUSINESS 

SEGMENT + 0.003* 0.003 0.003 0.003 0.003 0.003 0.003 0.003 

  

(1.658) (1.642) (1.606) (1.601) (1.598) (1.598) (1.599) (1.561) 

ROA – -0.031** -0.031** -0.031** -0.031** -0.031** -0.031** -0.031** -0.031** 

  

(-2.276) (-2.275) (-2.265) (-2.267) (-2.258) (-2.252) (-2.252) (-2.282) 

FORTRAN + 0.002 0.003 0.003 0.003 0.003 0.003 0.003 0.002 

  

(0.514) (0.627) (0.610) (0.608) (0.610) (0.611) (0.611) (0.508) 

AUDITOR – 0.006 0.006 0.006 0.006 0.006 0.006 0.006 0.007 

  

(1.231) (1.222) (1.232) (1.230) (1.231) (1.231) (1.231) (1.343) 

GROWTH + 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 

  

(0.788) (0.793) (0.796) (0.779) (0.815) (0.817) (0.810) (0.559) 

LEVERAGE + -0.007 -0.007 -0.007 -0.007 -0.007 -0.007 -0.007 -0.007 

  

(-1.013) (-1.006) (-0.990) (-1.013) (-0.984) (-0.963) (-0.957) (-1.012) 

M&A + 0.004 0.004 0.004 0.004 0.004 0.004 0.004 0.004 

  

(0.945) (0.940) (0.942) (0.972) (0.974) (0.973) (0.972) (0.921) 

INVENTORY& 

RECEVABLE + 0.019* 0.019* 0.019* 0.019* 0.019* 0.019* 0.019* 0.020* 

  

(1.813) (1.811) (1.796) (1.801) (1.785) (1.784) (1.791) (1.934) 

AUDITCH + -0.006 -0.006 -0.006 -0.006 -0.007 -0.007 -0.006 -0.008 

  

(-0.593) (-0.599) (-0.618) (-0.617) (-0.619) (-0.619) (-0.618) (-0.736) 

Adjusted R-

Square 

 

0.242 0.242 0.241 0.242 0.241 0.240 0.241 0.243 
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Table Panel 3.B:  Association between DDAAQ and both LAG and TBDS (2006 Sample N=475) 

  

Dependent Variable=DDAAQ 

  

AB-ARL-1 AB-ARL-2 AB-ARL-3 AB-ARL-4 AB-ARL-5 ARL 

LAG + 0.013* 0.013* 0.012* 0.013* 0.012* 0.013** 

  

(1.784) (1.798) (1.663) (1.748) (1.657) (2.007) 

TBDS – -0.000* -0.000* -0.000* 

  

-0.000* 

  

(-1.955) (-1.955) (-1.965) 

  

(-1.949) 

BDSC – 

   

-0.000* -0.000* 

 

     

(-1.926) (-1.957) 

 ASSETS – -0.006*** -0.006*** -0.006*** -0.006*** -0.006*** -0.005*** 

  

(-2.945) (-2.941) (-2.926) (-2.929) (-2.918) (-2.795) 

CFO 

VOLATILITY + 0.001** 0.001** 0.001** 0.001** 0.001** 0.001** 

  

(2.376) (2.382) (2.386) (2.290) (2.314) (2.216) 

SALES 

VOLATILITY + 0.025** 0.025** 0.026** 0.026** 0.026** 0.026** 

  

(2.547) (2.552) (2.552) (2.560) (2.549) (2.570) 

LOSS + 0.001 0.001 0.001 0.001 0.001 -0.001 

  

(0.121) (0.111) (0.107) (0.116) (0.117) (-0.097) 

NUM_ICW + 0.002 0.002 0.002 0.003 0.003 0.002 

  

(0.594) (0.595) (0.829) (0.842) (0.845) (0.570) 

AGE – -0.012*** -0.012*** -0.012*** -0.012*** -0.012*** -0.012*** 

  

(-2.887) (-2.892) (-2.889) (-2.872) (-2.855) (-2.842) 

BUSINESS 

SEGMENT + 0.003 0.003 0.003 0.003 0.003 0.002 

  

(1.646) (1.632) (1.601) (1.582) (1.579) (1.563) 

ROA – -0.031** -0.031** -0.031** -0.031** -0.031** -0.031** 

  

(-2.297) (-2.296) (-2.287) (-2.294) (-2.286) (-2.304) 

FORTRAN + 0.002 0.002 0.002 0.002 0.002 0.002 

  

(0.399) (0.502) (0.488) (0.476) (0.475) (0.395) 

AUDITOR – 0.008 0.008 0.008 0.008 0.008 0.009 

  

(1.476) (1.468) (1.479) (1.474) (1.477) (1.571) 

GROWTH + 0.000 0.000 0.000 0.000 0.000 0.000 

  

(0.802) (0.805) (0.809) (0.799) (0.828) (0.612) 

LEVERAGE + -0.008 -0.008 -0.008 -0.008 -0.008 -0.008 

  

(-1.214) (-1.208) (-1.192) (-1.243) (-1.219) (-1.216) 

M&A + 0.005 0.005 0.005 0.005 0.005 0.005 

  

(1.196) (1.192) (1.175) (1.159) (1.162) (1.126) 

INVENTORY& 

RECEIVABLE + 0.020* 0.020* 0.020* 0.020* 0.020* 0.022** 

  

(1.936) (1.935) (1.921) (1.898) (1.883) (2.049) 

AUDITCH + -0.007 -0.007 -0.007 -0.007 -0.007 -0.008 

  

(-0.697) (-0.702) (-0.720) (-0.713) (-0.716) (-0.828) 

Adjusted R-Square 0.250 0.250 0.249 0.249 0.248 0.250 
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Table 3.6 Panel C:  Association between DDAAQ and LAG (2009 Sample N=585) 

  

Dependent Variable=DDAAQ 

  

AB-ARL 

1 

AB-ARL 

2 

AB-ARL 

3 

AB-ARL 

4 

AB-ARL 

5 

AB-ARL 

6 

AB-ARL 

7 
ARL 

LAG + 0.003 0.004 0.004 0.003 0.001 -0.000 0.000 0.001 

  

(0.555) (0.671) (0.672) (0.541) (0.226) (-0.019) (0.058) (0.150) 

ASSETS – -0.003** -0.003** -0.003** -0.003** -0.003** -0.003** -0.003** -0.003** 

  

(-3.397) (-3.399) (-3.398) (-3.398) (-3.399) (-3.398) (-3.398) (-3.357) 

CFO 

VOLATILITY + 0.132*** 0.132*** 0.132*** 0.132*** 0.133*** 0.133*** 0.133*** 0.132*** 

  

(5.525) (5.526) (5.525) (5.525) (5.527) (5.530) (5.528) (5.527) 

SALE 

VOLATILITY + 0.007 0.007 0.007 0.007 0.007 0.007 0.007 0.007 

  

(0.633) (0.635) (0.634) (0.634) (0.640) (0.648) (0.645) (0.646) 

LOSS + -0.010** -0.010** -0.010** -0.010** -0.010** -0.010** -0.010** -0.010** 

  

(-4.112) (-4.115) (-4.124) (-4.117) (-4.109) (-4.105) (-4.106) (-4.129) 

NUM_ICW + 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 

  

(0.304) (0.286) (0.389) (0.389) (0.389) (0.389) (0.389) (0.367) 

AGE – 0.001 0.001 0.001 0.001 0.001 0.001 0.001 0.001 

  

(0.493) (0.500) (0.499) (0.507) (0.479) (0.461) (0.464) (0.471) 

BUSINESS 

SEGMENT + 0.002** 0.002** 0.002** 0.002** 0.002** 0.002** 0.002** 0.002** 

  

(2.447) (2.448) (2.440) (2.436) (2.433) (2.429) (2.431) (2.419) 

ROA – -0.031** -0.031** -0.031** -0.031** -0.031** -0.031** -0.031** -0.031** 

  

(-4.262) (-4.278) (-4.277) (-4.260) (-4.219) (-4.192) (-4.200) (-4.219) 

FORTRAN + 0.003 0.003 0.003 0.003 0.003 0.003 0.003 0.003 

  

(1.209) (1.225) (1.223) (1.222) (1.220) (1.220) (1.220) (1.221) 

AUDITOR – -0.005 -0.005 -0.005 -0.005 -0.005 -0.005 -0.005 -0.005 

  

(-1.213) (-1.214) (-1.200) (-1.199) (-1.204) (-1.210) (-1.208) (-1.222) 

GROWTH + -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 

  

(-0.474) (-0.495) (-0.495) (-0.479) (-0.429) (-0.390) (-0.402) (-0.415) 

LEVERAGE + -0.003 -0.003 -0.003 -0.003 -0.002 -0.002 -0.002 -0.002 

  

(-0.488) (-0.498) (-0.500) (-0.490) (-0.456) (-0.432) (-0.441) (-0.454) 

M&A + -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 

  

(-0.254) (-0.255) (-0.255) (-0.255) (-0.258) (-0.260) (-0.259) (-0.300) 

INVENTORY& 

RECEIVABLE + -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 

  

(-0.144) (-0.154) (-0.154) (-0.160) (-0.148) (-0.140) (-0.143) (-0.133) 

AUDITCH + 0.012 0.012 0.012 0.012 0.012 0.012 0.012 0.012 

  

(1.134) (1.135) (1.135) (1.134) (1.132) (1.131) (1.131) (1.135) 

Adjusted R-

Square 0.610 0.610 0.610 0.610 0.609 0.609 0.609 0.609 
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Table 3.6 Panel D:  Association between DDAAQ and LAG and GOV (2009 Sample N=585) 

   

Dependent Variable=DDAAQ 

  

AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL 
ARL 

  

1 2 3 4 5 

LAG + 0.001 0.002 0.002 0.002 -0.000 -0.002 

 
 

(0.148) (0.266) (0.269) (0.267) (-0.056) (-0.312) 

TBDS – -0.000 -0.000 -0.000 

  

-0.000 

  

(-1.417) (-1.396) (-1.394) 

  

(-1.514) 

BDSC – 

   

-0.000 -0.000 

 

     

(-1.106) (-1.166) 

 ASSETS – -0.002** -0.002** -0.002** -0.003** -0.002** -0.002** 

  

(-2.232) (-2.246) (-2.250) (-2.446) (-2.424) (-2.329) 

CFO 

VOLATILITY 
+ 

0.132*** 0.132*** 0.132*** 0.132*** 0.132*** 0.132*** 

  

(5.624) (5.622) (5.621) (5.587) (5.595) (5.637) 

SALES 

VOLATILITY 
+ 

0.009 0.008 0.008 0.008 0.008 0.009 

  

(0.831) (0.825) (0.825) (0.775) (0.790) (0.851) 

LOSS + -0.010** -0.010** -0.010** -0.010** -0.010** -0.010** 

  

(-4.334) (-4.332) (-4.337) (-4.292) (-4.292) (-4.263) 

NUM_ICW + 0.000 0.000 0.000 0.000 0.000 0.000 

  

(0.161) (0.145) (0.189) (0.258) (0.250) (0.226) 

AGE – 0.001 0.001 0.001 0.001 0.001 0.001 

  

(0.565) (0.570) (0.570) (0.567) (0.547) (0.541) 

BUSINESS 

SEGMENT 
+ 

0.002*** 0.002*** 0.002*** 0.002*** 0.002*** 0.002*** 

  

(2.635) (2.635) (2.634) (2.608) (2.612) (2.659) 

ROA – -0.032** -0.032** -0.032** -0.032** -0.032** -0.032** 

  

(-4.404) (-4.414) (-4.413) (-4.351) (-4.322) (-4.371) 

FORTRAN + 0.003 0.003 0.003 0.003 0.003 0.003 

  

(1.149) (1.160) (1.160) (1.198) (1.191) (1.148) 

AUDITOR – -0.003 -0.003 -0.003 -0.003 -0.003 -0.003 

  

(-0.742) (-0.752) (-0.746) (-0.859) (-0.845) (-0.708) 

GROWTH + -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 

  

(-0.423) (-0.441) (-0.441) (-0.450) (-0.399) (-0.352) 

LEVERAGE + -0.002 -0.002 -0.002 -0.002 -0.002 -0.002 

  

(-0.437) (-0.447) (-0.449) (-0.455) (-0.420) (-0.385) 

M&A + -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 

  

(-0.435) (-0.431) (-0.431) (-0.374) (-0.385) (-0.394) 

INVENTORY& 

RECEIVALBE 
+ 

0.001 0.000 0.000 0.000 0.000 0.001 

  

(0.098) (0.089) (0.089) (0.033) (0.056) (0.103) 

AUDITCH + 0.012 0.012 0.012 0.012 0.012 0.012 

  

(1.146) (1.147) (1.146) (1.148) (1.147) (1.163) 

Adjusted R-Square 

 

0.613 0.613 0.613 0.611 0.611 0.613 
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Table 3.7 Multivariate analysis of determinants of audit fees (H3) 

This table presents the results of empirical tests of H1 on the associations between audit fees and ACM 

relationships. LAG is the placeholder for AB-ARL (1-7) or ARL. Panel A (C) presents the regression coefficients for 

the model (3A) in the sample of 2006, N=438 (2009, N=559). Panel B (D) reports the results for the expanded 

model (3B) by including the board effectiveness in the sample of 2006, N=438 (2009, N=559). For models with 

ARL and AB-ARL (1, 2, 3) as independent variables, BD_SCORE is measured by the overall board effectiveness 

TBDS. For models with AB-ARL (4,5)  as independent variable, BD_SCORE is measured by BDSC, board score 

excluding the items related to audit committee; because audit committee effectiveness is being captured in the 

models used to calculate AB-ARL (4, 5). BD_SCORE is excluded from the models with AB-ARL (6, 7) as 

independent variables because the overall board effectiveness (TBDS) has already been taken into account when 

deriving AB-ARL (6, 7). All the eight models include constant terms. For the sake of brevity, the results for the 

constant terms are not reported in the table below. Robust t-statistics in parentheses are reported below the 

coefficients. *, **, and *** indicate significance at the 10, 5, and 1 percent levels, respectively, using two-tailed 

tests. See Appendix B for variable definitions. 
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Table 3.7, Panel A sample 2006 (N=438)  

 

  

Dependent Variable=AUDIT FEE 

  

AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL 
ARL 

  

1 2 3 4 5 6 7 

LAG + 0.342** 0.351** 0.332** 0.342** 0.328** 0.343** 0.350** 0.209 

  

(2.470) (2.540) (2.380) (2.413) (2.337) (2.424) (2.475) (1.615) 

ASSETS + 0.437*** 0.437*** 0.438*** 0.438*** 0.438*** 0.438*** 0.438*** 0.442*** 

  

(12.724) (12.771) (12.790) (12.817) (12.812) (12.847) (12.850) (12.941) 

BUSINESS 

SEGMENT 
+ 

0.078*** 0.077*** 0.076*** 0.076*** 0.076*** 0.076*** 0.076*** 0.075*** 

  

(3.438) (3.415) (3.360) (3.343) (3.357) (3.367) (3.372) (3.263) 

GEOGRAPHIC 

SEGMENT 
+ 

0.041* 0.040* 0.041* 0.041* 0.040* 0.040* 0.040* 0.042* 

  

(1.919) (1.901) (1.902) (1.945) (1.891) (1.869) (1.864) (1.952) 

FORTRAN + 0.149* 0.162** 0.159** 0.159** 0.160** 0.161** 0.161** 0.151* 

  

(1.912) (2.117) (2.076) (2.064) (2.085) (2.095) (2.096) (1.916) 

INVENTORY& 

RECEIVABLE 
+ 

0.587*** 0.588*** 0.587*** 0.587*** 0.586*** 0.586*** 0.586*** 0.594*** 

  

(2.725) (2.734) (2.721) (2.730) (2.711) (2.714) (2.722) (2.728) 

CURRENT 

ASSET 
+ 

0.607*** 0.608*** 0.604*** 0.603*** 0.603*** 0.603*** 0.604*** 0.614** 

  

(2.613) (2.619) (2.597) (2.607) (2.592) (2.599) (2.604) (2.527) 

LEVERAGE + 0.167 0.168 0.169 0.165 0.167 0.166 0.167 0.184 

  

(0.798) (0.804) (0.808) (0.792) (0.805) (0.802) (0.804) (0.881) 

BTM – -0.002 -0.002 -0.002 -0.001 -0.001 -0.001 -0.001 -0.003 

  

(-0.158) (-0.163) (-0.155) (-0.136) (-0.144) (-0.134) (-0.132) (-0.260) 

ROA – -0.070 -0.069 -0.068 -0.068 -0.068 -0.068 -0.067 -0.070 

  

(-0.380) (-0.376) (-0.369) (-0.371) (-0.369) (-0.368) (-0.365) (-0.365) 

LOSS + 0.231*** 0.230*** 0.229*** 0.229*** 0.229*** 0.229*** 0.229*** 0.203** 

  

(2.775) (2.761) (2.749) (2.749) (2.747) (2.751) (2.754) (2.490) 

NUM_ICW + 0.060 0.061 0.079** 0.079** 0.079** 0.079** 0.079** 0.065 

  

(1.512) (1.516) (1.979) (2.001) (1.983) (1.988) (1.989) (1.609) 

AUDITOR + -0.002 -0.003 -0.002 -0.001 -0.002 -0.002 -0.002 0.012 

  

(-0.021) (-0.034) (-0.017) (-0.010) (-0.017) (-0.021) (-0.022) (0.116) 

M&A + 0.257*** 0.257*** 0.254*** 0.254*** 0.254*** 0.254*** 0.254*** 0.249*** 

  

(3.504) (3.506) (3.465) (3.465) (3.460) (3.464) (3.467) (3.383) 

BLOCK ? 0.145** 0.144** 0.144** 0.144** 0.145** 0.145** 0.145** 0.145** 

  

(2.081) (2.077) (2.075) (2.077) (2.079) (2.083) (2.083) (2.086) 

AUTENURE ? 0.011 0.011 0.011 0.011 0.011 0.011 0.011 0.011 

  

(1.563) (1.561) (1.538) (1.547) (1.538) (1.542) (1.543) (1.564) 

Adjusted R-Square 0.634 0.635 0.634 0.634 0.634 0.634 0.635 0.629 
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Table 3.7, Panel B sample 2006 (N=438)  

  

Dependent Variable=AUDIT FEE 

  

AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL ARL 

  

1 2 3 4 5  

LAG + 0.358*** 0.367*** 0.348** 0.351** 0.335** 0.222* 

  

(2.631) (2.702) (2.539) (2.540) (2.431) (1.736) 

TBDS + 0.007* 0.007* 0.007* 

  

0.007 

  

(1.699) (1.701) (1.698) 

  

(1.648) 

BDSC + 

   

0.008* 0.008* 

 

     

(1.932) (1.913) 

 ASSETS + 0.421*** 0.422*** 0.422*** 0.421*** 0.421*** 0.428*** 

  

(11.386) (11.429) (11.452) (11.485) (11.490) (11.687) 

BUSINESS 

SEGMENT 
+ 

0.080*** 0.079*** 0.078*** 0.079*** 0.079*** 0.077*** 

  

(3.537) (3.512) (3.456) (3.469) (3.481) (3.351) 

GEOGRAPHIC 

SEGMENT 
+ 

0.035 0.035 0.035 0.035* 0.034 0.036* 

  

(1.648) (1.628) (1.629) (1.660) (1.607) (1.693) 

FORTRAN + 0.166** 0.180** 0.177** 0.178** 0.180** 0.168** 

  

(2.155) (2.366) (2.324) (2.343) (2.360) (2.150) 

INVENTORY& 

RECEIVABLE 
+ 

0.575*** 0.576*** 0.575*** 0.579*** 0.578*** 0.583*** 

  

(2.682) (2.692) (2.678) (2.708) (2.689) (2.690) 

CURRENT 

ASSET 
+ 

0.577** 0.578** 0.574** 0.570** 0.570** 0.586** 

  

(2.528) (2.534) (2.512) (2.511) (2.496) (2.459) 

LEVERAGE + 0.166 0.167 0.168 0.167 0.170 0.184 

  

(0.850) (0.857) (0.861) (0.861) (0.875) (0.939) 

BTM – -0.002 -0.002 -0.002 -0.002 -0.002 -0.003 

  

(-0.173) (-0.180) (-0.169) (-0.160) (-0.170) (-0.283) 

ROA – -0.073 -0.072 -0.071 -0.071 -0.070 -0.072 

  

(-0.408) (-0.404) (-0.396) (-0.396) (-0.392) (-0.390) 

LOSS + 0.215*** 0.213** 0.212** 0.210** 0.210** 0.186** 

  

(2.590) (2.574) (2.562) (2.536) (2.537) (2.273) 

NUM_ICW + 0.060 0.060 0.079* 0.079* 0.078* 0.065 

  

(1.487) (1.490) (1.965) (1.954) (1.935) (1.585) 

AUDITOR + -0.031 -0.032 -0.030 -0.031 -0.032 -0.015 

  

(-0.313) (-0.328) (-0.308) (-0.320) (-0.322) (-0.149) 

M&A + 0.239*** 0.239*** 0.236*** 0.236*** 0.237*** 0.231*** 

  

(3.314) (3.315) (3.272) (3.274) (3.270) (3.190) 

BLOCK ? 0.136** 0.136** 0.136** 0.137** 0.138** 0.138** 

  

(1.974) (1.970) (1.969) (1.987) (1.990) (1.984) 

AUTENURE ? 0.011 0.011 0.011 0.011 0.011 0.011 

  

(1.547) (1.544) (1.521) (1.518) (1.508) (1.552) 

Adjusted R-Square 0.639 0.640 0.639 0.640 0.639 0.634 
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Table 3.7, Panel C Sample 2009 (N=559)  

  

Dependent Variable=AUDIT FEE 

  

AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL 
ARL 

  

1 2 3 4 5 6 7 

LAG + 0.136 0.141 0.143 0.149 0.151 0.241** 0.244** 0.049 

  

(1.169) (1.211) (1.228) (1.287) (1.321) (2.057) (2.074) (0.437) 

ASSETS + 0.402** 0.402** 0.403** 0.403** 0.403** 0.403** 0.403** 0.405** 

  

(16.046) (16.061) (16.007) (16.011) (16.019) (16.009) (16.008) (14.885) 

BUSINESS 

SEGMENT 
+ 

0.125** 0.125** 0.125** 0.125** 0.125** 0.125** 0.125** 0.124** 

  

(4.517) (4.518) (4.514) (4.515) (4.512) (4.530) (4.531) (4.478) 

GEOGRAPHIC 

SEGMENT 
+ 

0.019* 0.019* 0.019* 0.019* 0.019* 0.019* 0.019* 0.019* 

  

(1.814) (1.808) (1.808) (1.813) (1.821) (1.865) (1.863) (1.837) 

FORTRAN + 0.362** 0.365** 0.364** 0.364** 0.364** 0.364** 0.364** 0.364** 

  

(6.061) (6.106) (6.100) (6.099) (6.093) (6.110) (6.114) (6.083) 

INVENTORY& 

RECEIVABLE 
+ 

0.411** 0.410** 0.409** 0.407** 0.406** 0.399** 0.399** 0.411** 

  

(2.358) (2.349) (2.346) (2.333) (2.329) (2.298) (2.300) (2.349) 

CURRENT 

ASSET 
+ 

0.500** 0.501** 0.501** 0.502** 0.502** 0.505** 0.505** 0.502** 

  

(3.651) (3.653) (3.656) (3.662) (3.663) (3.693) (3.693) (3.639) 

LEVERAGE + 0.348** 0.348** 0.348** 0.346** 0.346** 0.340** 0.340** 0.354** 

  

(2.504) (2.509) (2.506) (2.494) (2.488) (2.441) (2.441) (2.559) 

BTM – -0.026 -0.026 -0.026 -0.026 -0.026 -0.028 -0.028 -0.025 

  

(-0.702) (-0.700) (-0.704) (-0.710) (-0.710) (-0.753) (-0.754) (-0.670) 

ROA – -0.375** -0.375** -0.375** -0.375** -0.375** -0.375** -0.375** -0.372** 

  

(-3.869) (-3.876) (-3.875) (-3.885) (-3.884) (-3.920) (-3.920) (-3.830) 

LOSS + 0.015 0.015 0.015 0.015 0.015 0.015 0.016 0.010 

  

(0.244) (0.244) (0.238) (0.239) (0.240) (0.246) (0.246) (0.157) 

NUM_ICW + 0.030 0.030 0.035 0.035 0.035 0.035 0.035 0.033 

  

(1.270) (1.266) (1.480) (1.484) (1.487) (1.490) (1.489) (1.392) 

AUDITOR + 0.310** 0.310** 0.311** 0.311** 0.311** 0.311** 0.311** 0.311** 

  

(3.852) (3.849) (3.866) (3.868) (3.869) (3.881) (3.881) (3.858) 

M&A + 0.047 0.046 0.047 0.047 0.047 0.046 0.046 0.041 

  

(0.855) (0.854) (0.858) (0.858) (0.857) (0.855) (0.856) (0.732) 

BLOCK ? -0.021 -0.021 -0.021 -0.021 -0.021 -0.022 -0.022 -0.019 

  

(-0.334) (-0.336) (-0.333) (-0.335) (-0.335) (-0.340) (-0.340) (-0.300) 

AUTENURE ? 0.006 0.006 0.006 0.006 0.006 0.007 0.007 0.006 

  

(1.130) (1.135) (1.136) (1.157) (1.159) (1.200) (1.199) (1.054) 

Adjusted R-Square 0.728 0.728 0.728 0.728 0.728 0.729 0.729 0.727 
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 Table 3.7, Panel D sample 2009 (N=559)  

  

Dependent Variable=AUDIT FEE 

  

AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL 
ARL 

  

1 2 3 4 5 

LAG + 0.263** 0.272** 0.273** 0.268** 0.260** 0.175 

  

(2.318) (2.400) (2.411) (2.385) (2.344) (1.571) 

TBDS + 0.010*** 0.010*** 0.010*** 

  

0.010*** 

  

(4.672) (4.703) (4.705) 

  

(4.444) 

BDSC + 

   

0.011*** 0.011*** 

 

     

(4.834) (4.773) 

 ASSETS + 0.367*** 0.367*** 0.368*** 0.369*** 0.369*** 0.379*** 

  

(13.765) (13.741) (13.751) (13.855) (13.874) (13.526) 

BUSINESS 

SEGMENT 
+ 

0.114*** 0.114*** 0.114*** 0.113*** 0.113*** 0.113*** 

  

(4.113) (4.108) (4.097) (4.079) (4.077) (4.058) 

GEOGRAPHIC  

SEGMENT 
+ 

0.021** 0.021** 0.021** 0.021** 0.021** 0.022** 

  

(2.182) (2.176) (2.177) (2.159) (2.168) (2.206) 

FORTRAN + 0.375*** 0.380*** 0.379*** 0.376*** 0.376*** 0.377*** 

  

(6.328) (6.412) (6.401) (6.387) (6.370) (6.344) 

INVENTORY& 

RECEIVABLE 
+ 

0.332** 0.328** 0.327** 0.324* 0.325* 0.334** 

  

(1.996) (1.975) (1.970) (1.950) (1.952) (1.994) 

CURRRENT 

ASSET 
+ 

0.501*** 0.502*** 0.502*** 0.500*** 0.500*** 0.513*** 

  

(3.768) (3.772) (3.778) (3.762) (3.761) (3.818) 

LEVERAGE + 0.335** 0.336** 0.335** 0.337** 0.337** 0.341** 

  

(2.487) (2.494) (2.491) (2.505) (2.502) (2.541) 

BTM – -0.029 -0.029 -0.029 -0.029 -0.029 -0.029 

  

(-0.805) (-0.801) (-0.809) (-0.808) (-0.802) (-0.792) 

ROA – -0.349** -0.349** -0.348** -0.349** -0.348** -0.346** 

  

(-3.725) (-3.737) (-3.733) (-3.737) (-3.730) (-3.671) 

LOSS + 0.037 0.038 0.037 0.037 0.037 0.020 

  

(0.587) (0.589) (0.577) (0.586) (0.578) (0.317) 

NUM_ICW + 0.041* 0.041* 0.050** 0.048** 0.048** 0.043* 

  

(1.836) (1.836) (2.261) (2.167) (2.165) (1.915) 

AUDITOR + 0.206*** 0.205*** 0.207*** 0.210*** 0.212*** 0.209*** 

  

(2.619) (2.604) (2.635) (2.683) (2.707) (2.646) 

M&A + 0.078 0.078 0.078 0.077 0.076 0.059 

  

(1.434) (1.438) (1.444) (1.420) (1.407) (1.047) 

BLOCK ? -0.022 -0.022 -0.022 -0.019 -0.019 -0.016 

  

(-0.356) (-0.359) (-0.353) (-0.310) (-0.310) (-0.258) 

AUTENURE ? 0.005 0.005 0.005 0.005 0.005 0.005 

  

(0.991) (0.999) (0.999) (0.997) (0.988) (0.908) 

Adjusted R-Square 0.738 0.738 0.738 0.739 0.739 0.736 
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Table 3.8 Robustness check (Section 3.7.1.1) results based on common sample 

This table presents the results based on the common samples (N=255 for both 2006 and 2009). Panel A presents the 

results of the seven models of determinants of the audit report lag (ARL) (summarized in Figure 3.3). The residuals 

from these seven models are used to derive AB-ARL (C1-7), respectively, used for the multivariate analysis for 

Panels B and C. All the seven models include constant terms and Fama-French 12-industry dummies as control 

variables. Panels B and C present the results of the determinants of the accrual quality and audit fees. All models in 

Panel B and C include constant terms. For the sake of brevity, the results for these industry dummies and the 

constant terms are not reported in the table below. Robust t-statistics in parentheses are reported below the 

coefficients. *, **, and *** indicate significance at the 10, 5, and 1 percent levels, respectively, using two-tailed 

tests. Panels A1 (2), B1(2), and C1(2) present the results for the 2006 (2009) sample. Panels B1(2)-A report the 

results for DDAAQ determinants model 2A. Panel B1(2)-B report the results for DDAAQ determinants model 2B. 

Panels C1(2)-A report the results for AUDIT FEE determinants model 3A. Panel B1(2)-B report the results for 

ADUIT FEE determinants model 3B.  See Appendix B for variable definitions.  
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Table 8 Panel A.1. Determinants of audit report lags (common sample 2006) 

  

Dependent Variable=ARL  

  
(1) (2) (3) (4) (5) (6) (7) 

ACINDEP –H1 
   

-0.125 
   

  
   

(-2.291)* 
   

ACSC –H1 
    

-0.008 
  

  
    

(-0.690) 
  

BDSC –H1 
    

-0.001 -0.002 
 

  
    

(-0.510) (-0.940) 
 

TBDS –H1 
      

-0.002 

        
(-1.020) 

ASSETS ? -0.013 -0.011 -0.007 -0.007 -0.005 -0.004 -0.004 

  

(-0.850) (-0.690) (-0.480) (-0.420) (-0.280) (-0.230) (-0.220) 

LOSS + 0.103* 0.105* 0.101* 0.111* 0.104* 0.107* 0.107* 

  

(1.731) (1.762) (1.701) (1.843) (1.751) (1.791) (1.791) 

NUM_ICW + 
  

0.028 0.029 0.027 0.028 0.028 

  
  

(1.240) (1.310) (1.170) (1.210) (1.200) 

AUDITCH + 0.069 0.064 0.052 0.046 0.043 0.049 0.047 

  
(0.620) (0.550) (0.450) (0.400) (0.370) (0.420) (0.410) 

RESTATE + 
  

0.122** 0.120** 0.123** 0.121** 0.121** 

    
(2.401) (2.422) (2.361) (2.322) (2.331) 

AUDITOR ? -0.18** -0.19** -0.17** -0.15** -0.16** -0.16** -0.16** 

  
(-3.641) (-3.761) (-3.232) (-3.062) (-3.072) (-3.081) (-3.091) 

BUSINESS 

SEGMENT 
+ 0.009 0.003 0.002 0.006 0.003 0.002 0.002 

  

(0.690) (0.260) (0.150) (0.440) (0.210) (0.190) (0.200) 

FORTRAN + 
 

0.055 0.047 0.047 0.046 0.044 0.045 

  
 

(1.070) (0.920) (0.930) (0.900) (0.880) (0.890) 

ZSCORE + 0.001 0.001* 0.001** 0.001** 0.001** 0.001** 0.001** 

  
(1.570) (1.901) (2.341) (2.482) (2.491) (2.461) (2.481) 

EPSBAD + 0.016 0.012 0.014 0.014 0.018 0.014 0.015 

  

(0.370) (0.280) (0.320) (0.330) (0.410) (0.330) (0.350) 

BUSY ? 
 

0.085 0.082 0.067 0.078 0.081 0.08 

   
(1.510) (1.450) (1.170) (1.370) (1.430) (1.420) 

BLOCK – 0.056 0.053 0.057 0.043 0.062 0.057 0.058 

 
 

(1.240) (1.210) (1.290) (0.990) (1.390) (1.300) (1.320) 

M&A + 0.095** 0.093** 0.081* 0.069 0.083* 0.082* 0.082* 

 
 

(2.201) (2.151) (1.871) (1.580) (1.902) (1.902) (1.902) 

CFOFE ? 
   

0.006 0.000 -0.006 -0.004 

     
(0.120) (0.000)  (-0.110) (-0.090) 

Adjusted R-

Square  
0.158 0.172 0.195 0.214 0.200 0.199 0.199 
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Table 8 Panel A.2. Determinants of audit report lags (common sample 2009) 

  

Dependent Variable=ARL  

  

(1) (2) (3) (4) (5) (6) (7) 

ACINDEP –H1 

   

-0.039 

   

     

(-0.441) 

   ACSC –H1 

    

-0.015 

  

      

(-1.136) 

  BDSC –H1 

    

-0.004** -0.004** 

 

      

(-2.080) (-2.222) 

 TBDS –H1 

      

-0.004** 

        

(-2.320) 

ASSETS ? -0.065*** -0.067*** -0.064*** -0.064*** -0.051*** -0.053*** -0.052*** 

  

(-5.023) (-5.123) (-4.864) (-4.875) (-3.411) (-3.546) (-3.462) 

LOSS + 0.082** 0.083** 0.082** 0.078** 0.075* 0.080** 0.078** 

  

(2.033) (2.078) (2.059) (1.985) (1.919) (2.022) (1.995) 

NUM_ICW + 

  

0.017 0.018 0.017 0.015 0.016 

    

(1.434) (1.518) (1.436) (1.311) (1.339) 

AUDITCH + 0.072 0.068 0.059 0.052 0.068 0.067 0.068 

  

(0.879) (0.809) (0.692) (0.608) (0.771) (0.771) (0.779) 

RESTATE + 

  

0.034 0.034 0.031 0.034 0.033 

    

(0.699) (0.702) (0.640) (0.695) (0.678) 

AUDITOR ? -0.063 -0.033 -0.023 -0.019 0.016 0.009 0.013 

  

(-1.537) (-0.463) (-0.308) (-0.254) (0.229) (0.132) (0.178) 

BUSINESS 

SEGMENT 
+ 0.016* 

0.016 0.012 0.012 0.014 0.014 0.014 

  

(1.773) (1.076) (0.758) (0.764) (0.928) (0.881) (0.899) 

FORTRAN + 

 

0.006 0.005 0.003 -0.010 -0.003 -0.006 

   

(0.159) (0.134) (0.081) (-0.261) (-0.093) (-0.151) 

ZSCORE + -0.003*** -0.002** -0.002** -0.002** -0.002** -0.002** -0.002** 

  

(-3.066) (-2.440) (-2.240) (-2.111) (-2.031) (-2.044) (-2.027) 

EPSBAD + 0.033 0.030 0.026 0.027 0.027 0.028 0.027 

  

(0.872) (0.765) (0.668) (0.717) (0.712) (0.717) (0.715) 

BUSY ? 

 

0.090* 0.092* 0.099* 0.100* 0.102* 0.101* 

   

(1.706) (1.687) (1.786) (1.848) (1.880) (1.879) 

BLOCK – -0.022 -0.017 -0.015 -0.019 -0.024 -0.026 -0.025 

  

(-0.590) (-0.450) (-0.408) (-0.498) (-0.638) (-0.679) (-0.677) 

M&A + 0.078** 0.084** 0.077** 0.078** 0.078** 0.084** 0.083** 

  

(2.171) (2.352) (2.112) (2.081) (2.063) (2.268) (2.229) 

CFOFE ? 

   

-0.037 -0.022 -0.025 -0.024 

     

(-0.667) (-0.389) (-0.446) (-0.421) 

Adjusted R-Square 0.234 0.247 0.251 0.254 0.271 0.268 0.269 
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Table 3.8 Panel B.1-A Determinants of accrual quality (common sample 2006, model 2A) 

    Dependent Variable=DDAAQ 

  

AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL 
ARL 

1 2 3 4 5 6 7 

LAG + 0.025*** 0.027*** 0.027*** 0.026*** 0.026*** 0.026*** 0.026*** 0.023*** 

  

(2.76) (2.80) (2.82) (2.79) (2.79) (2.78) (2.78) (2.96) 

ASSETS – -0.005** -0.005** -0.005** -0.005** -0.005** -0.005** -0.005** -0.005** 

  

(-2.899) (-2.844) (-2.811) (-2.805) (-2.836) (-2.834) (-2.836) (-2.670) 

CFO 

VOLATILITY 
+ 0.019** 0.021** 0.020** 0.020** 0.020** 0.020** 0.020** 0.018** 

  

(2.46) (2.54) (2.55) (2.62) (2.52) (2.51) (2.51) (2.48) 

SALES 

VOLATILITY 
+ 0.014* 0.015* 0.014* 0.014 0.014* 0.014* 0.014* 0.015* 

  

(1.67) (1.68) (1.66) (1.65) (1.65) (1.65) (1.65) (1.79) 

LOSS + 0.008 0.008 0.008 0.008 0.008 0.008 0.008 0.007 

  

(0.72) (0.72) (0.71) (0.72) (0.71) (0.72) (0.72) (0.60) 

NUM_ICW + 0.005 0.005 0.006* 0.006* 0.006* 0.006* 0.006* 0.005 

  

(1.42) (1.43) (1.72) (1.73) (1.72) (1.72) (1.72) (1.37) 

AGE – -0.009* -0.010* -0.0010* -0.009* -0.009* -0.010* -0.010* -0.010* 

  

(-1.86) (-1.88) (-1.87) (-1.85) (-1.82) (-1.83) (-1.83) (-1.84) 

BUSINESS 

SEGMENT 
+ 0.001 0.001 0.001 0.001 0.001 0.001 0.001 0.001 

  

(0.74) (0.70) (0.66) (0.65) (0.65) (0.66) (0.65) (0.73) 

ROA – -0.012 -0.012 -0.011 -0.011 -0.011 -0.011 -0.011 -0.013 

  

(-0.72) (-0.70) (-0.68) (-0.68) (-0.67) (-0.67) (-0.67) (-0.81) 

FORTRAN + 0.003 0.004 0.004 0.004 0.004 0.004 0.004 0.003 

  

(0.54) (0.74) (0.73) (0.73) (0.73) (0.73) (0.73) (0.53) 

AUDITOR – 0.006 0.006 0.006 0.006 0.006 0.006 0.006 0.01 

  

(1.13) (1.10) (1.12) (1.13) (1.13) (1.13) (1.13) (1.64) 

GROWTH + 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 

  

(1.49) (1.52) (1.48) (1.37) (1.46) (1.48) (1.47) (1.16) 

LEVERAGE + 0.002 0.002 0.002 0.002 0.002 0.002 0.002 0.002 

  

(0.20) (0.16) (0.19) (0.15) (0.22) (0.22) (0.22) (0.20) 

M&A + 0.005 0.004 0.004 0.004 0.004 0.004 0.004 0.002 

  

(0.79) (0.79) (0.77) (0.77) (0.78) (0.78) (0.78) (0.39) 

INVENTORY& 

RECEIVABLE 
+ 0.033** 0.033** 0.033** 0.033** 0.032** 0.032** 0.032** 0.035*** 

  

(2.47) (2.48) (2.45) (2.48) (2.43) (2.44) (2.44) (2.60) 

AUDITCH + -0.007 -0.007 -0.008 -0.008 -0.008 -0.008 -0.008 -0.008 

    (-0.49) (-0.52) (-0.52) (-0.52) (-0.51) (-0.51) (-0.51) (-0.55) 

Adjusted R-Square 0.236 0.24 0.241 0.244 0.239 0.238 0.238 0.235 
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Table 3.8 Panel B.1-B Determinants of accrual quality (common sample 2006, model 2B) 

  

Dependent Variable=DDAAQ 

  

AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL 
ARL 

  

1 2 3 4 5 6 7 

LAG + 0.023*** 0.026*** 0.026*** 0.028*** 0.026*** 0.026*** 0.026*** 0.023*** 

  

(2.689) (2.780) (2.804) (2.924) (2.831) (2.783) (2.780) (2.940) 

TBDS – -0.001** -0.001** -0.001** 

    

-0.001** 

  

(-2.169) (-2.173) (-2.162) 

    

(-2.207) 

BDSC – 

   

-0.001** -0.001** 

   

     

(-2.222) (-2.239) 

   ASSETS – -0.004** -0.004* -0.004* -0.004* -0.004* -0.005** -0.005** -0.004* 

  

(-1.986) (-1.934) (-1.917) (-1.857) (-1.861) (-2.834) (-2.836) (-1.827) 

CFO 

VOLATILITY 
+ 

0.018** 0.019** 0.019** 0.019** 0.019** 0.020** 0.020** 0.018** 

  

(2.403) (2.506) (2.510) (2.577) (2.500) (2.514) (2.511) (2.460) 

SALES 

VOLATILITY 
+ 

0.016* 0.016* 0.015* 0.016* 0.015* 0.014* 0.014* 0.016** 

  

(1.881) (1.884) (1.859) (1.855) (1.866) (1.653) (1.653) (1.984) 

LOSS + 0.009 0.009 0.009 0.009 0.009 0.008 0.008 0.008 

  

(0.768) (0.768) (0.764) (0.793) (0.790) (0.716) (0.716) (0.678) 

NUM_ICW + 0.005 0.005 0.006* 0.006* 0.006* 0.006* 0.006* 0.005 

  

(1.391) (1.399) (1.692) (1.697) (1.693) (1.719) (1.719) (1.331) 

AGE – -0.011** -0.011** -0.011** -0.011** -0.011** -0.010* -0.010* -0.011** 

  

(-2.097) (-2.119) (-2.105) (-2.071) (-2.057) (-1.834) (-1.827) (-2.089) 

BUSINESS 

SEGMENT 
+ 

0.002 0.002 0.002 0.001 0.001 0.001 0.001 0.002 

  

(0.868) (0.835) (0.786) (0.707) (0.711) (0.655) (0.654) (0.799) 

ROA – -0.015 -0.014 -0.014 -0.014 -0.014 -0.011 -0.011 -0.016 

  

(-0.830) (-0.813) (-0.793) (-0.790) (-0.788) (-0.667) (-0.666) (-0.918) 

FORTRAN + 0.003 0.004 0.004 0.003 0.003 0.004 0.004 0.003 

  

(0.498) (0.709) (0.693) (0.664) (0.660) (0.731) (0.731) (0.485) 

AUDITOR – 0.008 0.008 0.008 0.008 0.008 0.006 0.006 0.012* 

  

(1.387) (1.363) (1.377) (1.371) (1.374) (1.125) (1.125) (1.813) 

GROWTH + 0.000* 0.000* 0.000* 0.000 0.000* 0.000 0.000 0.000 

  

(1.717) (1.751) (1.708) (1.606) (1.694) (1.475) (1.472) (1.401) 

LEVERAGE + -0.001 -0.001 -0.001 -0.001 -0.001 0.002 0.002 -0.001 

  

(-0.062) (-0.113) (-0.078) (-0.146) (-0.109) (0.223) (0.224) (-0.077) 

M&A + 0.003 0.003 0.003 0.005 0.005 0.004 0.004 0.003 

  

(0.552) (0.524) (0.560) (0.881) (0.889) (0.776) (0.776) (0.516) 

INVENTORY& 

RECEIVABLE 
+ 

0.034** 0.034** 0.034** 0.033** 0.033** 0.032** 0.032** 0.036*** 

  

(2.519) (2.533) (2.497) (2.490) (2.443) (2.441) (2.437) (2.635) 

AUDITCH + -0.009 -0.010 -0.010 -0.009 -0.009 -0.008 -0.008 -0.010 

  

(-0.606) (-0.636) (-0.631) (-0.621) (-0.623) (-0.511) (-0.511) (-0.672) 

Adjusted R-Square 0.250 0.255 0.255 0.259 0.256 0.238 0.238 0.250 
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Table 3.8 Panel B.2-A Determinants of accrual quality (common sample 2009, model 2A) 

    Dependent Variable=DDAAQ 

 

AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL 
ARL 

1 2 3 4 5 6 7 

LAG + -0.003 -0.003 -0.003 -0.003 -0.004 -0.003 -0.003 -0.004 

  

(-0.81) (-0.73) (-0.72) (-0.79) (-0.98) (-0.83) (-0.88) (-1.05) 

ASSETS – -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 -0.001* 

  

(-1.46) (-1.46) (-1.47) (-1.46) (-1.47) (-1.47) (-1.47) (-1.67) 

CFO 

VOLATILITY 
+ 0.157*** 0.158*** 0.158*** 0.158*** 0.157*** 0.157*** 0.157*** 0.158*** 

  

(5.85) (5.84) (5.84) (5.84) (5.85) (5.85) (5.85) (5.84) 

SALES 

VOLATILITY 
+ 0.003 0.003 0.003 0.003 0.003 0.003 0.003 0.003 

  

(0.41) (0.40) (0.40) (0.40) (0.42) (0.41) (0.41) (0.41) 

LOSS + -0.007** -0.008** -0.008** -0.008** -0.008** -0.008** -0.008** -0.008** 

  

(-3.55) (-3.54) (-3.54) (-3.55) (-3.55) (-3.55) (-3.55) (-3.28) 

NUM_ICW + -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 

  

(-0.57) (-0.58) (-0.63) (-0.63) (-0.63) (-0.63) (-0.63) (-0.51) 

AGE – 0.001 0.001 0.001 0.001 0.001 0.001 0.001 0.001 

  

(0.56) (0.56) (0.57) (0.56) (0.55) (0.55) (0.55) (0.51) 

BUSINESS 

SEGMENT 
+ 0.001 0.001 0.001 0.001 0.001 0.001 0.001 0.001 

  

(1.50) (1.50) (1.51) (1.51) (1.50) (1.50) (1.50) (1.57) 

ROA – -0.030** -0.030** -0.030** -0.030** -0.030** -0.030** -0.030** -0.030** 

  

(-5.27) (-5.25) (-5.26) (-5.26) (-5.28) (-5.27) (-5.27) (-5.29) 

FORTRAN + 0.002 0.002 0.002 0.002 0.002 0.002 0.002 0.002 

  

(1.17) (1.16) (1.16) (1.17) (1.17) (1.17) (1.17) (1.20) 

AUDITOR – -0.002 -0.002 -0.002 -0.002 -0.002 -0.002 -0.002 -0.002 

  

(-0.59) (-0.59) (-0.59) (-0.60) (-0.60) (-0.60) (-0.60) (-0.57) 

GROWTH + 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 

  

(0.35) (0.35) (0.35) (0.36) (0.39) (0.37) (0.37) (0.40) 

LEVERAGE + -0.008** -0.008** -0.008** -0.008** -0.008** -0.008** -0.008** -0.008** 

  

(-2.17) (-2.17) (-2.17) (-2.17) (-2.16) (-2.17) (-2.17) (-2.11) 

M&A + 0.002 0.002 0.002 0.002 0.002 0.002 0.002 0.003 

  

(1.24) (1.25) (1.25) (1.25) (1.25) (1.25) (1.25) (1.46) 

INVENTORY& 

RECEIVABLE 
+ -0.002 -0.002 -0.002 -0.002 -0.002 -0.002 -0.002 -0.002 

  

(-0.37) (-0.36) (-0.36) (-0.36) (-0.36) (-0.36) (-0.36) (-0.41) 

AUDITCH + -0.003 -0.003 -0.003 -0.003 -0.003 -0.003 -0.003 -0.003 

    (-0.61) (-0.61) (-0.61) (-0.61) (-0.61) (-0.61) (-0.61) (-0.52) 

Adjusted R-Square 0.74 0.74 0.74 0.74 0.741 0.74 0.74 0.741 
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Table 3.8 Panel B.2-B Determinants of accrual quality (common sample 2009, model 2B) 

  

Dependent Variable=DDAAQ 

  

AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL 
ARL 

  

1 2 3 4 5 6 7 

LAG + -0.002 -0.002 -0.002 -0.002 -0.003 -0.003 -0.003 -0.003 

  

(-0.609) (-0.576) (-0.563) (-0.590) (-0.732) (-0.833) (-0.877) (-0.827) 

TBDS – 0.000 0.000 0.000 

    

0.000 

  

(1.384) (1.388) (1.389) 

    

(1.311) 

BDSC – 

   

0.000* 0.000 

   

     

(1.656) (1.638) 

   ASSETS – -0.001* -0.001* -0.001* -0.001* -0.001* -0.001 -0.001 -0.002** 

  

(-1.905) (-1.905) (-1.908) (-1.927) (-1.919) (-1.468) (-1.467) (-1.981) 

CFO 

VOLATILITY 
+ 

0.159** 0.160** 0.160** 0.160** 0.160** 0.157** 0.157** 0.159** 

  

(5.693) (5.685) (5.686) (5.692) (5.693) (5.851) (5.852) (5.697) 

SALES 

VOLATILITY 
+ 

0.002 0.002 0.002 0.002 0.002 0.003 0.003 0.002 

  

(0.298) (0.292) (0.291) (0.302) (0.314) (0.409) (0.413) (0.306) 

LOSS + -0.008** -0.008** -0.008** -0.008** -0.008** -0.008** -0.008** -0.007** 

  

(-3.455) (-3.447) (-3.450) (-3.487) (-3.493) (-3.547) (-3.549) (-3.252) 

NUM_ICW + -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 

  

(-0.538) (-0.546) (-0.585) (-0.563) (-0.561) (-0.630) (-0.629) (-0.497) 

AGE – 0.002 0.002 0.002 0.002 0.002 0.001 0.001 0.001 

  

(0.857) (0.862) (0.866) (0.879) (0.883) (0.548) (0.549) (0.805) 

BUSINESS 

SEGMENT 
+ 

0.001 0.001 0.001 0.001 0.001 0.001 0.001 0.001 

  

(1.371) (1.372) (1.379) (1.375) (1.374) (1.504) (1.504) (1.436) 

ROA – -0.030** -0.030** -0.030** -0.030** -0.030** -0.030** -0.030** -0.030** 

  

(-5.089) (-5.073) (-5.076) (-5.073) (-5.085) (-5.266) (-5.269) (-5.104) 

FORTRAN + 0.002 0.002 0.002 0.002 0.002 0.002 0.002 0.002 

  

(1.316) (1.310) (1.311) (1.305) (1.304) (1.166) (1.166) (1.327) 

AUDITOR – -0.003 -0.003 -0.003 -0.003 -0.003 -0.002 -0.002 -0.003 

  

(-0.820) (-0.818) (-0.826) (-0.848) (-0.849) (-0.595) (-0.596) (-0.804) 

GROWTH + 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 

  

(0.292) (0.292) (0.291) (0.313) (0.335) (0.367) (0.374) (0.331) 

LEVERAGE + -0.007** -0.007* -0.007* -0.007* -0.007* -0.008** -0.008** -0.007* 

  

(-1.972) (-1.966) (-1.968) (-1.942) (-1.942) (-2.167) (-2.166) (-1.928) 

M&A + 0.002 0.002 0.002 0.002 0.002 0.002 0.002 0.002 

  

(1.305) (1.314) (1.306) (1.183) (1.184) (1.248) (1.249) (1.379) 

INVENTORY& 

RECEIVABLE 
+ 

-0.002 -0.002 -0.002 -0.002 -0.002 -0.002 -0.002 -0.002 

  

(-0.398) (-0.389) (-0.393) (-0.393) (-0.396) (-0.359) (-0.360) (-0.426) 

AUDITCH + -0.004 -0.004 -0.004 -0.004 -0.004 -0.003 -0.003 -0.003 

  

(-0.665) (-0.666) (-0.665) (-0.669) (-0.668) (-0.611) (-0.611) (-0.596) 

Adjusted R-Square 0.743 0.743 0.743 0.744 0.744 0.740 0.740 0.744 
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Table 3.8 Panel C.1-A Determinants of audit fees (common sample 2006, model 3A)  

  

Dependent Variable= AUDIT FEE 

  

AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL 
ARL 

  

1 2 3 4 5 6 7 

LAG + 0.213 0.221 0.179 0.182 0.167 0.191 0.188 0.127 

  

(1.502) (1.534) (1.211) (1.243) (1.138) (1.306) (1.280) (0.911) 

ASSETS + 0.506*** 0.506*** 0.506*** 0.505*** 0.505*** 0.505*** 0.505*** 0.505*** 

  

(12.430) (12.401) (12.363) (12.436) (12.435) (12.426) (12.429) (12.395) 

BUSINESS 

SEGMENT 
+ 

0.032 0.032 0.031 0.030 0.030 0.030 0.030 0.031 

  

(1.017) (1.000) (0.966) (0.941) (0.948) (0.947) (0.947) (0.978) 

GEOGRAPHIC 

SEGMENT 
+ 

0.035 0.034 0.035 0.036 0.035 0.035 0.035 0.034 

  

(1.263) (1.253) (1.272) (1.292) (1.266) (1.263) (1.263) (1.247) 

FORTRAN + 0.107 0.117 0.116 0.115 0.116 0.116 0.116 0.111 

  

(1.118) (1.240) (1.219) (1.210) (1.217) (1.217) (1.217) (1.153) 

INVENTORY& 

RECEIVABLLE 
+ 

-0.017 -0.019 -0.025 -0.019 -0.024 -0.023 -0.023 -0.013 

  

(-0.077) (-0.085) (-0.110) (-0.084) (-0.106) (-0.101) (-0.100) (-0.056) 

CURRENT 

ASSET 
+ 

0.908*** 0.910*** 0.906*** 0.898*** 0.901*** 0.904*** 0.903*** 0.907*** 

  

(4.010) (4.020) (3.983) (3.955) (3.958) (3.969) (3.965) (3.945) 

LEVERAGE + 0.153 0.150 0.159 0.157 0.161 0.158 0.159 0.168 

  

(0.692) (0.678) (0.718) (0.707) (0.728) (0.720) (0.722) (0.772) 

BTM – 0.177*** 0.177*** 0.177*** 0.177*** 0.176*** 0.177*** 0.177*** 0.174*** 

  

(3.341) (3.329) (3.278) (3.281) (3.241) (3.287) (3.280) (3.164) 

ROA – -0.341** -0.339** -0.332** -0.332** -0.330** -0.332** -0.331** -0.333** 

  

(-2.330) (-2.323) (-2.281) (-2.277) (-2.276) (-2.289) (-2.287) (-2.296) 

LOSS + 0.002 0.001 0.002 0.004 0.005 0.004 0.004 -0.001 

  

(0.014) (0.007) (0.013) (0.033) (0.036) (0.029) (0.031) (-0.011) 

NUM_ICW + 0.048 0.049 0.056 0.056 0.056 0.056 0.056 0.050 

  

(1.039) (1.048) (1.208) (1.198) (1.195) (1.197) (1.196) (1.073) 

AUDITOR + -0.098 -0.100 -0.099 -0.101 -0.101 -0.101 -0.101 -0.080 

  

(-0.790) (-0.802) (-0.792) (-0.807) (-0.807) (-0.807) (-0.807) (-0.640) 

M&A + 0.256*** 0.256*** 0.261*** 0.274*** 0.275*** 0.275*** 0.275*** 0.263*** 

  

(2.678) (2.680) (2.737) (2.850) (2.854) (2.854) (2.854) (2.715) 

BLOCK ? 0.100 0.100 0.100 0.101 0.101 0.101 0.101 0.098 

  

(0.959) (0.954) (0.956) (0.963) (0.964) (0.961) (0.962) (0.935) 

AUTENURE ? 0.017** 0.017** 0.017** 0.017** 0.017** 0.017** 0.017** 0.017** 

  

(2.024) (2.023) (2.017) (2.027) (2.024) (2.019) (2.021) (2.062) 

Adjusted R-Square 0.673 0.673 0.672 0.672 0.671 0.672 0.672 0.671 
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Table 3.8 Panel C.1-B Determinants of audit fees (common sample 2006, model 3B)  

 

  
Dependent Variable= AUDIT FEE 

  

AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL 
ARL 

  

1 2 3 4 5 6 7 

LAG + 0.218 0.229 0.189 0.183 0.172 0.191 0.188 0.128 

  

(1.538) (1.601) (1.293) (1.256) (1.174) (1.306) (1.280) (0.915) 

TBDS + 0.001 0.001 0.001 

    

0.001 

  

(0.278) (0.277) (0.269) 

    

(0.243) 

BDSC + 

   

0.003 0.002 

   

     

(0.506) (0.461) 

   ASSETS + 0.501*** 0.502*** 0.502*** 0.499*** 0.499*** 0.505*** 0.505*** 0.503*** 

  

(11.435) (11.415) (11.402) (11.357) (11.338) (12.426) (12.429) (11.406) 

BUSINESS 

SEGMENT 
+ 

0.031 0.031 0.030 0.030 0.030 0.030 0.030 0.031 

  

(0.985) (0.970) (0.945) (0.946) (0.952) (0.947) (0.947) (0.977) 

GEOGRAPHIC 

SEGMENT 
+ 

0.034 0.034 0.034 0.035 0.034 0.035 0.035 0.034 

  

(1.233) (1.219) (1.241) (1.248) (1.223) (1.263) (1.263) (1.223) 

FORTRAN + 0.108 0.119 0.117 0.118 0.119 0.116 0.116 0.112 

  

(1.129) (1.248) (1.229) (1.243) (1.248) (1.217) (1.217) (1.166) 

INVENTORY& 

RECEIVABLE 
+ 

-0.012 -0.012 -0.018 -0.006 -0.011 -0.023 -0.023 -0.007 

  

(-0.052) (-0.054) (-0.080) (-0.027) (-0.051) (-0.101) (-0.100) (-0.030) 

CURRENT 

ASSET 
+ 

0.896*** 0.898*** 0.895*** 0.879*** 0.883*** 0.904*** 0.903*** 0.897*** 

  

(3.978) (3.988) (3.957) (3.889) (3.901) (3.969) (3.965) (3.924) 

LEVERAGE + 0.158 0.156 0.163 0.168 0.170 0.158 0.159 0.173 

  

(0.716) (0.703) (0.738) (0.760) (0.777) (0.720) (0.722) (0.792) 

BTM – 0.174*** 0.174*** 0.175*** 0.173*** 0.172*** 0.177*** 0.177*** 0.172*** 

  

(3.308) (3.300) (3.254) (3.251) (3.222) (3.287) (3.280) (3.136) 

ROA – -0.336** -0.335** -0.328** -0.324** -0.323** -0.332** -0.331** -0.329** 

  

(-2.258) (-2.252) (-2.215) (-2.191) (-2.191) (-2.289) (-2.287) (-2.228) 

LOSS + 0.004 0.003 0.003 0.004 0.005 0.004 0.004 -0.001 

  

(0.031) (0.026) (0.026) (0.032) (0.036) (0.029) (0.031) (-0.009) 

NUM_ICW + 0.048 0.048 0.056 0.056 0.056 0.056 0.056 0.050 

  

(1.023) (1.032) (1.192) (1.183) (1.181) (1.197) (1.196) (1.067) 

AUDITOR + -0.105 -0.107 -0.105 -0.109 -0.108 -0.101 -0.101 -0.083 

  

(-0.836) (-0.847) (-0.830) (-0.866) (-0.861) (-0.807) (-0.807) (-0.663) 

M&A + 0.274*** 0.273*** 0.273*** 0.271*** 0.272*** 0.275*** 0.275*** 0.261*** 

  

(2.853) (2.850) (2.844) (2.827) (2.833) (2.854) (2.854) (2.705) 

BLOCK ? 0.101 0.100 0.100 0.101 0.101 0.101 0.101 0.097 

  

(0.960) (0.954) (0.954) (0.965) (0.965) (0.961) (0.962) (0.929) 

AUTENURE ? 0.017** 0.017** 0.017** 0.017** 0.017** 0.017** 0.017** 0.017** 

  

(2.031) (2.028) (2.023) (2.043) (2.040) (2.019) (2.021) (2.070) 

Adjusted R-

Square  0.673 0.673 0.672 0.672 0.672 0.672 0.672 0.671 
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Table 3.8 Panel C.2-A Determinants of audit fees (common sample 2009, model 3A)   

  

Dependent Variable=AUDIT FEE 

  

AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL 
ARL 

  

1 2 3 4 5 6 7 

LAG + -0.096 -0.094 -0.109 -0.103 -0.092 -0.082 -0.079 -0.208 

  

(-0.647) (-0.635) (-0.731) (-0.691) (-0.625) (-0.553) (-0.535) (-1.438) 

ASSETS + 0.457*** 0.457*** 0.457*** 0.457*** 0.457*** 0.457*** 0.457*** 0.446*** 

  

(12.098) (12.083) (12.090) (12.183) (12.156) (12.133) (12.126) (11.250) 

BUSINESS 

SEGMENT 
+ 

0.131*** 0.131*** 0.131*** 0.131*** 0.131*** 0.131*** 0.131*** 0.133*** 

  

(3.252) (3.254) (3.263) (3.259) (3.260) (3.264) (3.265) (3.311) 

GEOGRAPHIC 

SEGMENT 
+ 

0.029** 0.029** 0.029** 0.029** 0.029** 0.029** 0.029** 0.029** 

  

(2.458) (2.454) (2.458) (2.459) (2.459) (2.467) (2.467) (2.447) 

FORTRAN + 0.308*** 0.308*** 0.308*** 0.308*** 0.308*** 0.308*** 0.308*** 0.310*** 

  

(3.781) (3.775) (3.775) (3.779) (3.780) (3.782) (3.782) (3.823) 

INVENTORY& 

RECEIVABLE 
+ 

-0.089 -0.087 -0.089 -0.088 -0.087 -0.085 -0.085 -0.083 

  

(-0.338) (-0.332) (-0.340) (-0.334) (-0.333) (-0.323) (-0.323) (-0.317) 

CURRENT 

ASSET 
+ 

0.945*** 0.945*** 0.947*** 0.946*** 0.945*** 0.942*** 0.942*** 0.921*** 

  

(4.141) (4.143) (4.156) (4.147) (4.136) (4.124) (4.121) (4.075) 

LEVERAGE + 0.133 0.133 0.133 0.133 0.133 0.133 0.133 0.141 

  

(0.695) (0.697) (0.696) (0.697) (0.697) (0.695) (0.695) (0.734) 

BTM – 0.003 0.002 0.002 0.003 0.002 0.002 0.002 0.009 

  

(0.056) (0.043) (0.054) (0.055) (0.043) (0.049) (0.046) (0.191) 

ROA – -0.458** -0.458** -0.459** -0.458** -0.458** -0.457** -0.456** -0.468** 

  

(-3.092) (-3.089) (-3.112) (-3.104) (-3.090) (-3.064) (-3.060) (-3.244) 

LOSS + 0.020 0.020 0.020 0.019 0.020 0.020 0.020 0.031 

  

(0.211) (0.217) (0.213) (0.207) (0.211) (0.211) (0.212) (0.335) 

NUM_ICW + 0.104*** 0.104*** 0.103*** 0.103*** 0.103*** 0.103*** 0.103*** 0.107*** 

  

(3.339) (3.333) (3.273) (3.279) (3.283) (3.279) (3.281) (3.387) 

AUDITOR + -0.025 -0.024 -0.025 -0.027 -0.027 -0.027 -0.027 -0.028 

  

(-0.194) (-0.191) (-0.197) (-0.216) (-0.213) (-0.214) (-0.213) (-0.222) 

M&A + 0.170** 0.171** 0.171** 0.163** 0.163** 0.163** 0.163** 0.183** 

  

(2.064) (2.066) (2.074) (2.008) (2.008) (2.006) (2.006) (2.222) 

BLOCK ? -0.036 -0.036 -0.036 -0.036 -0.036 -0.036 -0.036 -0.036 

  

(-0.374) (-0.374) (-0.377) (-0.381) (-0.379) (-0.380) (-0.380) (-0.382) 

AUTENURE ? 0.003 0.003 0.003 0.003 0.003 0.003 0.003 0.003 

  

(0.475) (0.476) (0.477) (0.467) (0.460) (0.470) (0.468) (0.410) 

Adjusted R-Square 0.719 0.719 0.719 0.719 0.719 0.719 0.719 0.721 
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Table 3.8 Panel C.2-B Determinants of audit fees (common sample 2009, model 3B)   

  

Dependent Variable= AUDIT FEE 

  

AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL 
ARL 

  

1 2 3 4 5 6 7 

LAG + -0.050 -0.042 -0.053 -0.057 -0.074 -0.082 -0.079 -0.149 

  

(-0.349) (-0.293) (-0.366) (-0.391) (-0.511) (-0.553) (-0.535) (-1.053) 

TBDS + 0.010** 0.010** 0.009** 

    

0.009** 

  

(2.318) (2.322) (2.315) 

    

(2.176) 

BDSC + 

   

0.009** 0.010** 

   

     

(2.237) (2.281) 

   ASSETS + 0.435*** 0.435*** 0.435*** 0.437*** 0.436*** 0.457*** 0.457*** 0.428*** 

  

(10.818) (10.798) (10.804) (10.922) (10.869) (12.133) (12.126) (10.279) 

BUSINESS 

SEGMENT 
+ 

0.124*** 0.124*** 0.124*** 0.125*** 0.125*** 0.131*** 0.131*** 0.126*** 

  

(2.957) (2.958) (2.962) (2.978) (2.972) (3.264) (3.265) (3.004) 

GEOGRAPHIC 

SEGMENT 
+ 

0.028** 0.028** 0.028** 0.029** 0.029** 0.029** 0.029** 0.029** 

  

(2.258) (2.257) (2.259) (2.255) (2.254) (2.467) (2.467) (2.263) 

FORTRAN + 0.325*** 0.325*** 0.324*** 0.321*** 0.321*** 0.308*** 0.308*** 0.325*** 

  

(3.999) (3.998) (3.996) (3.954) (3.958) (3.782) (3.782) (4.012) 

INVENTORY& 

RECEIVABLE 
+ 

-0.060 -0.058 -0.060 -0.065 -0.067 -0.085 -0.085 -0.060 

  

(-0.231) (-0.225) (-0.230) (-0.252) (-0.258) (-0.323) (-0.323) (-0.231) 

CURRENT 

ASSET 
+ 

0.901*** 0.900*** 0.901*** 0.909*** 0.911*** 0.942*** 0.942*** 0.888*** 

  

(3.923) (3.916) (3.926) (3.978) (3.993) (4.124) (4.121) (3.922) 

LEVERAGE + 0.171 0.171 0.171 0.170 0.172 0.133 0.133 0.174 

  

(0.892) (0.892) (0.893) (0.889) (0.894) (0.695) (0.695) (0.909) 

BTM – -0.005 -0.005 -0.005 -0.006 -0.006 0.002 0.002 0.000 

  

(-0.103) (-0.114) (-0.107) (-0.134) (-0.132) (0.049) (0.046) (0.011) 

ROA – -0.489** -0.488** -0.489** -0.485** -0.486** -0.457** -0.456** -0.494** 

  

(-3.646) (-3.635) (-3.646) (-3.609) (-3.617) (-3.064) (-3.060) (-3.725) 

LOSS + 0.024 0.024 0.024 0.022 0.022 0.020 0.020 0.032 

  

(0.248) (0.252) (0.250) (0.231) (0.230) (0.211) (0.212) (0.334) 

NUM_ICW + 0.106*** 0.106*** 0.105*** 0.106*** 0.106*** 0.103*** 0.103*** 0.108*** 

  

(3.355) (3.348) (3.319) (3.359) (3.360) (3.279) (3.281) (3.389) 

AUDITOR + -0.087 -0.087 -0.087 -0.080 -0.081 -0.027 -0.027 -0.084 

  

(-0.705) (-0.704) (-0.706) (-0.644) (-0.657) (-0.214) (-0.213) (-0.688) 

M&A + 0.160** 0.160** 0.161** 0.157* 0.157* 0.163** 0.163** 0.175** 

  

(2.004) (2.004) (2.005) (1.962) (1.961) (2.006) (2.006) (2.151) 

BLOCK ? -0.013 -0.013 -0.013 -0.013 -0.012 -0.036 -0.036 -0.014 

  

(-0.136) (-0.136) (-0.138) (-0.134) (-0.128) (-0.380) (-0.380) (-0.153) 

AUTENURE ? 0.004 0.004 0.004 0.003 0.003 0.003 0.003 0.003 

  

(0.530) (0.531) (0.532) (0.488) (0.484) (0.470) (0.468) (0.481) 

Adjusted R-

Square  0.726 0.726 0.726 0.725 0.725 0.719 0.719 0.727 
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Table 3.9 Robustness check (Section 3.7.1.2): drop companies with auditor change from the sample 

This table presents the results of a robustness check, by eliminating companies with new auditors in the current year. 

There are 37 (25) companies in the 2006 (2009) samples. All the models include constant terms. For the sake of 

brevity, the results for the constant terms are not reported in the table below. Robust t-statistics in parentheses are 

reported below the coefficients. *, **, and *** indicate significance at the 10, 5, and 1 percent levels, respectively, 

using two-tailed tests. All the variables are defined in Appendix B.  Panel A (1 and 2) reports the results for the 

models of determinants of audit report lags in the samples of 2006 and 2009. Panel B (1and 2) reports the results for 

the models of determinants of accrual quality for the samples of 2006 and 2009. Panel B.1(2)-A reports the results 

for model 2A below; Panel B 1(2)-B reports the results for model 2B below.  
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Table 3.9 Panel A.1 Models of determinants of audit report lag (Sample 2006, N=438, after dropping 37 

companies with auditor change) 

 

  

Dependent Variable=ARL 

  

(1) (2) (3) (4) (5) (6) (7) 

ACINDEP –H1 

   

-0.099** 

   

     

(-2.524) 

   ACSC –H1 

    

-0.012* -0.008 

 

      

(-1.788) (-1.129) 

 BDSC –H1 

     

-0.002 

 

       

(-0.998) 

 TBDS –H1 

      

-0.002 

        

(-1.615) 

ASSETS – -0.031*** -0.032*** -0.030*** -0.025** -0.028** -0.025** -0.024** 

  

(-2.897) (-2.953) (-2.682) (-2.197) (-2.518) (-2.170) (-2.103) 

LOSS + 0.133*** 0.131*** 0.127*** 0.137*** 0.129*** 0.131*** 0.132*** 

  

(3.506) (3.473) (3.385) (3.599) (3.434) (3.505) (3.514) 

NUM_ICW + 

  

0.035* 0.033* 0.031 0.032 0.033 

    

(1.809) (1.689) (1.569) (1.573) (1.633) 

RESTATE + 

  

0.058 0.055 0.056 0.057 0.058 

    

(1.528) (1.482) (1.455) (1.480) (1.504) 

AUDITOR ? -0.057 -0.065 -0.058 -0.052 -0.057 -0.052 -0.052 

  

(-1.325) (-1.467) (-1.289) (-1.170) (-1.269) (-1.166) (-1.149) 

BUSINESS 

SEGMENT 
+ 

0.014 0.012 0.010 0.011 0.011 0.010 0.010 

  

(1.412) (1.268) (1.001) (1.097) (1.093) (1.049) (1.005) 

FORTRAN + 

 

0.028 0.024 0.027 0.024 0.020 0.019 

   

(0.746) (0.638) (0.719) (0.642) (0.540) (0.508) 

ZSCORE + -0.000 -0.000 -0.000 0.000 -0.000 -0.000 -0.000 

  

(-0.225) (-0.114) (-0.029) (0.031) (-0.070) (-0.030) (-0.022) 

EPSBAD + 0.007 0.006 0.005 0.004 0.005 0.006 0.008 

  

(0.190) (0.163) (0.136) (0.111) (0.134) (0.176) (0.209) 

BUSY ? 

 

0.043 0.040 0.043 0.036 0.038 0.040 

   

(1.046) (0.968) (1.029) (0.864) (0.923) (0.967) 

BLOCK – -0.003 -0.003 0.001 -0.004 0.006 0.007 0.006 

  

(-0.097) (-0.104) (0.023) (-0.123) (0.185) (0.204) (0.163) 

M&A + 0.000 -0.001 -0.003 -0.012 -0.002 -0.000 -0.001 

  

(0.013) (-0.039) (-0.101) (-0.366) (-0.051) (-0.001) (-0.031) 

CFOFE ? 

   

0.036 0.035 0.037 0.037 

     

(0.944) (0.908) (0.960) (0.953) 

Adjusted R-

Square 

 

0.163 0.167 0.177 0.190 0.182 0.184 0.183 
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Table 3.9 Panel A.2 Models of determinants of audit report lag (Sample 2009, N=559, after dropping 26 

companies with auditor change) 

  

Dependent Variable=ARL 

    (1) (2) (3) (4) (5) (6) (7) 

ACINDEP –H1 

   

-0.060 

   

     

(-1.382) 

   ACSC –H1 

    

-0.020*** -0.010* 

 

      

(-3.319) (-1.729) 

 BDSC –H1 

     

-0.006*** 

 

       

(-5.967) 

 TBDS –H1 

      

-0.006*** 

        

(-6.710) 

ASSETS – -0.063*** -0.065*** -0.061*** -0.058*** -0.053*** -0.038*** -0.038*** 

  

(-8.749) (-8.804) (-8.179) (-7.485) (-6.693) (-4.524) (-4.641) 

LOSS + 0.086*** 0.087*** 0.082*** 0.083*** 0.084*** 0.074*** 0.073*** 

  

(3.378) (3.409) (3.258) (3.284) (3.335) (2.996) (2.993) 

NUM_ICW + 

  

0.033*** 0.031*** 0.028*** 0.024*** 0.024*** 

    

(3.377) (3.237) (3.096) (2.713) (2.789) 

RESTATE + 

  

0.007 0.005 0.001 0.002 0.003 

    

(0.234) (0.194) (0.049) (0.064) (0.100) 

AUDITOR ? 0.013 0.010 0.020 0.028 0.038 0.072** 0.071** 

  

(0.355) (0.274) (0.547) (0.760) (1.034) (2.020) (1.999) 

BUSINESS 

SEGMENT 
+ 

0.012 0.012 0.010 0.010 0.010 0.015 0.015* 

  

(1.336) (1.293) (1.147) (1.091) (1.102) (1.641) (1.661) 

FORTRAN + 

 

0.017 0.016 0.013 0.009 0.004 0.005 

   

(0.670) (0.627) (0.519) (0.339) (0.158) (0.201) 

ZSCORE + -0.001 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 

  

(-1.159) (-1.086) (-0.880) (-0.986) (-1.082) (-1.201) (-1.189) 

EPSBAD + 0.021 0.021 0.019 0.022 0.026 0.024 0.023 

  

(0.853) (0.866) (0.806) (0.927) (1.085) (1.029) (0.998) 

BUSY ? 

 

0.038 0.036 0.039 0.047 0.057** 0.057** 

   

(1.319) (1.245) (1.356) (1.620) (2.116) (2.101) 

BLOCK – -0.042* -0.042* -0.041* -0.040* -0.036 -0.037 -0.038* 

  

(-1.784) (-1.770) (-1.721) (-1.677) (-1.534) (-1.643) (-1.689) 

M&A + 0.088*** 0.088*** 0.089*** 0.089*** 0.083*** 0.073*** 0.074*** 

  

(4.002) (3.999) (4.003) (4.000) (3.821) (3.410) (3.435) 

CFOFE ? 

   

-0.044 -0.039 -0.018 -0.018 

     

(-1.486) (-1.333) (-0.612) (-0.630) 

Adjusted R-Square 0.259 0.262 0.274 0.281 0.290 0.332 0.332 
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Table 3.9 Panel B.1-A  Models of determinants of accrual quality (Sample 2006, N=438, after dropping 37 

companies with auditor change, model 2A) 

  

Dependent Variable=DDAAQ 

 

AB-ARL 

1 

AB-ARL 

2 

AB-ARL 

3 

AB-ARL 

4 

AB-ARL 

5 

AB-ARL 

6 

AB-ARL 

7 
ARL 

LAG + 0.015* 0.015* 0.014* 0.015* 0.014* 0.014* 0.014* 0.015** 

  

(1.922) (1.931) (1.843) (1.879) (1.783) (1.754) (1.775) (2.164) 

ASSETS – -0.007** -0.007** -0.007** -0.007** -0.007** -0.007** -0.007** -0.006** 

  

(-3.981) (-3.979) (-3.971) (-3.983) (-3.968) (-3.971) (-3.974) (-3.791) 

CFO 

VOLATILITY + 0.001*** 0.001*** 0.001*** 0.001*** 0.001*** 0.001*** 0.001*** 0.001*** 

  

(3.029) (3.032) (3.021) (2.916) (2.967) (2.991) (3.002) (2.782) 

SALES 

VOLATILITY + 0.022** 0.022** 0.022** 0.022** 0.022** 0.022** 0.022** 0.022** 

  

(2.282) (2.292) (2.288) (2.303) (2.290) (2.285) (2.284) (2.306) 

LOSS + -0.004 -0.004 -0.004 -0.004 -0.004 -0.004 -0.004 -0.006 

  

(-0.604) (-0.610) (-0.615) (-0.612) (-0.614) (-0.615) (-0.614) (-0.856) 

NUM_ICW + 0.002 0.002 0.002 0.002 0.002 0.002 0.002 0.001 

  

(0.469) (0.476) (0.653) (0.652) (0.653) (0.653) (0.653) (0.450) 

AGE – -0.010** -0.010** -0.010** -0.010** -0.010** -0.010** -0.010** -0.010** 

  

(-2.530) (-2.545) (-2.544) (-2.544) (-2.533) (-2.532) (-2.540) (-2.485) 

BUSINESS 

SEGMENT + 0.002 0.002 0.002 0.002 0.002 0.002 0.002 0.002 

  

(1.254) (1.242) (1.218) (1.218) (1.216) (1.217) (1.218) (1.184) 

ROA – -0.033** -0.033** -0.033** -0.033** -0.033** -0.033** -0.033** -0.033** 

  

(-2.440) (-2.434) (-2.429) (-2.434) (-2.427) (-2.424) (-2.424) (-2.438) 

FORTRAN + 0.002 0.003 0.003 0.003 0.003 0.003 0.003 0.002 

  

(0.469) (0.541) (0.527) (0.525) (0.526) (0.527) (0.527) (0.465) 

AUDITOR – 0.004 0.004 0.004 0.004 0.004 0.004 0.004 0.004 

  

(0.697) (0.691) (0.700) (0.700) (0.701) (0.701) (0.700) (0.800) 

GROWTH + -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.001 

  

(-0.871) (-0.868) (-0.868) (-0.863) (-0.856) (-0.858) (-0.866) (-0.991) 

LEVERAGE + -0.014* -0.014* -0.014* -0.014* -0.014* -0.014* -0.014* -0.014** 

  

(-1.955) (-1.942) (-1.934) (-1.958) (-1.929) (-1.923) (-1.924) (-1.982) 

M&A + 0.002 0.002 0.002 0.002 0.002 0.002 0.002 0.002 

  

(0.376) (0.372) (0.362) (0.363) (0.364) (0.364) (0.363) (0.355) 

INVENTORY& 

RECEIVABLE + 0.011 0.011 0.011 0.011 0.011 0.011 0.011 0.013 

  

(1.030) (1.029) (1.015) (1.022) (1.007) (1.005) (1.010) (1.160) 

Adjusted R-

Square 

 

0.255 0.255 0.255 0.256 0.254 0.254 0.255 0.256 
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Table 3.9 Panel B.1-B Models of determinants of accrual quality (Sample 2006, N=438, after dropping 37 

companies with auditor change, model 2B) 

  

Dependent Variable=DDAAQ 

 

AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL 
ARL 

1 2 3 4 5 6 7 

LAG + 0.014* 0.014* 0.014* 0.015* 0.014* 0.014* 0.014* 0.014** 

  

(1.814) (1.825) (1.735) (1.820) (1.731) (1.754) (1.775) (2.060) 

TBDS – -0.000 -0.000 -0.000 

    

-0.000 

  

(-1.644) (-1.644) (-1.648) 

    

(-1.643) 

BDSC – 

   

-0.000 -0.000 

   

     

(-1.535) (-1.555) 

   ASSETS – -0.006** -0.006** -0.006** -0.006** -0.006** -0.007** -0.007** -0.006** 

  

(-3.283) (-3.282) (-3.273) (-3.283) (-3.268) (-3.971) (-3.974) (-3.138) 

CFO 

VOLATILITY + 0.001*** 0.001*** 0.001*** 0.001** 0.001*** 0.001*** 0.001*** 0.001** 

  

(2.716) (2.719) (2.710) (2.582) (2.624) (2.991) (3.002) (2.498) 

SALE 

VOLATILITY + 0.022** 0.022** 0.022** 0.022** 0.022** 0.022** 0.022** 0.023** 

  

(2.385) (2.394) (2.391) (2.402) (2.388) (2.285) (2.284) (2.408) 

LOSS + -0.003 -0.003 -0.003 -0.003 -0.003 -0.004 -0.004 -0.005 

  

(-0.461) (-0.468) (-0.472) (-0.473) (-0.473) (-0.615) (-0.614) (-0.697) 

NUM_ICW + 0.002 0.002 0.002 0.002 0.002 0.002 0.002 0.001 

  

(0.470) (0.476) (0.647) (0.661) (0.663) (0.653) (0.653) (0.450) 

AGE + -0.011** -0.011** -0.011** -0.011** -0.010** -0.010** -0.010** -0.010** 

  

(-2.582) (-2.597) (-2.595) (-2.579) (-2.569) (-2.532) (-2.540) (-2.538) 

BUSINESS 

SEGMENT + 0.002 0.002 0.002 0.002 0.002 0.002 0.002 0.002 

  

(1.245) (1.233) (1.211) (1.191) (1.188) (1.217) (1.218) (1.179) 

ROA – -0.033** -0.033** -0.033** -0.033** -0.033** -0.033** -0.033** -0.033** 

  

(-2.442) (-2.436) (-2.431) (-2.441) (-2.434) (-2.424) (-2.424) (-2.440) 

FORTRAN + 0.002 0.002 0.002 0.002 0.002 0.003 0.003 0.002 

  

(0.371) (0.440) (0.426) (0.424) (0.425) (0.527) (0.527) (0.367) 

AUDITOR – 0.005 0.005 0.005 0.005 0.005 0.004 0.004 0.005 

  

(0.875) (0.869) (0.878) (0.872) (0.874) (0.701) (0.700) (0.969) 

GROWTH + -0.001 -0.001 -0.001 -0.001 -0.001 -0.000 -0.000 -0.001 

  

(-0.911) (-0.907) (-0.907) (-0.888) (-0.882) (-0.858) (-0.866) (-1.012) 

LEVERAGE + -0.015** -0.015** -0.015** -0.015** -0.015** -0.014* -0.014* -0.015** 

  

(-2.073) (-2.059) (-2.051) (-2.076) (-2.049) (-1.923) (-1.924) (-2.102) 

M&A + 0.003 0.003 0.003 0.002 0.002 0.002 0.002 0.003 

  

(0.580) (0.576) (0.568) (0.545) (0.548) (0.364) (0.363) (0.560) 

INVENTORY& 

RECEIVABLE + 0.013 0.013 0.013 0.012 0.012 0.011 0.011 0.014 

  

(1.175) (1.174) (1.160) (1.142) (1.130) (1.005) (1.010) (1.301) 

Adjusted R-Square 0.260 0.260 0.259 0.260 0.259 0.254 0.255 0.261 
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Table 3.9 Panel B.2-A.  Models of determinants of accrual quality (Sample 2009, N=559, after dropping 26 

companies with auditor change, model 2A) 

  

Dependent Variable=DDAAQ 

 

 

AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL 
ARL 

 1 2 3 4 5 6 7 

LAG + 0.001 0.001 0.002 0.001 -0.001 -0.000 0.000 -0.002 

  

(0.171) (0.249) (0.260) (0.230) (-0.085) (-0.053) (0.019) (-0.317) 

TBDS – -0.000 -0.000 -0.000 

    

-0.000 

  

(-0.772) (-0.747) (-0.744) 

    

(-0.929) 

BDSC – 

   

-0.000 -0.000 

   

     

(-0.325) (-0.420) 

   ASSETS – -0.003** -0.003** -0.003** -0.003** -0.003** -0.003** -0.003** -0.003** 

  

(-3.286) (-3.288) (-3.309) (-3.531) (-3.507) (-3.743) (-3.743) (-3.475) 

CFO 

VOLATILITY 
+ 

0.132*** 0.132*** 0.132*** 0.132*** 0.132*** 0.132*** 0.132*** 0.132*** 

  

(5.522) (5.521) (5.520) (5.495) (5.504) (5.497) (5.495) (5.536) 

SALES 

VOLATILITY 
+ 

0.010 0.010 0.010 0.010 0.010 0.009 0.009 0.010 

  

(0.948) (0.945) (0.944) (0.903) (0.918) (0.903) (0.900) (0.972) 

LOSS + -0.011** -0.011** -0.011** -0.011** -0.011** -0.011** -0.011** -0.011** 

  

(-4.465) (-4.464) (-4.470) (-4.434) (-4.432) (-4.438) (-4.440) (-4.422) 

NUM_ICW + 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 

  

(0.136) (0.127) (0.166) (0.226) (0.217) (0.253) (0.254) (0.200) 

AGE – 0.002 0.002 0.002 0.002 0.002 0.002 0.002 0.002 

  

(1.112) (1.116) (1.116) (1.093) (1.075) (1.077) (1.081) (1.086) 

BUSINESS 

SEGMENT 
+ 

0.002*** 0.002*** 0.002*** 0.002*** 0.002*** 0.002*** 0.002*** 0.002*** 

  

(2.738) (2.738) (2.737) (2.700) (2.701) (2.633) (2.635) (2.756) 

ROA – -0.031** -0.031** -0.031** -0.031** -0.031** -0.031** -0.031** -0.031** 

  

(-4.244) (-4.251) (-4.251) (-4.194) (-4.166) (-4.119) (-4.126) (-4.209) 

FORTRAN + 0.001 0.001 0.001 0.001 0.001 0.001 0.001 0.001 

  

(0.369) (0.382) (0.381) (0.427) (0.418) (0.442) (0.443) (0.362) 

AUDITOR – -0.005 -0.005 -0.005 -0.005 -0.005 -0.005 -0.005 -0.004 

  

(-1.238) (-1.245) (-1.237) (-1.343) (-1.325) (-1.375) (-1.374) (-1.197) 

GROWTH + -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 

  

(-0.239) (-0.253) (-0.255) (-0.252) (-0.200) (-0.202) (-0.213) (-0.160) 

LEVERAGE + -0.001 -0.001 -0.001 -0.001 -0.000 -0.000 -0.001 -0.000 

  

(-0.122) (-0.128) (-0.130) (-0.128) (-0.098) (-0.097) (-0.104) (-0.071) 

M&A + 0.000 0.000 0.000 0.000 0.000 0.001 0.001 0.000 

  

(0.139) (0.143) (0.144) (0.209) (0.196) (0.250) (0.251) (0.206) 

INVENTORY& 

RECEIVABLE 
+ 

0.001 0.001 0.001 0.000 0.000 0.000 0.000 0.001 

  

(0.139) (0.133) (0.132) (0.077) (0.097) (0.054) (0.051) (0.141) 

Adjusted R-Square 0.652 0.652 0.652 0.652 0.651 0.651 0.651 0.652 
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Table 3.9 Panel B.2-B.  Models of determinants of accrual quality (Sample 2009, N=559, after dropping 26 

companies with auditor change, model 2B) 

  

Dependent Variable=DDAAQ 

  

AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL 
ARL 

  

1 2 3 4 5 6 7 

LAG + 0.002 0.002 0.003 0.002 -0.000 -0.000 0.000 -0.001 

  

(0.345) (0.421) (0.431) (0.291) (-0.013) (-0.053) (0.019) (-0.105) 

ASSETS – -0.003** -0.003** -0.003** -0.003** -0.003** -0.003** -0.003** -0.003** 

  

(-3.736) (-3.733) (-3.750) (-3.748) (-3.748) (-3.743) (-3.743) (-3.896) 

CFO 

VOLATILITY + 0.132*** 0.132*** 0.132*** 0.132*** 0.132*** 0.132*** 0.132*** 0.132*** 

  

(5.492) (5.492) (5.491) (5.492) (5.496) (5.497) (5.495) (5.497) 

SALES 

VOLATILITY + 0.009 0.009 0.009 0.009 0.009 0.009 0.009 0.009 

  

(0.891) (0.892) (0.891) (0.893) (0.901) (0.903) (0.900) (0.901) 

LOSS + -0.011** -0.011** -0.011** -0.011** -0.011** -0.011** -0.011** -0.011** 

  

(-4.445) (-4.447) (-4.454) (-4.447) (-4.438) (-4.438) (-4.440) (-4.389) 

NUM_ICW + 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 

  

(0.202) (0.191) (0.253) (0.253) (0.254) (0.253) (0.254) (0.274) 

AGE – 0.002 0.002 0.002 0.002 0.002 0.002 0.002 0.002 

  

(1.095) (1.099) (1.100) (1.090) (1.069) (1.077) (1.081) (1.066) 

BUSINESS 

SEGMENT + 0.002*** 0.002*** 0.002*** 0.002*** 0.002*** 0.002*** 0.002*** 0.002*** 

  

(2.647) (2.649) (2.645) (2.642) (2.636) (2.633) (2.635) (2.637) 

ROA – -0.031** -0.031** -0.031** -0.031** -0.031** -0.031** -0.031** -0.031** 

  

(-4.171) (-4.182) (-4.182) (-4.165) (-4.128) (-4.119) (-4.126) (-4.126) 

FORTRAN + 0.001 0.001 0.001 0.001 0.001 0.001 0.001 0.001 

  

(0.429) (0.447) (0.444) (0.444) (0.443) (0.442) (0.443) (0.444) 

AUDITOR – -0.005 -0.005 -0.005 -0.005 -0.005 -0.005 -0.005 -0.005 

  

(-1.380) (-1.381) (-1.371) (-1.370) (-1.375) (-1.375) (-1.374) (-1.383) 

GROWTH + -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 

  

(-0.264) (-0.278) (-0.280) (-0.260) (-0.209) (-0.202) (-0.213) (-0.194) 

LEVERAGE + -0.001 -0.001 -0.001 -0.001 -0.001 -0.000 -0.001 -0.000 

  

(-0.133) (-0.139) (-0.140) (-0.131) (-0.101) (-0.097) (-0.104) (-0.091) 

M&A + 0.001 0.001 0.001 0.001 0.001 0.001 0.001 0.001 

  

(0.252) (0.252) (0.253) (0.252) (0.250) (0.250) (0.251) (0.288) 

INVENTORY 

RECEIVABLE + 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 

  

(0.052) (0.046) (0.046) (0.043) (0.052) (0.054) (0.051) (0.047) 

Adjusted R-Square 0.651 0.652 0.652 0.651 0.651 0.651 0.651 0.651 
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Table 3.10 Robustness check (Section 3.7.1.3): extremely late filers 

This table presents the results of a robustness check, by eliminating the extremely late filers, defined as having an 

ARL longer than 120 days. There are four (seven) companies in the 2006 (2009) samples that are considered as 

extremely late filers. All the models include constant terms. For the sake of brevity, the results for the constant terms 

are not reported in the table below. Robust t-statistics in parentheses are reported below the coefficients. *, **, and 

*** indicate significance at the 10, 5, and 1 percent levels, respectively, using two-tailed tests. All the variables are 

defined in Appendix B. Panel A (1and 2) reports the results for the models of determinants of audit report lags for 

the samples of 2006 and 2009. Panel B (1 and 2) reports the results for the models of determinants of accrual quality 

for the samples of 2006 and 2009. Panel C (1and 2) reports the results for the models of determinants of audit fee for 

the samples of 2006 and 2009. Panel B 1(2).A report the results for model 2A; Panel B 1(2).B report the results for 

model 2B. Panel C 1(2).A report the results for model 3A; Panel C 1(2).B report the results for model 3B.  
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Table 3.10 Panel A. 1. Model of determinants of audit report lags (Sample 2006, N=471) 

  

Dependent Variable=ARL 

  

(1) (2) (3) (4) (5) (6) (7) 

ACINDEP –H1 

   

-0.102*** 

   

     

(-2.893) 

   ACSC –H1 

    

-0.016*** -0.012* 

 

      

(-2.689) (-1.833) 

 BDSC –H1 

     

-0.002 

 

       

(-1.477) 

 TBDS –H1 

      

-0.003** 

        

(-2.389) 

ASSETS ? -0.028*** -0.029*** -0.025** -0.021* -0.023** -0.019* -0.018 

  

(-2.704) (-2.687) (-2.328) (-1.902) (-2.119) (-1.684) (-1.611) 

LOSS + 0.132*** 0.129*** 0.124*** 0.134*** 0.125*** 0.129*** 0.130*** 

  

(3.879) (3.791) (3.711) (3.992) (3.743) (3.891) (3.925) 

NUM_ICW + 

  

0.042** 0.043** 0.039** 0.039** 0.041** 

    

(2.451) (2.481) (2.209) (2.225) (2.329) 

AUDITCH + 0.116* 0.109* 0.101* 0.093 0.099* 0.097* 0.097* 

  

(1.903) (1.799) (1.701) (1.579) (1.698) (1.671) (1.662) 

RESTATE + 

  

0.077** 0.077** 0.077** 0.078** 0.078** 

    

(2.187) (2.236) (2.160) (2.177) (2.183) 

AUDITOR ? -0.059 -0.065 -0.058 -0.048 -0.055 -0.049 -0.049 

  

(-1.480) (-1.588) (-1.422) (-1.204) (-1.346) (-1.214) (-1.203) 

BUSINESS 

SEGMENT 
+ 

0.015 0.013 0.010 0.010 0.011 0.010 0.010 

  

(1.617) (1.395) (1.115) (1.160) (1.206) (1.165) (1.109) 

FORTRAN + 

 

0.048 0.041 0.044 0.042 0.038 0.035 

   

(1.317) (1.129) (1.220) (1.174) (1.053) (0.988) 

ZSCORE + 0.000 0.000 0.000 0.000 0.000 0.000 0.000 

  

(0.166) (0.265) (0.357) (0.469) (0.347) (0.395) (0.401) 

EPSBAD + 0.014 0.015 0.014 0.012 0.014 0.015 0.016 

  

(0.417) (0.452) (0.410) (0.353) (0.425) (0.455) (0.467) 

BUSY + 

 

0.017 0.012 0.019 0.008 0.012 0.015 

   

(0.450) (0.319) (0.487) (0.206) (0.312) (0.405) 

BLOCK ? 0.021 0.020 0.022 0.016 0.029 0.030 0.028 

  

(0.662) (0.624) (0.704) (0.510) (0.924) (0.955) (0.867) 

M&A + 0.020 0.019 0.015 0.008 0.018 0.020 0.018 

  

(0.627) (0.601) (0.459) (0.251) (0.559) (0.621) (0.580) 

CFOFE ? 

   

0.016 0.020 0.021 0.018 

     

(0.455) (0.567) (0.587) (0.521) 

Adjusted 

R-Square 

 

0.170 0.175 0.191 0.205 0.200 0.204 0.201 
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Table 3.10 Panel A. 2. Model of determinants of audit report lags (Sample 2009, N=578) 

  

Dependent Variable=ARL 

  

(1) (2) (3) (4) (5) (6) (7) 

ACINDEP –H1 

   

-0.039 

   

     

(-0.960) 

   ACSC –H1 

    

-0.019*** -0.009* 

 

      

(-3.345) (-1.704) 

 BDSC –H1 

     

-0.005*** 

 

       

(-5.793) 

 TBDS –H1 

      

-0.006*** 

        

(-6.563) 

ASSETS – -0.062*** -0.064*** -0.060*** -0.058*** -0.052*** -0.038*** -0.038*** 

  

(-8.888) (-8.831) (-8.127) (-7.630) (-6.699) (-4.701) (-4.832) 

LOSS + 0.089*** 0.089*** 0.085*** 0.086*** 0.086*** 0.075*** 0.074*** 

  

(3.630) (3.667) (3.527) (3.555) (3.586) (3.163) (3.161) 

NUM_ICW + 

  

0.034*** 0.033*** 0.030*** 0.025*** 0.025*** 

    

(3.624) (3.510) (3.382) (2.965) (3.022) 

AUDITCH + 0.126*** 0.129*** 0.128*** 0.122*** 0.118*** 0.113** 0.114** 

  

(2.716) (2.808) (2.851) (2.757) (2.638) (2.437) (2.458) 

RESTATE + 

  

0.006 0.005 0.002 0.005 0.006 

    

(0.217) (0.187) (0.087) (0.206) (0.231) 

AUDITOR ? 0.015 0.013 0.023 0.029 0.039 0.067** 0.066** 

  

(0.446) (0.368) (0.648) (0.813) (1.097) (1.985) (1.965) 

BUSINESS 

SEGMENT 
+ 

0.015* 0.015* 0.013 0.013 0.013 0.018** 0.018** 

  

(1.729) (1.725) (1.558) (1.531) (1.525) (2.090) (2.113) 

FORTRAN + 

 

0.011 0.011 0.010 0.003 -0.002 -0.001 

   

(0.449) (0.445) (0.392) (0.133) (-0.081) (-0.036) 

ZSCORE + -0.001 -0.000 -0.000 -0.000 -0.000 -0.001 -0.001 

  

(-1.180) (-1.107) (-0.853) (-0.918) (-0.985) (-1.287) (-1.290) 

EPSBAD + 0.013 0.014 0.012 0.015 0.018 0.014 0.013 

  

(0.573) (0.594) (0.516) (0.638) (0.786) (0.635) (0.597) 

BUSY + 

 

0.042 0.038 0.039 0.047* 0.060** 0.060** 

   

(1.544) (1.379) (1.446) (1.723) (2.337) (2.325) 

BLOCK ? -0.040* -0.040* -0.039* -0.038 -0.034 -0.033 -0.034 

  

(-1.743) (-1.743) (-1.686) (-1.646) (-1.479) (-1.496) (-1.541) 

M&A + 0.095*** 0.096*** 0.095*** 0.096*** 0.091*** 0.083*** 0.084*** 

  

(4.542) (4.544) (4.503) (4.503) (4.339) (4.048) (4.074) 

CFOFE ? 

   

-0.034 -0.031 -0.009 -0.009 

     

(-1.220) (-1.096) (-0.333) (-0.336) 

Adjusted R-Square 0.277 0.281 0.293 0.297 0.308 0.346 0.345 
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Table 3.10 Panel B. 1-A Model of determinants of accrual quality (Sample 2006, N=471 model 2A) 

  Dependent Variable=DDAAQ 

  AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL ARL 

  1 2 3 4 5 6 7  

LAG + 0.014** 0.014** 0.013* 0.013* 0.012* 0.011* 0.011* 0.015** 

  

(2.086) (2.092) (1.927) (1.930) (1.799) (1.687) (1.706) (2.416) 

ASSETS – -0.005** -0.005** -0.005** -0.005** -0.005** -0.005** -0.005** -0.005** 

  

(-3.665) (-3.642) (-3.623) (-3.623) (-3.624) (-3.629) (-3.630) (-3.312) 

CFO 

VOLATILITY + 0.001*** 0.001*** 0.001*** 0.001*** 0.001*** 0.001*** 0.001*** 0.001*** 

  

(3.039) (3.051) (3.059) (3.005) (3.047) (3.090) (3.104) (2.803) 

SALES 

VOLATILITY + 0.026** 0.026** 0.026** 0.026** 0.026** 0.026** 0.026** 0.026*** 

  

(2.569) (2.573) (2.573) (2.586) (2.572) (2.571) (2.571) (2.589) 

LOSS + -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 -0.002 

  

(-0.096) (-0.109) (-0.112) (-0.109) (-0.111) (-0.111) (-0.110) (-0.349) 

NUM_ICW + 0.003 0.003 0.004 0.004 0.004 0.004 0.004 0.003 

  

(0.939) (0.943) (1.150) (1.148) (1.151) (1.151) (1.150) (0.912) 

AGE – -0.012** -0.012** -0.012** -0.012** -0.012** -0.012** -0.012** -0.012** 

  

(-2.954) (-2.957) (-2.951) (-2.949) (-2.930) (-2.928) (-2.938) (-2.902) 

BUSINESS 

SEGMENT + 0.003 0.003 0.003 0.003 0.003 0.003 0.003 0.003 

  

(1.641) (1.623) (1.597) (1.597) (1.593) (1.592) (1.593) (1.569) 

ROA – -0.041** -0.041** -0.041** -0.041** -0.041** -0.041** -0.041** -0.041** 

  

(-3.809) (-3.806) (-3.795) (-3.785) (-3.782) (-3.767) (-3.766) (-3.880) 

FORTRAN + 0.004 0.004 0.004 0.004 0.004 0.004 0.004 0.004 

  

(0.782) (0.904) (0.887) (0.886) (0.887) (0.889) (0.889) (0.775) 

AUDITOR – 0.004 0.004 0.004 0.004 0.004 0.004 0.004 0.005 

  

(0.798) (0.787) (0.793) (0.794) (0.794) (0.796) (0.796) (0.923) 

GROWTH + 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 

  

(0.693) (0.698) (0.703) (0.687) (0.723) (0.728) (0.721) (0.459) 

LEVERAGE + -0.008 -0.008 -0.008 -0.008 -0.008 -0.007 -0.007 -0.008 

  

(-1.085) (-1.078) (-1.061) (-1.081) (-1.053) (-1.030) (-1.023) (-1.100) 

M&A + 0.004 0.004 0.004 0.004 0.004 0.004 0.004 0.004 

  

(0.994) (0.988) (0.975) (0.976) (0.977) (0.977) (0.975) (0.910) 

INVENTORY& 

RECEIVABLE + 0.022** 0.022** 0.022** 0.022** 0.022** 0.022** 0.022** 0.024** 

  

(2.128) (2.127) (2.107) (2.110) (2.090) (2.088) (2.095) (2.275) 

AUDITCH + -0.005 -0.005 -0.005 -0.005 -0.005 -0.005 -0.005 -0.006 

  

(-0.459) (-0.467) (-0.475) (-0.474) (-0.476) (-0.476) (-0.475) (-0.595) 

Adjusted R-

Square 

 

0.268 0.268 0.267 0.267 0.266 0.265 0.266 0.269 
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Table 3.10 Panel B.1-B Model of determinants of accrual quality (Sample 2006, N=471 model 2B) 

  

Dependent Variable=DDAAQ 

  

AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL 
ARL 

  

1 2 3 4 5 6 7 

LAG + 0.012* 0.012* 0.011* 0.012* 0.011* 0.011* 0.011* 0.013** 

 
 

(1.859) (1.871) (1.730) (1.789) (1.700) (1.687) (1.706) (2.202) 

TBDS – -0.000** -0.000** 

  

-0.000** 

  

-0.000** 

 
 

(-2.341) (-2.342) 

  

(-2.426) 

  

(-2.327) 

BDSC – 

  

-0.000** -0.000** 

    

    

(-2.319) (-2.332) 

    ASSETS – -0.004** -0.004** -0.004** -0.004** -0.004** -0.005** -0.005** -0.004** 

  

(-2.603) (-2.587) (-2.554) (-2.543) (-2.543) (-3.629) (-3.630) (-2.358) 

CFO 

VOLATILITY 
+ 

0.001*** 0.001*** 0.001*** 0.001** 0.001*** 0.001*** 0.001*** 0.001** 

  

(2.673) (2.682) (2.636) (2.577) (2.649) (3.090) (3.104) (2.475) 

SALES 

VOLATILITY 
+ 

0.027*** 0.027*** 0.027*** 0.027*** 0.027*** 0.026** 0.026** 0.027*** 

  

(2.731) (2.735) (2.734) (2.746) (2.737) (2.571) (2.571) (2.747) 

LOSS + 0.000 0.000 0.000 0.000 0.000 -0.001 -0.001 -0.001 

  

(0.067) (0.057) (0.064) (0.069) (0.061) (-0.111) (-0.110) (-0.153) 

NUM_ICW + 0.003 0.003 0.004 0.004 0.004 0.004 0.004 0.003 

  

(0.982) (0.985) (1.196) (1.193) (1.172) (1.151) (1.150) (0.954) 

AGE – -0.012** -0.012** -0.012** -0.012** -0.012** -0.012** -0.012** -0.012** 

  

(-3.001) (-3.004) (-2.972) (-2.972) (-2.985) (-2.928) (-2.938) (-2.954) 

BUSINESS 

SEGMENT 
+ 

0.003 0.003 0.003 0.003 0.003 0.003 0.003 0.003 

  

(1.632) (1.617) (1.573) (1.573) (1.592) (1.592) (1.593) (1.569) 

ROA – -0.041** -0.041** -0.041** -0.041** -0.041** -0.041** -0.041** -0.042** 

  

(-4.104) (-4.101) (-4.090) (-4.086) (-4.093) (-3.767) (-3.766) (-4.172) 

FORTRAN + 0.003 0.004 0.003 0.003 0.003 0.004 0.004 0.003 

  

(0.658) (0.765) (0.735) (0.732) (0.745) (0.889) (0.889) (0.652) 

AUDITOR – 0.006 0.005 0.005 0.005 0.006 0.004 0.004 0.006 

  

(1.074) (1.065) (1.065) (1.068) (1.079) (0.796) (0.796) (1.175) 

GROWTH + 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 

  

(0.718) (0.721) (0.735) (0.718) (0.734) (0.728) (0.721) (0.531) 

LEVERAGE + -0.009 -0.009 -0.009 -0.009 -0.009 -0.007 -0.007 -0.009 

  

(-1.320) (-1.314) (-1.322) (-1.350) (-1.310) (-1.030) (-1.023) (-1.337) 

M&A + 0.006 0.006 0.005 0.005 0.006 0.004 0.004 0.005 

  

(1.236) (1.231) (1.202) (1.206) (1.231) (0.977) (0.975) (1.160) 

INVENTORY& 

RECEIVALBE 
+ 

0.024** 0.024** 0.023** 0.023** 0.023** 0.022** 0.022** 0.025** 

  

(2.266) (2.266) (2.212) (2.219) (2.242) (2.088) (2.095) (2.398) 

AUDITCH + -0.006 -0.006 -0.006 -0.006 -0.006 -0.005 -0.005 -0.007 

  

(-0.557) (-0.564) (-0.563) (-0.563) (-0.575) (-0.476) (-0.475) (-0.679) 

Adjusted R-Square 0.278 0.278 0.276 0.277 0.277 0.265 0.266 0.279 
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Table 3.10 Panel B. 1-A. Model of determinants of accrual quality (Sample 2009, N=578, model 2A ) 

  

Dependent Variable=DDAAQ 

  

AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL 
ARL 

  

1 2 3 4 5 6 7 

LAG + 0.003 0.004 0.004 0.003 0.001 -0.001 -0.000 0.000 

  

(0.470) (0.579) (0.580) (0.488) (0.132) (-0.109) (-0.040) (0.070) 

ASSETS – -0.003** -0.003** -0.003** -0.003** -0.003** -0.003** -0.003** -0.003** 

  

(-3.344) (-3.347) (-3.348) (-3.348) (-3.349) (-3.346) (-3.345) (-3.333) 

CFO 

VOLATILITY 
+ 

0.132** 0.132** 0.132** 0.132** 0.132** 0.132** 0.132** 0.132*** 

  

(5.465) (5.466) (5.465) (5.465) (5.467) (5.471) (5.469) (5.468) 

SALES 

VOLATILITY 
+ 

0.006 0.006 0.006 0.006 0.007 0.007 0.007 0.007 

  

(0.619) (0.621) (0.619) (0.619) (0.627) (0.637) (0.634) (0.631) 

LOSS + -0.010** -0.010** -0.010** -0.010** -0.010** -0.010** -0.010** -0.010** 

  

(-3.992) (-3.996) (-4.003) (-3.998) (-3.987) (-3.981) (-3.982) (-3.980) 

NUM_ICW + 0.000 0.000 0.001 0.001 0.001 0.001 0.001 0.001 

  

(0.334) (0.318) (0.404) (0.405) (0.405) (0.405) (0.405) (0.398) 

AGE – 0.001 0.001 0.001 0.001 0.001 0.001 0.001 0.001 

  

(0.511) (0.518) (0.518) (0.521) (0.491) (0.473) (0.477) (0.484) 

BUSINESS 

SEGMENT 
+ 

0.002** 0.002** 0.002** 0.002** 0.002** 0.002** 0.002** 0.002** 

  

(2.431) (2.433) (2.425) (2.422) (2.419) (2.414) (2.416) (2.404) 

ROA – -0.031** -0.031** -0.031** -0.031** -0.031** -0.031** -0.031** -0.031** 

  

(-4.065) (-4.082) (-4.080) (-4.068) (-4.019) (-3.990) (-3.997) (-4.020) 

FORTRAN + 0.003 0.003 0.003 0.003 0.003 0.003 0.003 0.003 

  

(1.175) (1.182) (1.181) (1.181) (1.180) (1.178) (1.179) (1.180) 

AUDITOR – -0.005 -0.005 -0.005 -0.005 -0.005 -0.005 -0.005 -0.005 

  

(-1.337) (-1.338) (-1.326) (-1.325) (-1.331) (-1.337) (-1.336) (-1.346) 

GROWTH + -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 

  

(-0.461) (-0.481) (-0.481) (-0.469) (-0.410) (-0.371) (-0.382) (-0.399) 

LEVERAGE + -0.003 -0.003 -0.003 -0.003 -0.003 -0.003 -0.003 -0.003 

  

(-0.550) (-0.557) (-0.560) (-0.555) (-0.522) (-0.501) (-0.508) (-0.520) 

M&A + -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 

  

(-0.247) (-0.246) (-0.246) (-0.247) (-0.250) (-0.252) (-0.252) (-0.272) 

INVENTORY& 

RECEIVABLE 
+ 

-0.001 -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 

  

(-0.242) (-0.251) (-0.251) (-0.255) (-0.242) (-0.232) (-0.235) (-0.233) 

AUDITCH + 0.012 0.012 0.012 0.012 0.012 0.012 0.012 0.012 

  

(1.126) (1.127) (1.127) (1.126) (1.123) (1.123) (1.123) (1.132) 

Adjusted R-

Square 

 

0.587 0.587 0.587 0.587 0.587 0.587 0.587 0.587 
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Table 3.10 Panel B. 1-B Model of determinants of accrual quality (Sample 2009, N=578, model 2B) 

  

Dependent Variable=DDAAQ 

  

AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL 
ARL 

  

1 2 3 4 5 6 7 

LAG + 0.000 0.001 0.001 0.001 -0.001 -0.001 -0.000 -0.002 

  

(0.050) (0.160) (0.163) (0.203) (-0.156) (-0.109) (-0.040) (-0.402) 

TBDS – -0.000 -0.000 -0.000 

    

-0.000 

  

(-1.451) (-1.433) (-1.431) 

    

(-1.549) 

BDSC – 

   

-0.000 -0.000 

   

     

(-1.110) (-1.180) 

   ASSETS – -0.002** -0.002** -0.002** -0.002** -0.002** -0.003** -0.003** -0.002** 

  

(-2.139) (-2.153) (-2.159) (-2.368) (-2.344) (-3.346) (-3.345) (-2.266) 

CFO 

VOLATILITY 
+ 

0.132*** 0.132*** 0.132*** 0.132*** 0.132*** 0.132*** 0.132*** 0.132*** 

  

(5.577) (5.574) (5.574) (5.535) (5.546) (5.471) (5.469) (5.592) 

SALES 

VOLATILITY 
+ 

0.009 0.009 0.009 0.008 0.008 0.007 0.007 0.009 

  

(0.839) (0.833) (0.833) (0.775) (0.793) (0.637) (0.634) (0.860) 

LOSS + -0.010** -0.010** -0.010** -0.010** -0.010** -0.010** -0.010** -0.010** 

  

(-4.216) (-4.214) (-4.218) (-4.170) (-4.170) (-3.981) (-3.982) (-4.123) 

NUM_ICW + 0.000 0.000 0.000 0.000 0.000 0.001 0.001 0.000 

  

(0.169) (0.156) (0.181) (0.258) (0.249) (0.405) (0.405) (0.235) 

AGE – 0.001 0.001 0.001 0.001 0.001 0.001 0.001 0.001 

  

(0.569) (0.575) (0.575) (0.572) (0.549) (0.473) (0.477) (0.537) 

BUSINESS 

SEGMENT 
+ 

0.002*** 0.002*** 0.002*** 0.002*** 0.002*** 0.002** 0.002** 0.002*** 

  

(2.647) (2.647) (2.647) (2.619) (2.624) (2.414) (2.416) (2.684) 

ROA – -0.032** -0.032** -0.032** -0.032** -0.031** -0.031** -0.031** -0.032** 

  

(-4.227) (-4.237) (-4.237) (-4.169) (-4.137) (-3.990) (-3.997) (-4.192) 

FORTRAN + 0.003 0.003 0.003 0.003 0.003 0.003 0.003 0.003 

  

(1.097) (1.102) (1.102) (1.149) (1.141) (1.178) (1.179) (1.087) 

AUDITOR – -0.003 -0.003 -0.003 -0.004 -0.004 -0.005 -0.005 -0.003 

  

(-0.829) (-0.838) (-0.834) (-0.957) (-0.940) (-1.337) (-1.336) (-0.793) 

GROWTH + -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 

  

(-0.408) (-0.425) (-0.426) (-0.439) (-0.380) (-0.371) (-0.382) (-0.333) 

LEVERAGE + -0.002 -0.002 -0.002 -0.002 -0.002 -0.003 -0.003 -0.002 

  

(-0.440) (-0.450) (-0.451) (-0.475) (-0.437) (-0.501) (-0.508) (-0.388) 

M&A + -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 

  

(-0.437) (-0.433) (-0.432) (-0.370) (-0.383) (-0.252) (-0.252) (-0.371) 

INVENTORY& 

RECEIVABLE 
+ 

0.000 0.000 0.000 -0.000 0.000 -0.001 -0.001 0.000 

  

(0.058) (0.050) (0.049) (-0.021) (0.009) (-0.232) (-0.235) (0.060) 

AUDITCH + 0.011 0.011 0.011 0.012 0.012 0.012 0.012 0.012 

  

(1.138) (1.138) (1.138) (1.141) (1.139) (1.123) (1.123) (1.163) 

Adjusted R-

Square 

 

0.590 0.590 0.590 0.589 0.589 0.587 0.587 0.590 
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Table 3.10 Panel C. 1-A Model of determinants of audit fees (Sample 2006, N=435, model 3A) 

  

Dependent Variable=AUDIT FEE 

  

AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL 
ARL 

  

1 2 3 4 5 6 7 

LAG + 0.206* 0.216* 0.190* 0.197* 0.183 0.197* 0.205* 0.081 

  

(1.838) (1.941) (1.693) (1.771) (1.640) (1.761) (1.839) (0.766) 

ASSETS + 0.463*** 0.463*** 0.463*** 0.463*** 0.463*** 0.463*** 0.463*** 0.465*** 

  

(16.288) (16.286) (16.254) (16.267) (16.266) (16.280) (16.281) (15.883) 

BUSINESS 

SEGMENT 
+ 

0.079*** 0.078*** 0.078*** 0.078*** 0.078*** 0.078*** 0.078*** 0.078*** 

  

(3.565) (3.547) (3.521) (3.511) (3.519) (3.526) (3.530) (3.479) 

GEOGRAPHIC  

SEGMENT 
+ 

0.039* 0.038* 0.038* 0.039* 0.038* 0.038* 0.038* 0.040* 

  

(1.874) (1.859) (1.866) (1.890) (1.861) (1.844) (1.838) (1.923) 

FORTRAN + 0.183** 0.192*** 0.190*** 0.190*** 0.191*** 0.191*** 0.191*** 0.186*** 

  

(2.578) (2.716) (2.686) (2.680) (2.689) (2.695) (2.696) (2.607) 

INVENTORY& 

RECEIVABLE 
+ 

0.689*** 0.690*** 0.689*** 0.689*** 0.688*** 0.688*** 0.688*** 0.694*** 

  

(3.761) (3.769) (3.757) (3.762) (3.747) (3.746) (3.751) (3.767) 

CURRENT 

ASSET 
+ 

0.452** 0.453** 0.448** 0.448** 0.447** 0.448** 0.449** 0.443** 

  

(2.449) (2.457) (2.424) (2.434) (2.416) (2.423) (2.429) (2.337) 

LEVERAGE + 0.143 0.144 0.145 0.143 0.145 0.143 0.144 0.156 

  

(0.798) (0.801) (0.809) (0.797) (0.808) (0.804) (0.804) (0.872) 

BTM – -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 -0.002 

  

(-0.155) (-0.157) (-0.158) (-0.147) (-0.156) (-0.146) (-0.143) (-0.237) 

ROA – -0.286** -0.285** -0.285** -0.285** -0.286** -0.284** -0.284** -0.291** 

  

(-2.968) (-2.959) (-2.964) (-2.965) (-2.967) (-2.962) (-2.957) (-3.031) 

LOSS + 0.198** 0.197** 0.197** 0.197** 0.197** 0.197** 0.197** 0.186** 

  

(2.410) (2.399) (2.392) (2.393) (2.388) (2.393) (2.398) (2.259) 

NUM_ICW + 0.069* 0.069* 0.079** 0.079** 0.079** 0.079** 0.079** 0.074* 

  

(1.744) (1.742) (1.995) (2.005) (1.994) (2.000) (2.002) (1.844) 

AUDITOR + -0.058 -0.059 -0.058 -0.058 -0.058 -0.059 -0.059 -0.054 

  

(-0.644) (-0.653) (-0.647) (-0.642) (-0.647) (-0.650) (-0.651) (-0.598) 

M&A + 0.265*** 0.264*** 0.263*** 0.263*** 0.263*** 0.263*** 0.263*** 0.260*** 

  

(3.671) (3.672) (3.649) (3.650) (3.643) (3.648) (3.652) (3.599) 

BLOCK ? 0.153** 0.153** 0.153** 0.153** 0.153** 0.153** 0.153** 0.153** 

  

(2.206) (2.202) (2.202) (2.203) (2.205) (2.207) (2.207) (2.202) 

AUTENURE ? 0.011 0.011 0.011 0.011 0.011 0.011 0.011 0.011 

  

(1.644) (1.646) (1.628) (1.634) (1.626) (1.630) (1.631) (1.610) 

Adjusted R-Square 0.668 0.668 0.667 0.668 0.667 0.668 0.668 0.665 
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Table 3.10 Panel C. 1-B Model of determinants of audit fees (Sample 2006, N=435, model 3B) 

  

Dependent Variable=AUDIT FEE 

  

AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL 
ARL 

  

1 2 3 4 5 6 7 

LAG + 0.222** 0.232** 0.206* 0.209* 0.191* 0.197* 0.205* 0.094 

  

(2.019) (2.125) (1.874) (1.910) (1.728) (1.761) (1.839) (0.899) 

TBDS + 0.005 0.005 0.005 

    

0.005 

  

(1.369) (1.372) (1.364) 

    

(1.308) 

BDSC + 

   

0.006 0.006 

   

     

(1.598) (1.575) 

   ASSETS + 0.450*** 0.451*** 0.451*** 0.450*** 0.450*** 0.463*** 0.463*** 0.454*** 

  

(14.624) (14.625) (14.619) (14.682) (14.688) (16.280) (16.281) (14.463) 

BUSINESS 

SEGMENT 
+ 

0.081*** 0.080*** 0.080*** 0.080*** 0.080*** 0.078*** 0.078*** 0.079*** 

  

(3.633) (3.615) (3.586) (3.600) (3.607) (3.526) (3.530) (3.536) 

GEOGRAPHIC 

SEGMENT 
+ 

0.034* 0.034 0.034 0.034* 0.034 0.038* 0.038* 0.036* 

  

(1.655) (1.638) (1.646) (1.657) (1.631) (1.844) (1.838) (1.715) 

FORTRAN + 0.196*** 0.206*** 0.204*** 0.205*** 0.205*** 0.191*** 0.191*** 0.198*** 

  

(2.725) (2.867) (2.835) (2.860) (2.865) (2.695) (2.696) (2.746) 

INVENTORY& 

RECEIVABLE 
+ 

0.678*** 0.679*** 0.679*** 0.680*** 0.680*** 0.688*** 0.688*** 0.684*** 

  

(3.698) (3.706) (3.694) (3.712) (3.698) (3.746) (3.751) (3.712) 

CURRENT 

ASSET 
+ 

0.432** 0.433** 0.428** 0.426** 0.424** 0.448** 0.449** 0.425** 

  

(2.333) (2.340) (2.308) (2.303) (2.286) (2.423) (2.429) (2.241) 

LEVERAGE + 0.143 0.143 0.145 0.145 0.147 0.143 0.144 0.156 

  

(0.843) (0.846) (0.854) (0.858) (0.870) (0.804) (0.804) (0.921) 

BTM – -0.002 -0.002 -0.002 -0.002 -0.002 -0.001 -0.001 -0.002 

  

(-0.167) (-0.170) (-0.169) (-0.167) (-0.178) (-0.146) (-0.143) (-0.254) 

ROA – -0.283** -0.283** -0.283** -0.282** -0.282** -0.284** -0.284** -0.288** 

  

(-3.149) (-3.139) (-3.141) (-3.163) (-3.165) (-2.962) (-2.957) (-3.207) 

LOSS + 0.186** 0.185** 0.185** 0.183** 0.183** 0.197** 0.197** 0.173** 

  

(2.277) (2.264) (2.258) (2.236) (2.235) (2.393) (2.398) (2.109) 

NUM_ICW + 0.069* 0.069* 0.079** 0.079** 0.078* 0.079** 0.079** 0.074* 

  

(1.716) (1.715) (1.981) (1.966) (1.955) (2.000) (2.002) (1.819) 

AUDITOR + -0.079 -0.079 -0.079 -0.080 -0.080 -0.059 -0.059 -0.073 

  

(-0.859) (-0.869) (-0.861) (-0.878) (-0.880) (-0.650) (-0.651) (-0.794) 

M&A + 0.251*** 0.250*** 0.249*** 0.249*** 0.249*** 0.263*** 0.263*** 0.246*** 

  

(3.542) (3.543) (3.519) (3.516) (3.510) (3.648) (3.652) (3.472) 

BLOCK ? 0.146** 0.146** 0.146** 0.147** 0.147** 0.153** 0.153** 0.147** 

  

(2.120) (2.115) (2.116) (2.129) (2.132) (2.207) (2.207) (2.120) 

AUTENURE ? 0.011 0.011 0.011 0.011 0.011 0.011 0.011 0.011 

  

(1.631) (1.632) (1.614) (1.611) (1.602) (1.630) (1.631) (1.602) 

Adjusted R-

Square 

 

0.671 0.671 0.670 0.671 0.671 0.668 0.668 0.668 
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Table 3.10 Panel C. 2-A Model of determinants of audit fees (Sample 2009, N=552, Model 3A) 

  

Dependent Variable=AUDIT FEE 

  

AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL 
ARL 

  

1 2 3 4 5 6 7 

LAG + 0.166 0.170 0.173 0.176 0.180 0.266** 0.268** 0.071 

  

(1.389) (1.420) (1.447) (1.477) (1.526) (2.179) (2.193) (0.614) 

ASSETS + 0.401*** 0.401*** 0.402*** 0.402*** 0.402*** 0.402*** 0.402*** 0.405*** 

  

(15.852) (15.858) (15.807) (15.815) (15.822) (15.811) (15.810) (14.716) 

BUSINESS 
+         SEGMENT 0.125*** 0.125*** 0.125*** 0.125*** 0.125*** 0.125*** 0.125*** 0.124*** 

  

(4.504) (4.505) (4.500) (4.500) (4.496) (4.510) (4.511) (4.456) 

GEOGRAPHIC 
+         SEGMENT 0.019* 0.019* 0.019* 0.019* 0.020* 0.020* 0.020* 0.020* 

  

(1.899) (1.894) (1.894) (1.896) (1.912) (1.954) (1.951) (1.913) 

FORTRAN + 0.361*** 0.362*** 0.362*** 0.362*** 0.362*** 0.362*** 0.362*** 0.362*** 

  

(5.999) (6.023) (6.018) (6.018) (6.009) (6.031) (6.034) (6.005) 

INVENTORY& 
+         RECEIVABLE 0.431** 0.429** 0.429** 0.427** 0.425** 0.416** 0.416** 0.432** 

  

(2.401) (2.389) (2.385) (2.374) (2.367) (2.324) (2.325) (2.395) 

CURRENT 
+         ASSET 0.499*** 0.500*** 0.500*** 0.501*** 0.502*** 0.505*** 0.505*** 0.502*** 

  

(3.575) (3.578) (3.581) (3.585) (3.590) (3.620) (3.620) (3.571) 

LEVERAGE + 0.374*** 0.375*** 0.375*** 0.373*** 0.373*** 0.367*** 0.367*** 0.379*** 

  

(2.674) (2.682) (2.678) (2.667) (2.660) (2.608) (2.608) (2.725) 

BTM – -0.031 -0.031 -0.031 -0.031 -0.031 -0.033 -0.033 -0.030 

  

(-0.824) (-0.819) (-0.825) (-0.828) (-0.829) (-0.863) (-0.864) (-0.795) 

ROA – -0.405** -0.405** -0.405** -0.405** -0.405** -0.403** -0.403** -0.401** 

  

(-4.067) (-4.079) (-4.078) (-4.083) (-4.090) (-4.106) (-4.104) (-3.998) 

LOSS + 0.016 0.016 0.016 0.016 0.016 0.016 0.016 0.009 

  

(0.254) (0.252) (0.246) (0.247) (0.248) (0.251) (0.251) (0.143) 

NUM_ICW + 0.027 0.027 0.032 0.033 0.033 0.033 0.033 0.030 

  

(1.130) (1.132) (1.369) (1.373) (1.378) (1.387) (1.385) (1.256) 

AUDITOR + 0.307*** 0.307*** 0.308*** 0.308*** 0.308*** 0.308*** 0.308*** 0.307*** 

  

(3.798) (3.795) (3.813) (3.816) (3.817) (3.828) (3.828) (3.803) 

M&A + 0.048 0.048 0.048 0.048 0.048 0.048 0.048 0.041 

  

(0.877) (0.878) (0.883) (0.883) (0.881) (0.878) (0.878) (0.713) 

BLOCK ? -0.018 -0.018 -0.018 -0.018 -0.018 -0.018 -0.018 -0.015 

  

(-0.279) (-0.279) (-0.275) (-0.277) (-0.277) (-0.280) (-0.280) (-0.233) 

AUTENURE ? 0.007 0.007 0.007 0.007 0.007 0.007 0.007 0.006 

  

(1.191) (1.194) (1.196) (1.214) (1.218) (1.245) (1.244) (1.110) 



 

190 

 

Adjusted R-Square 0.726 0.726 0.726 0.726 0.726 0.728 0.728 0.725 

 

Table 3.10 Panel C. 2-B Model of determinants of audit fees (Sample 2009, N=552. Model 3B) 

 

  

Dependent Variable=Audit Fees 

  

AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL 
ARL 

  

1 2 3 4 5 6 7 

LAG + 0.290** 0.298** 0.301** 0.296** 0.286** 0.266** 0.268** 0.193* 

  

(2.474) (2.542) (2.565) (2.548) (2.496) (2.179) (2.193) (1.671) 

TBDS + 0.010*** 0.010*** 0.010*** 

    

0.009*** 

  

(4.386) (4.417) (4.421) 

    

(4.146) 

BDSC + 

   

0.011*** 0.010*** 

   

     

(4.561) (4.487) 

   ASSETS + 0.367*** 0.367*** 0.368*** 0.369*** 0.369*** 0.402*** 0.402*** 0.380*** 

  

(13.627) (13.605) (13.616) (13.720) (13.743) (15.811) (15.810) (13.402) 

BUSINESS 

SEGMENT 
+ 

0.115*** 0.115*** 0.114*** 0.114*** 0.114*** 0.125*** 0.125*** 0.114*** 

  

(4.123) (4.121) (4.109) (4.087) (4.086) (4.510) (4.511) (4.055) 

GEOGRAPHIC 

SEGMENT 
+ 

0.021** 0.021** 0.021** 0.021** 0.021** 0.020* 0.020* 0.022** 

  

(2.155) (2.148) (2.150) (2.120) (2.138) (1.954) (1.951) (2.172) 

FORTRAN + 0.377*** 0.379*** 0.379*** 0.377*** 0.376*** 0.362*** 0.362*** 0.378*** 

  

(6.297) (6.341) (6.333) (6.326) (6.303) (6.031) (6.034) (6.290) 

INVENTORY& 

RECEIVABLE 
+ 

0.342** 0.338* 0.337* 0.332* 0.333* 0.416** 0.416** 0.346** 

  

(1.982) (1.959) (1.952) (1.925) (1.926) (2.324) (2.325) (1.995) 

CURRENT 

ASSET 
+ 

0.500*** 0.501*** 0.502*** 0.499*** 0.500*** 0.505*** 0.505*** 0.513*** 

  

(3.688) (3.696) (3.701) (3.684) (3.687) (3.620) (3.620) (3.742) 

LEVERAGE + 0.345** 0.347** 0.346** 0.346** 0.346** 0.367*** 0.367*** 0.352** 

  

(2.501) (2.512) (2.507) (2.506) (2.506) (2.608) (2.608) (2.564) 

BTM – -0.033 -0.033 -0.033 -0.033 -0.033 -0.033 -0.033 -0.033 

  

(-0.896) (-0.888) (-0.897) (-0.894) (-0.889) (-0.863) (-0.864) (-0.884) 

ROA – -0.365** -0.365** -0.364** -0.363** -0.363** -0.403** -0.403** -0.362** 

  

(-3.656) (-3.672) (-3.667) (-3.637) (-3.642) (-4.106) (-4.104) (-3.597) 

LOSS + 0.038 0.038 0.037 0.038 0.038 0.016 0.016 0.020 

  

(0.597) (0.596) (0.586) (0.602) (0.592) (0.251) (0.251) (0.310) 

NUM_ICW + 0.039* 0.039* 0.049** 0.047** 0.047** 0.033 0.033 0.041* 

  

(1.713) (1.722) (2.157) (2.080) (2.076) (1.387) (1.385) (1.792) 

AUDITOR + 0.202** 0.201** 0.204** 0.205** 0.207*** 0.308*** 0.308*** 0.206** 

  

(2.545) (2.530) (2.560) (2.581) (2.612) (3.828) (3.828) (2.580) 

M&A + 0.079 0.079 0.079 0.078 0.077 0.048 0.048 0.057 

  

(1.442) (1.447) (1.455) (1.440) (1.423) (0.878) (0.878) (1.020) 

BLOCK ? -0.021 -0.021 -0.021 -0.018 -0.018 -0.018 -0.018 -0.014 

  

(-0.334) (-0.336) (-0.328) (-0.291) (-0.289) (-0.280) (-0.280) (-0.225) 

AUTENURE ? 0.006 0.006 0.006 0.006 0.006 0.007 0.007 0.005 

  

(1.057) (1.063) (1.064) (1.054) (1.048) (1.245) (1.244) (0.973) 

Adjusted R-Square 0.735 0.736 0.736 0.736 0.736 0.728 0.728 0.733 
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Table 3.11 Robustness check (Section 3.7.2.1): rank transformation of AB-ARL 

This table presents the results of a robustness check by transforming AB-ARL into 10 and 20 ranks.  

All the models include constant terms. For the sake of brevity, the results for the constant terms are not reported in 

the table below. Robust t-statistics in parentheses are reported below the coefficients. *, **, and *** indicate 

significance at the 10, 5, and 1 percent levels, respectively, using two-tailed tests. All the variables are defined in 

Appendix B.  

 

Panels A and B report the results for the models of determinants of accrual quality, when AB-ARL is rank-

transformed into 20 ranks and 10 ranks. Panel A (1 and 2) reports the results for the models of determinants of 

accrual quality, with AB-ARL transformed into 20 ranks, for the samples of 2006 and 2009. Panel B (1 and 2) reports 

the results for the models of determinants of accrual quality, with AB-ARL transformed into 10 ranks, for the 

samples of 2006 and 2009.  For 20-rank transformation, Panel A 1(2).A reports the results for model 2A; Panel A 

1(2).B reports the results for model 2B.  For 10-rank transformation, Panel B 1(2).A reports the results for model 

2A; Panel B 1(2).B reports the results for model 2B.   

 

Panel C and D reports the results for the models of determinants of audit fees, when AB-ARL is rank-transformed 

into 20 ranks and 10 ranks. Panel C (1 & 2) reports the results for the models of determinants of audit fees, with AB-

ARL transformed into 20-ranks, for the samples of 2006 and 2009. Panel D (1 & 2) reports the results for the models 

of determinants of audit fees, with AB-ARL transformed into 10-ranks, for the samples of 2006 and 2009.  For 20-

rank transformation, Panel C 1(2).A reports the results for model 3A; Panel C 1(2).B reports the results for model 

3B.  For 10-rank transformation, Panel D 1(2).A reports the results for model 3A; Panel D 1(2).B reports the results 

for model 3B.   
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Table 3.11 Panel A.1A.: Determinants of accrual quality (Rank 20, Sample 2006, N=475, model 2A) 

  

Dependent Variable=DDAAQ 

  

AB-ARL 

1 

AB-ARL 

2 

AB-ARL 

3 

AB-ARL 

4 

AB-ARL 

5 

AB-ARL 

6 

AB-ARL 

7 
ARL 

LAG + 0.001** 0.001** 0.001* 0.001* 0.001* 0.001* 0.001* 0.001** 

(RANK20) 

 

(2.015) (2.113) (1.783) (1.939) (1.856) (1.744) (1.754) (2.390) 

          

ASSETS – -0.006** -0.006** -0.006** -0.006** -0.006** -0.006** -0.006** -0.006** 

  

(-3.723) (-3.704) (-3.699) (-3.700) (-3.709) (-3.703) (-3.703) (-3.386) 

CFO 

VOLATILITY + 0.001*** 0.001*** 0.001*** 0.001** 0.001** 0.001*** 0.001*** 0.001** 

  

(2.621) (2.653) (2.658) (2.567) (2.577) (2.663) (2.668) (2.355) 

SALES 

VOLATILITY + 0.025** 0.025** 0.025** 0.025** 0.025** 0.025** 0.025** 0.025** 

  

(2.441) (2.448) (2.441) (2.454) (2.436) (2.440) (2.443) (2.492) 

LOSS + 0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.002 

  

(0.006) (-0.001) (-0.015) (-0.017) (-0.019) (-0.018) (-0.014) (-0.330) 

NUM_ICW + 0.002 0.002 0.003 0.003 0.003 0.003 0.003 0.002 

  

(0.614) (0.602) (0.896) (0.908) (0.900) (0.894) (0.899) (0.549) 

AGE – -0.011** -0.011** -0.011** -0.011** -0.011** -0.011** -0.011** -0.011** 

  

(-2.798) (-2.813) (-2.818) (-2.801) (-2.809) (-2.816) (-2.811) (-2.777) 

BUSINESS 

SEGMENT + 0.003* 0.003* 0.003 0.003 0.003 0.003 0.003 0.003 

  

(1.687) (1.676) (1.632) (1.633) (1.628) (1.628) (1.628) (1.635) 

ROA – -0.031** -0.031** -0.031** -0.031** -0.031** -0.031** -0.031** -0.032** 

  

(-2.262) (-2.265) (-2.243) (-2.251) (-2.245) (-2.237) (-2.238) (-2.320) 

FORTRAN + 0.002 0.003 0.003 0.003 0.003 0.003 0.003 0.002 

  

(0.517) (0.646) (0.618) (0.619) (0.619) (0.622) (0.623) (0.472) 

AUDITOR – 0.007 0.006 0.007 0.007 0.007 0.007 0.007 0.007 

  

(1.232) (1.225) (1.238) (1.244) (1.236) (1.232) (1.231) (1.362) 

GROWTH + 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 

  

(0.881) (0.892) (0.886) (0.857) (0.886) (0.870) (0.865) (0.395) 

LEVERAGE + -0.007 -0.007 -0.007 -0.007 -0.007 -0.007 -0.007 -0.008 

  

(-1.038) (-1.049) (-0.990) (-1.043) (-1.009) (-0.981) (-0.968) (-1.123) 

M&A + 0.004 0.004 0.004 0.004 0.004 0.004 0.004 0.004 

  

(1.025) (1.000) (0.995) (0.990) (1.002) (0.994) (0.997) (0.864) 

INVENTORY& 

RECEIVABLE + 0.019* 0.019* 0.019* 0.019* 0.019* 0.019* 0.019* 0.021** 

  

(1.831) (1.836) (1.810) (1.805) (1.801) (1.802) (1.815) (2.005) 

AUDITCH + -0.006 -0.006 -0.007 -0.007 -0.007 -0.007 -0.007 -0.008 

  

(-0.618) (-0.621) (-0.643) (-0.645) (-0.651) (-0.645) (-0.634) (-0.796) 

Adjusted R-

Square 

 

0.243 0.244 0.241 0.242 0.241 0.241 0.241 0.246 
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Table 3.11 Panel A.1-B. Determinants of accrual quality (Rank 20, Sample 2006, N=475, model 2B) 

  

Dependent Variable=DDAAQ 

  

AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL 
ARL 

  

1 2 3 4 5 6 7 

LAG 

 

0.001* 0.001* 0.001 0.001* 0.001* 0.001* 0.001* 0.001** 

(RANK20) 

 

(1.825) (1.912) (1.573) (1.777) (1.730) (1.744) (1.754) (2.218) 

 
         TBDS 

 

-0.000* -0.000* -0.000* 

    

-0.000* 

 
 

(-1.938) (-1.911) (-1.955) 

    

(-1.896) 

BDSC 

    

-0.000* -0.000* 

   

     

(-1.885) (-1.927) 

   ASSETS – -0.005** -0.005** -0.005** -0.005** -0.005** -0.006** -0.006** -0.005** 

  

(-2.883) (-2.876) (-2.861) (-2.858) (-2.857) (-3.703) (-3.703) (-2.647) 

CFO 

VOLATILITY 
+ 

0.001** 0.001** 0.001** 0.001** 0.001** 0.001*** 0.001*** 0.000** 

  

(2.334) (2.365) (2.370) (2.251) (2.250) (2.663) (2.668) (2.107) 

SALES 

VOLATILITY 
+ 

0.026** 0.026** 0.026** 0.026** 0.026** 0.025** 0.025** 0.026*** 

  

(2.559) (2.563) (2.561) (2.568) (2.552) (2.440) (2.443) (2.603) 

LOSS + 0.001 0.001 0.001 0.001 0.001 -0.000 -0.000 -0.001 

  

(0.145) (0.137) (0.127) (0.130) (0.131) (-0.018) (-0.014) (-0.160) 

NUM_ICW + 0.002 0.002 0.003 0.003 0.003 0.003 0.003 0.002 

  

(0.618) (0.608) (0.875) (0.903) (0.895) (0.894) (0.899) (0.553) 

AGE – -0.012** -0.012** -0.012** -0.011** -0.012** -0.011** -0.011** -0.012** 

  

(-2.841) (-2.854) (-2.860) (-2.822) (-2.831) (-2.816) (-2.811) (-2.820) 

BUSINESS 

SEGMENT 
+ 

0.003* 0.003* 0.003 0.003 0.003 0.003 0.003 0.003 

  

(1.677) (1.667) (1.627) (1.611) (1.606) (1.628) (1.628) (1.631) 

ROA – -0.031** -0.031** -0.031** -0.031** -0.031** -0.031** -0.031** -0.032** 

  

(-2.282) (-2.284) (-2.263) (-2.274) (-2.269) (-2.237) (-2.238) (-2.338) 

FORTRAN + 0.002 0.002 0.002 0.002 0.002 0.003 0.003 0.002 

  

(0.407) (0.525) (0.497) (0.490) (0.488) (0.622) (0.623) (0.366) 

AUDITOR – 0.008 0.008 0.008 0.008 0.008 0.007 0.007 0.009 

  

(1.475) (1.467) (1.482) (1.479) (1.476) (1.232) (1.231) (1.581) 

GROWTH + 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 

  

(0.879) (0.887) (0.884) (0.870) (0.890) (0.870) (0.865) (0.478) 

LEVERAGE + -0.008 -0.008 -0.008 -0.008 -0.008 -0.007 -0.007 -0.009 

  

(-1.230) (-1.236) (-1.181) (-1.254) (-1.230) (-0.981) (-0.968) (-1.314) 

M&A + 0.005 0.005 0.005 0.005 0.005 0.004 0.004 0.005 

  

(1.219) (1.194) (1.194) (1.171) (1.184) (0.994) (0.997) (1.069) 

INVENTORY& 

RECEIVABLE 
+ 

0.021* 0.021* 0.020* 0.020* 0.020* 0.019* 0.019* 0.022** 

  

(1.948) (1.951) (1.928) (1.894) (1.893) (1.802) (1.815) (2.108) 

AUDITCH + -0.007 -0.007 -0.008 -0.007 -0.008 -0.007 -0.007 -0.009 

  

(-0.718) (-0.719) (-0.741) (-0.738) (-0.745) (-0.645) (-0.634) (-0.882) 

Adjusted R-

Square 

 

0.250 0.251 0.248 0.249 0.248 0.241 0.241 0.253 
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Table 3. 11 Panel A.2A. Determinants of accrual quality (Rank 20, Sample 2009, N=585, model 2A) 

  

Dependent Variable=DDAAQ 

  

AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL 
ARL 

  

1 2 3 4 5 6 7 

LAG + 0.000 0.000 0.000 0.000 -0.000 -0.000 -0.000 0.000 

(RANK20) 

 

(0.653) (0.601) (0.590) (0.530) (-0.197) (-0.417) (-0.211) (0.341) 

          

ASSETS – -0.003** -0.003** -0.003** -0.003** -0.003** -0.003** -0.003** -0.003** 

  

(-3.401) (-3.402) (-3.392) (-3.395) (-3.396) (-3.390) (-3.393) (-3.234) 

CFO 

VOLATILITY 
+ 

0.132*** 0.132*** 0.132*** 0.132*** 0.133*** 0.133*** 0.133*** 0.132*** 

  

(5.525) (5.527) (5.526) (5.526) (5.532) (5.538) (5.533) (5.526) 

SALES 

VOLATILITY 
+ 

0.007 0.007 0.007 0.007 0.007 0.007 0.007 0.007 

  

(0.636) (0.642) (0.642) (0.639) (0.649) (0.658) (0.652) (0.643) 

LOSS + -0.010** -0.010** -0.010** -0.010** -0.010** -0.010** -0.010** -0.010** 

  

(-4.110) (-4.107) (-4.114) (-4.117) (-4.107) (-4.093) (-4.093) (-4.162) 

NUM_ICW + 0.000 0.000 0.000 0.001 0.000 0.000 0.000 0.000 

  

(0.307) (0.318) (0.396) (0.397) (0.386) (0.383) (0.385) (0.345) 

AGE – 0.001 0.001 0.001 0.001 0.001 0.001 0.001 0.001 

  

(0.495) (0.489) (0.487) (0.501) (0.458) (0.454) (0.460) (0.488) 

BUSINESS 

SEGMENT 
+ 

0.002** 0.002** 0.002** 0.002** 0.002** 0.002** 0.002** 0.002** 

  

(2.464) (2.463) (2.456) (2.451) (2.424) (2.405) (2.411) (2.427) 

ROA – -0.031** -0.031** -0.031** -0.031** -0.031** -0.031** -0.031** -0.031** 

  

(-4.215) (-4.216) (-4.214) (-4.209) (-4.177) (-4.169) (-4.175) (-4.215) 

FORTRAN + 0.003 0.003 0.003 0.003 0.003 0.003 0.003 0.003 

  

(1.212) (1.222) (1.220) (1.221) (1.222) (1.218) (1.219) (1.221) 

AUDITOR – -0.005 -0.005 -0.005 -0.005 -0.005 -0.005 -0.005 -0.005 

  

(-1.201) (-1.203) (-1.195) (-1.195) (-1.212) (-1.221) (-1.216) (-1.222) 

GROWTH + -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 

  

(-0.468) (-0.469) (-0.464) (-0.460) (-0.365) (-0.342) (-0.367) (-0.436) 

LEVERAGE + -0.002 -0.002 -0.002 -0.002 -0.002 -0.002 -0.002 -0.002 

  

(-0.467) (-0.464) (-0.467) (-0.464) (-0.415) (-0.402) (-0.417) (-0.463) 

M&A + -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 

  

(-0.247) (-0.250) (-0.250) (-0.254) (-0.261) (-0.264) (-0.261) (-0.331) 

INVENTORY& 

RECEIVABLE 
+ 

-0.001 -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 

  (-0.144) (-0.147) (-0.147) (-0.154) (-0.136) (-0.128) (-0.134) (-0.131) 

AUDITCH + 0.012 0.012 0.012 0.012 0.012 0.012 0.012 0.012 

  (1.137) (1.136) (1.136) (1.134) (1.124) (1.128) (1.129) (1.136) 

Adjusted R-

 

0.610 0.610 0.610 0.610 0.609 0.610 0.609 0.610 
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Square 

 

Table 3.11 Panel A.2.B. Determinants of accrual quality (Rank 20, Sample 2009, N=585, model 2B) 

  

Dependent Variable=DDAAQ 

  

AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL 
ARL 

  

1 2 3 4 5 6 7 

LAG + 0.000 0.000 0.000 0.000 -0.000 -0.000 -0.000 -0.000 

(RANK20) (0.153) (0.072) (0.050) (0.191) (-0.613) (-0.417) (-0.211) (-0.284) 

TBDS – -0.000 -0.000 -0.000 

    

-0.000 

  

(-1.454) (-1.471) (-1.468) 

    

(-1.518) 

BDSC – 

   

-0.000 -0.000 

   

     

(-1.154) (-1.240) 

   ASSETS – -0.002** -0.002** -0.002** -0.003** -0.002** -0.003** -0.003** -0.002** 

  

(-2.274) (-2.265) (-2.261) (-2.469) (-2.420) (-3.390) (-3.393) (-2.286) 

CFO 

VOLATILITY 
+ 

0.132*** 0.132*** 0.132*** 0.132*** 0.132*** 0.133*** 0.133*** 0.132*** 

  

(5.624) (5.626) (5.626) (5.589) (5.608) (5.538) (5.533) (5.635) 

SALES 

VOLATILITY 
+ 

0.009 0.009 0.009 0.008 0.008 0.007 0.007 0.009 

  

(0.831) (0.835) (0.836) (0.782) (0.805) (0.658) (0.652) (0.848) 

LOSS + -0.011** -0.011** -0.011** -0.010** -0.010** -0.010** -0.010** -0.010** 

  

(-4.346) (-4.348) (-4.347) (-4.300) (-4.300) (-4.093) (-4.093) (-4.250) 

NUM_ICW + 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 

  

(0.165) (0.174) (0.181) (0.258) (0.234) (0.383) (0.385) (0.215) 

AGE – 0.001 0.001 0.001 0.001 0.001 0.001 0.001 0.001 

  

(0.568) (0.565) (0.564) (0.564) (0.533) (0.454) (0.460) (0.545) 

BUSINESS 

SEGMENT 
+ 

0.002*** 0.002*** 0.002*** 0.002*** 0.002*** 0.002** 0.002** 0.002*** 

  

(2.632) (2.630) (2.631) (2.609) (2.596) (2.405) (2.411) (2.648) 

ROA – -0.032** -0.032** -0.032** -0.032** -0.032** -0.031** -0.031** -0.032** 

  

(-4.386) (-4.385) (-4.384) (-4.323) (-4.307) (-4.169) (-4.175) (-4.374) 

FORTRAN + 0.003 0.003 0.003 0.003 0.003 0.003 0.003 0.003 

  

(1.150) (1.149) (1.150) (1.192) (1.187) (1.218) (1.219) (1.155) 

AUDITOR – -0.003 -0.003 -0.003 -0.003 -0.003 -0.005 -0.005 -0.003 

  

(-0.727) (-0.725) (-0.722) (-0.842) (-0.831) (-1.221) (-1.216) (-0.712) 

GROWTH + -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 

  

(-0.415) (-0.407) (-0.404) (-0.428) (-0.330) (-0.342) (-0.367) (-0.362) 

LEVERAGE + -0.002 -0.002 -0.002 -0.002 -0.002 -0.002 -0.002 -0.002 

  

(-0.425) (-0.421) (-0.420) (-0.433) (-0.383) (-0.402) (-0.417) (-0.397) 

M&A + -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 

  

(-0.438) (-0.441) (-0.441) (-0.380) (-0.399) (-0.264) (-0.261) (-0.400) 

INVENTORY& 

RECEIVALBE 
+ 

0.001 0.001 0.001 0.000 0.000 -0.001 -0.001 0.001 

  
(0.099) (0.101) (0.102) (0.042) (0.077) (-0.128) (-0.134) (0.109) 

AUDITCH + 0.012 0.012 0.012 0.012 0.012 0.012 0.012 0.012 

  

(1.144) (1.143) (1.143) (1.147) (1.137) (1.128) (1.129) (1.165) 
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Adjusted R-Square 0.613 0.613 0.613 0.611 0.612 0.610 0.609 0.613 

 

Table 3.11 Panel B.1-A: Determinants of accrual quality (Rank 10, Sample 2006, N=475, model 2A) 

  
Dependent Variable=DDAAQ 

  

AB-ARL 

1 

AB-ARL 

2 

AB-ARL 

3 

AB-ARL 

4 

AB-ARL 

5 

AB-ARL 

6 

AB-ARL 

7 
ARL 

LAG + 0.002** 0.002** 0.001* 0.002* 0.002* 0.001* 0.001* 0.002** 

(RANK10) 

 

(2.110) (2.150) (1.766) (1.949) (1.939) (1.776) (1.803) (2.501) 

ASSETS – -0.006** -0.006** -0.006** -0.006** -0.006** -0.006** -0.006** -0.006** 

  

(-3.711) (-3.696) (-3.690) (-3.695) (-3.697) (-3.696) (-3.692) (-3.328) 

CFO 

VOLATILITY + 0.001** 0.001** 0.001** 0.001** 0.001** 0.001** 0.001** 0.001** 

  

(2.638) (2.595) (2.684) (2.532) (2.529) (2.689) (2.685) (2.375) 

SALES 

VOLATILITY + 0.025** 0.025** 0.025** 0.025** 0.025** 0.025** 0.025** 0.025** 

  

(2.455) (2.456) (2.442) (2.454) (2.436) (2.439) (2.440) (2.476) 

LOSS + 0.000 0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.002 

  

(0.011) (0.014) (-0.014) (-0.012) (-0.029) (-0.024) (-0.009) (-0.342) 

NUM_ICW + 0.002 0.002 0.003 0.003 0.003 0.003 0.003 0.002 

  

(0.607) (0.602) (0.899) (0.922) (0.900) (0.891) (0.901) (0.527) 

AGE – -0.011** -0.011** -0.011** -0.011** -0.011** -0.011** -0.011** -0.011** 

  

(-2.808) (-2.805) (-2.794) (-2.785) (-2.794) (-2.814) (-2.809) (-2.772) 

BUSINESS 

SEGMENT + 0.003* 0.003* 0.003 0.003 0.003 0.003 0.003 0.003 

  

(1.705) (1.674) (1.638) (1.642) (1.634) (1.628) (1.628) (1.647) 

ROA – -0.031** -0.031** -0.031** -0.031** -0.031** -0.031** -0.031** -0.032** 

  

(-2.270) (-2.268) (-2.241) (-2.253) (-2.249) (-2.234) (-2.236) (-2.326) 

FORTRAN + 0.002 0.003 0.003 0.003 0.003 0.003 0.003 0.002 

  

(0.517) (0.642) (0.624) (0.618) (0.625) (0.621) (0.614) (0.469) 

AUDITOR – 0.007 0.006 0.007 0.007 0.007 0.007 0.007 0.007 

  

(1.238) (1.227) (1.240) (1.261) (1.244) (1.238) (1.240) (1.369) 

GROWTH + 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 

  

(0.904) (0.894) (0.894) (0.855) (0.895) (0.845) (0.854) (0.401) 

LEVERAGE + -0.007 -0.007 -0.007 -0.007 -0.007 -0.007 -0.007 -0.008 

  

(-1.054) (-1.047) (-0.979) (-1.039) (-1.007) (-0.975) (-0.968) (-1.127) 

M&A + 0.005 0.004 0.004 0.004 0.004 0.004 0.004 0.004 

  

(1.029) (1.016) (1.000) (0.996) (1.007) (0.989) (1.005) (0.858) 

INVEMTORY& 

RECEVIABLE + 0.019* 0.019* 0.019* 0.019* 0.019* 0.019* 0.019* 0.021** 

  

(1.833) (1.842) (1.807) (1.801) (1.813) (1.811) (1.823) (2.020) 

AUDITCH + -0.006 -0.007 -0.007 -0.007 -0.007 -0.007 -0.007 -0.008 

  

(-0.616) (-0.634) (-0.648) (-0.651) (-0.653) (-0.636) (-0.635) (-0.787) 

Adjusted R-

Square 

 

0.244 0.244 0.241 0.242 0.242 0.241 0.241 0.247 
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Table 3.11 Panel B.1-B: Determinants of accrual quality (Rank 10, Sample 2006, N=475, model 2B) 

  

Dependent Variable=DDAAQ 

  

AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL 
ARL 

  

1 2 3 4 5 6 7 

LAG + 0.002* 0.002* 0.001 0.001* 0.001* 0.001* 0.001* 0.002** 

(RANK10) (1.927) (1.951) (1.565) (1.789) (1.821) (1.776) (1.803) (2.341) 

          TBDS – -0.000* -0.000* -0.000* 

    

-0.000* 

  

(-1.930) (-1.903) (-1.961) 

    

(-1.898) 

BDSC – 

   

-0.000* -0.000* 

   

     

(-1.887) (-1.927) 

   ASSETS – -0.005** -0.005** -0.005** -0.005** -0.005** -0.006** -0.006** -0.005** 

  

(-2.880) (-2.876) (-2.855) (-2.853) (-2.850) (-3.696) (-3.692) (-2.603) 

CFO 

VOLATILITY 
+ 

0.001** 0.001** 0.001** 0.001** 0.001** 0.001*** 0.001*** 0.000** 

  

(2.347) (2.319) (2.389) (2.220) (2.208) (2.689) (2.685) (2.121) 

SALES 

VOLATILITY 
+ 

0.026** 0.026** 0.026** 0.026** 0.026** 0.025** 0.025** 0.026*** 

  

(2.571) (2.570) (2.561) (2.568) (2.552) (2.439) (2.440) (2.588) 

LOSS + 0.001 0.001 0.001 0.001 0.001 -0.000 -0.000 -0.001 

  

(0.149) (0.149) (0.128) (0.135) (0.122) (-0.024) (-0.009) (-0.173) 

NUM_ICW + 0.002 0.002 0.003 0.003 0.003 0.003 0.003 0.002 

  

(0.610) (0.608) (0.877) (0.916) (0.896) (0.891) (0.901) (0.531) 

AGE – -0.012** -0.012** -0.012** -0.011** -0.011** -0.011** -0.011** -0.011** 

  

(-2.850) (-2.847) (-2.838) (-2.808) (-2.817) (-2.814) (-2.809) (-2.816) 

BUSINESS 

SEGMENT 
+ 

0.003* 0.003* 0.003 0.003 0.003 0.003 0.003 0.003 

  

(1.695) (1.666) (1.632) (1.619) (1.612) (1.628) (1.628) (1.643) 

ROA – -0.031** -0.031** -0.031** -0.031** -0.031** -0.031** -0.031** -0.032** 

  

(-2.289) (-2.287) (-2.261) (-2.275) (-2.274) (-2.234) (-2.236) (-2.344) 

FORTRAN + 0.002 0.002 0.002 0.002 0.002 0.003 0.003 0.002 

  

(0.407) (0.522) (0.503) (0.489) (0.493) (0.621) (0.614) (0.363) 

AUDITOR – 0.008 0.008 0.008 0.008 0.008 0.007 0.007 0.009 

  

(1.479) (1.467) (1.484) (1.494) (1.482) (1.238) (1.240) (1.586) 

GROWTH + 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 

  

(0.896) (0.889) (0.889) (0.870) (0.897) (0.845) (0.854) (0.482) 

LEVERAGE + -0.008 -0.008 -0.008 -0.008 -0.008 -0.007 -0.007 -0.009 

  

(-1.244) (-1.231) (-1.172) (-1.252) (-1.228) (-0.975) (-0.968) (-1.320) 

M&A + 0.005 0.005 0.005 0.005 0.005 0.004 0.004 0.005 

  

(1.221) (1.207) (1.198) (1.176) (1.189) (0.989) (1.005) (1.063) 

INVENTORY& 

RECEIVABLE 
+ 

0.021* 0.021* 0.020* 0.020* 0.020* 0.019* 0.019* 0.023** 

  
(1.950) (1.955) (1.925) (1.891) (1.904) (1.811) (1.823) (2.122) 

AUDITCH + -0.007 -0.007 -0.008 -0.008 -0.008 -0.007 -0.007 -0.009 

  

(-0.715) (-0.731) (-0.746) (-0.743) (-0.747) (-0.636) (-0.635) (-0.875) 

Adjusted R-Square 0.251 0.251 0.248 0.249 0.249 0.241 0.241 0.254 
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Table 3.11 Panel B.2-A.: Determinants of accrual quality (Rank 10, Sample 2009, N=585, model 2A) 

  

Dependent Variable=DDAAQ 

  

AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL 
ARL 

  

1 2 3 4 5 6 7 

LAG + 0.000 0.000 0.000 0.000 -0.000 -0.000 -0.000 0.000 

(RANK10) 

 

(0.721) (0.640) (0.524) (0.456) (-0.206) (-0.474) (-0.260) (0.341) 

          

ASSETS – -0.003** -0.003** -0.003** -0.003** -0.003** -0.003** -0.003** -0.003** 

  

(-3.401) (-3.405) (-3.394) (-3.396) (-3.396) (-3.391) (-3.392) (-3.234) 

CFO 

VOLATILTIY 
+ 

0.132*** 0.132*** 0.132*** 0.132*** 0.133*** 0.133*** 0.133*** 0.132*** 

  

(5.526) (5.528) (5.525) (5.525) (5.532) (5.540) (5.535) (5.526) 

SALES 

VOLATILITY 
+ 

0.007 0.007 0.007 0.007 0.007 0.007 0.007 0.007 

  

(0.635) (0.641) (0.642) (0.640) (0.649) (0.659) (0.654) (0.643) 

LOSS + -0.010** -0.010** -0.010** -0.010** -0.010** -0.010** -0.010** -0.010** 

  

(-4.113) (-4.110) (-4.115) (-4.118) (-4.104) (-4.089) (-4.089) (-4.162) 

NUM_ICW + 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 

  

(0.297) (0.316) (0.396) (0.394) (0.387) (0.384) (0.384) (0.345) 

AGE – 0.001 0.001 0.001 0.001 0.001 0.001 0.001 0.001 

  

(0.495) (0.486) (0.485) (0.497) (0.457) (0.453) (0.460) (0.488) 

BUSINESS 

SEGMENT 
+ 

0.002** 0.002** 0.002** 0.002** 0.002** 0.002** 0.002** 0.002** 

  

(2.477) (2.471) (2.454) (2.453) (2.425) (2.399) (2.407) (2.427) 

ROA – -0.031** -0.031** -0.031** -0.031** -0.031** -0.031** -0.031** -0.031** 

  

(-4.219) (-4.215) (-4.209) (-4.206) (-4.177) (-4.167) (-4.174) (-4.215) 

FORTRAN + 0.003 0.003 0.003 0.003 0.003 0.003 0.003 0.003 

  

(1.212) (1.222) (1.221) (1.222) (1.220) (1.216) (1.218) (1.221) 

AUDITOR – -0.005 -0.005 -0.005 -0.005 -0.005 -0.005 -0.005 -0.005 

  

(-1.201) (-1.203) (-1.199) (-1.200) (-1.214) (-1.223) (-1.218) (-1.222) 

GROWTH + -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 

  

(-0.475) (-0.473) (-0.455) (-0.448) (-0.364) (-0.334) (-0.362) (-0.436) 

LEVERAGE + -0.002 -0.002 -0.002 -0.002 -0.002 -0.002 -0.002 -0.002 

  

(-0.473) (-0.464) (-0.461) (-0.456) (-0.415) (-0.399) (-0.413) (-0.463) 

M&A + -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 

  

(-0.246) (-0.249) (-0.254) (-0.253) (-0.261) (-0.262) (-0.262) (-0.331) 

INVENTORY& 

RECEIVABLE 
+ 

-0.001 -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 

  

(-0.145) (-0.146) (-0.147) (-0.152) (-0.135) (-0.124) (-0.132) (-0.131) 

AUDITCH + 0.012 0.012 0.012 0.012 0.012 0.012 0.012 0.012 

  

(1.138) (1.136) (1.135) (1.133) (1.125) (1.128) (1.129) (1.136) 

Adjusted R-Sq 

 

0.610 0.610 0.610 0.610 0.609 0.610 0.609 0.610 
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Table 3.11 Panel B.2.B.: Determinants of accrual quality (Rank 10, Sample 2009, N=585, model 2B) 

  

Dependent Variable=DDAAQ 

  

AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL 
ARL 

  

1 2 3 4 5 6 7 

LAG + 0.000 0.000 -0.000 0.000 -0.000 -0.000 -0.000 -0.000 

(RANK10) (0.256) (0.133) (-0.033) (0.100) (-0.624) (-0.474) (-0.260) (-0.195) 

 
         TBDS – -0.000 -0.000 -0.000 

    

-0.000 

  

(-1.447) (-1.468) (-1.474) 

    

(-1.511) 

BDSC – 

   

-0.000 -0.000 

   

     

(-1.172) (-1.235) 

   ASSETS – -0.002** -0.002** -0.002** -0.002** -0.002** -0.003** -0.003** -0.002** 

  

(-2.287) (-2.278) (-2.253) (-2.468) (-2.416) (-3.391) (-3.392) (-2.264) 

CFO 

VOLATILITY 
+ 

0.132*** 0.132*** 0.132*** 0.132*** 0.132*** 0.133*** 0.133*** 0.132*** 

  

(5.623) (5.625) (5.628) (5.591) (5.607) (5.540) (5.535) (5.631) 

SALES 

VOLATILITY 
+ 

0.009 0.009 0.009 0.008 0.008 0.007 0.007 0.009 

  

(0.827) (0.833) (0.838) (0.784) (0.805) (0.659) (0.654) (0.845) 

LOSS + -0.011** -0.011** -0.011** -0.010** -0.010** -0.010** -0.010** -0.010** 

  

(-4.345) (-4.347) (-4.346) (-4.300) (-4.298) (-4.089) (-4.089) (-4.265) 

NUM_ICW + 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 

  

(0.154) (0.169) (0.178) (0.254) (0.237) (0.384) (0.384) (0.203) 

AGE – 0.001 0.001 0.001 0.001 0.001 0.001 0.001 0.001 

  

(0.570) (0.566) (0.563) (0.561) (0.532) (0.453) (0.460) (0.551) 

BUSINESS 

SEGMENT 
+ 

0.002*** 0.002*** 0.002*** 0.002*** 0.002*** 0.002** 0.002** 0.002*** 

  

(2.634) (2.631) (2.628) (2.607) (2.598) (2.399) (2.407) (2.645) 

ROA – -0.032** -0.032** -0.032** -0.032** -0.032** -0.031** -0.031** -0.032** 

  

(-4.389) (-4.385) (-4.382) (-4.321) (-4.306) (-4.167) (-4.174) (-4.377) 

FORTRAN + 0.003 0.003 0.003 0.003 0.003 0.003 0.003 0.003 

  

(1.149) (1.150) (1.149) (1.191) (1.184) (1.216) (1.218) (1.155) 

AUDITOR – -0.003 -0.003 -0.003 -0.003 -0.003 -0.005 -0.005 -0.003 

  

(-0.730) (-0.728) (-0.720) (-0.842) (-0.830) (-1.223) (-1.218) (-0.719) 

GROWTH + -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 

  

(-0.425) (-0.414) (-0.395) (-0.416) (-0.328) (-0.334) (-0.362) (-0.372) 

LEVERAGE + -0.002 -0.002 -0.002 -0.002 -0.002 -0.002 -0.002 -0.002 

  

(-0.431) (-0.423) (-0.416) (-0.426) (-0.383) (-0.399) (-0.413) (-0.404) 

M&A + -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 

  

(-0.435) (-0.440) (-0.444) (-0.382) (-0.399) (-0.262) (-0.262) (-0.412) 

INVENTORY& 

RECEIVABLE 
+ 

0.000 0.001 0.001 0.000 0.000 -0.001 -0.001 0.001 

  
(0.096) (0.099) (0.106) (0.047) (0.081) (-0.124) (-0.132) (0.106) 

AUDITCH + 0.012 0.012 0.012 0.012 0.012 0.012 0.012 0.012 

  

(1.145) (1.143) (1.142) (1.145) (1.138) (1.128) (1.129) (1.162) 

Adjusted R-Square 0.613 0.613 0.613 0.611 0.612 0.610 0.609 0.613 
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Table 3.11 Panel C.1-A: Determinants of audit fees (Rank 20, Sample 2006, N=438, model 3A) 

  

Dependent Variable=AUDIT FEE 

  

AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL 
ARL 

  

1 2 3 4 5 6 7 

LAG + 0.011 0.011* 0.010 0.011 0.010 0.009 0.010 0.004 

RANK20 

 

(1.583) (1.672) (1.528) (1.590) (1.468) (1.401) (1.476) (0.612) 

          ASSETS + 0.438*** 0.438*** 0.438*** 0.438*** 0.438*** 0.438*** 0.438*** 0.439*** 

  

(12.536) (12.549) (12.548) (12.553) (12.554) (12.546) (12.554) (12.514) 

BUSINESS 

SEGMENT 
+ 

0.078*** 0.078*** 0.077*** 0.077*** 0.077*** 0.077*** 0.077*** 0.076*** 

  

(3.437) (3.426) (3.392) (3.386) (3.386) (3.395) (3.400) (3.345) 

GEOGRAPHIC 

SEGMENT 
+ 

0.042* 0.042* 0.042* 0.042** 0.042* 0.042* 0.042* 0.043** 

  

(1.958) (1.957) (1.961) (1.976) (1.953) (1.947) (1.947) (1.994) 

FORTRAN + 0.152* 0.159** 0.157** 0.156** 0.157** 0.157** 0.158** 0.154* 

  

(1.935) (2.057) (2.018) (2.013) (2.027) (2.027) (2.028) (1.952) 

INVENTORY 

RECEIVABLE 
+ 

0.592*** 0.594*** 0.592*** 0.590*** 0.592*** 0.590*** 0.592*** 0.595*** 

  

(2.693) (2.709) (2.692) (2.682) (2.683) (2.671) (2.686) (2.687) 

CURRENT 

ASSET 
+ 

0.590** 0.588** 0.587** 0.588** 0.585** 0.584** 0.585** 0.584** 

  

(2.504) (2.507) (2.492) (2.504) (2.485) (2.477) (2.482) (2.385) 

LEVERAGE + 0.178 0.177 0.180 0.176 0.178 0.180 0.179 0.192 

  

(0.852) (0.846) (0.861) (0.844) (0.856) (0.862) (0.859) (0.919) 

BTM – -0.002 -0.002 -0.002 -0.002 -0.002 -0.002 -0.002 -0.003 

  

(-0.225) (-0.231) (-0.227) (-0.220) (-0.237) (-0.242) (-0.235) (-0.324) 

ROA – -0.072 -0.072 -0.071 -0.071 -0.071 -0.070 -0.070 -0.073 

  

(-0.375) (-0.370) (-0.368) (-0.369) (-0.368) (-0.363) (-0.363) (-0.373) 

LOSS + 0.232*** 0.231*** 0.230*** 0.230*** 0.229*** 0.229*** 0.230*** 0.217*** 

  

(2.759) (2.756) (2.739) (2.741) (2.734) (2.730) (2.737) (2.647) 

NUM_ICW + 0.067* 0.067* 0.078* 0.079** 0.078* 0.078* 0.078* 0.070* 

  

(1.666) (1.656) (1.960) (1.985) (1.958) (1.948) (1.950) (1.715) 

AUDITOR + 0.002 0.002 0.002 0.004 0.003 0.002 0.002 0.007 

  

(0.023) (0.018) (0.021) (0.035) (0.025) (0.016) (0.016) (0.065) 

M&A + 0.254*** 0.254*** 0.252*** 0.252*** 0.252*** 0.252*** 0.252*** 0.248*** 

  

(3.462) (3.456) (3.437) (3.432) (3.430) (3.426) (3.427) (3.364) 

BLOCK ? 0.145** 0.145** 0.144** 0.144** 0.144** 0.144** 0.143** 0.144** 

  

(2.081) (2.084) (2.063) (2.070) (2.070) (2.071) (2.058) (2.063) 

AUTENURE ? 0.010 0.010 0.010 0.010 0.010 0.010 0.010 0.010 

  

(1.453) (1.455) (1.431) (1.446) (1.430) (1.433) (1.431) (1.432) 

Adjusted R-

Square 

 

0.629 0.629 0.628 0.629 0.628 0.628 0.628 0.626 
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Table 3.11 Panel C.1-B: Determinants of audit fees (Rank 20, Sample 2006, N=438, model 3B) 

 

  

Dependent Variable=AUDIT FEE 

  

AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL 
ARL 

  

1 2 3 4 5 6 7 

LAG +H3 0.012* 0.012* 0.011* 0.012* 0.010 0.009 0.010 0.006 

RANK20 

 

(1.753) (1.859) (1.722) (1.760) (1.587) (1.401) (1.476) (0.760) 

          

TBDS + 0.007* 0.007* 0.007* 

    

0.007 

  

(1.661) (1.669) (1.674) 

    

(1.615) 

BDSC + 

   

0.008* 0.008* 

   

     

(1.934) (1.914) 

   ASSETS + 0.423*** 0.423*** 0.423*** 0.422*** 0.422*** 0.438*** 0.438*** 0.425*** 

  

(11.263) (11.275) (11.293) (11.280) (11.294) (12.546) (12.554) (11.408) 

BUSINESS 

SEGMENT 
+ 

0.080*** 0.080*** 0.079*** 0.080*** 0.080*** 0.077*** 0.077*** 0.078*** 

  

(3.532) (3.522) (3.486) (3.511) (3.509) (3.395) (3.400) (3.431) 

GEOGRAPHIC 

SEGMENT 
+ 

0.036* 0.036* 0.036* 0.036* 0.036* 0.042* 0.042* 0.037* 

  

(1.692) (1.689) (1.693) (1.689) (1.668) (1.947) (1.947) (1.739) 

FORTRAN + 0.168** 0.177** 0.174** 0.176** 0.177** 0.157** 0.158** 0.170** 

  

(2.171) (2.304) (2.262) (2.296) (2.306) (2.027) (2.028) (2.179) 

INVENTORY 

RECEIVABLE 
+ 

0.580*** 0.583*** 0.581*** 0.581*** 0.583*** 0.590*** 0.592*** 0.584*** 

  

(2.655) (2.673) (2.655) (2.665) (2.665) (2.671) (2.686) (2.653) 

CURRENT 

ASSET 
+ 

0.561** 0.559** 0.558** 0.556** 0.553** 0.584** 0.585** 0.559** 

  

(2.426) (2.428) (2.414) (2.417) (2.395) (2.477) (2.482) (2.327) 

LEVERAGE + 0.176 0.175 0.178 0.177 0.180 0.180 0.179 0.191 

  

(0.903) (0.896) (0.912) (0.911) (0.925) (0.862) (0.859) (0.974) 

BTM – -0.002 -0.002 -0.002 -0.002 -0.002 -0.002 -0.002 -0.003 

  

(-0.238) (-0.244) (-0.237) (-0.241) (-0.261) (-0.242) (-0.235) (-0.344) 

ROA – -0.075 -0.074 -0.074 -0.074 -0.073 -0.070 -0.070 -0.076 

  

(-0.402) (-0.397) (-0.394) (-0.393) (-0.391) (-0.363) (-0.363) (-0.400) 

LOSS + 0.216** 0.215** 0.213** 0.211** 0.211** 0.229*** 0.230*** 0.199** 

  

(2.584) (2.579) (2.560) (2.532) (2.527) (2.730) (2.737) (2.425) 

NUM_ICW + 0.067 0.067 0.080* 0.079* 0.078* 0.078* 0.078* 0.069* 

  

(1.641) (1.629) (1.960) (1.954) (1.923) (1.948) (1.950) (1.687) 

AUDITOR + -0.025 -0.026 -0.026 -0.027 -0.027 0.002 0.002 -0.019 

  

(-0.255) (-0.264) (-0.259) (-0.270) (-0.275) (0.016) (0.016) (-0.188) 

M&A + 0.237*** 0.236*** 0.235*** 0.235*** 0.235*** 0.252*** 0.252*** 0.230*** 

  

(3.274) (3.265) (3.245) (3.238) (3.238) (3.426) (3.427) (3.167) 

BLOCK ? 0.137** 0.137** 0.136* 0.137** 0.137** 0.144** 0.143** 0.137* 

  

(1.977) (1.980) (1.957) (1.978) (1.980) (2.071) (2.058) (1.965) 

AUTENURE ? 0.010 0.010 0.010 0.010 0.010 0.010 0.010 0.010 

  

(1.434) (1.437) (1.410) (1.416) (1.398) (1.433) (1.431) (1.422) 

Adjusted R-

Square 

 

0.633 0.634 0.633 0.634 0.634 0.628 0.628 0.631 
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Table 3.11 Panel C.2.A: Determinants of audit fees (Rank 20, Sample 2009, N=559, model 3A) 

  

Dependent Variable= AUDIT FEE 

  

AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL 
ARL 

  

1 2 3 4 5 6 7 

LAG + 0.006 0.006 0.006 0.007 0.006 0.009* 0.009* 0.002 

RANK20 

 

(1.200) (1.196) (1.208) (1.316) (1.193) (1.872) (1.863) (0.393) 

          ASSETS + 0.402*** 0.402*** 0.403*** 0.403*** 0.403*** 0.402*** 0.402*** 0.405*** 

  

(16.052) (16.074) (16.009) (15.995) (16.014) (15.977) (15.986) (14.787) 

BUSINESS 

SEGMENT 
+ 

0.126*** 0.126*** 0.125*** 0.125*** 0.125*** 0.126*** 0.126*** 0.125*** 

  

(4.541) (4.540) (4.537) (4.544) (4.532) (4.571) (4.578) (4.485) 

GEOGRAPHIC 

SEGMENT 
+ 

0.019* 0.019* 0.019* 0.019* 0.019* 0.019* 0.019* 0.019* 

  

(1.840) (1.832) (1.832) (1.827) (1.837) (1.892) (1.894) (1.853) 

FORTRAN + 0.361*** 0.364*** 0.363*** 0.363*** 0.363*** 0.363*** 0.363*** 0.363*** 

  

(6.034) (6.089) (6.077) (6.072) (6.068) (6.078) (6.080) (6.057) 

INVENTORY 

RECEIVABLE 
+ 

0.417** 0.416** 0.415** 0.413** 0.413** 0.407** 0.407** 0.410** 

  

(2.396) (2.394) (2.384) (2.370) (2.370) (2.341) (2.341) (2.335) 

CURRENT 

ASSET 
+ 

0.494*** 0.493*** 0.494*** 0.495*** 0.495*** 0.497*** 0.497*** 0.502*** 

  

(3.606) (3.604) (3.607) (3.614) (3.617) (3.629) (3.629) (3.625) 

LEVERAGE + 0.348** 0.348** 0.348** 0.346** 0.347** 0.343** 0.343** 0.354** 

  

(2.516) (2.514) (2.512) (2.495) (2.501) (2.469) (2.471) (2.570) 

BTM – -0.026 -0.026 -0.027 -0.027 -0.027 -0.028 -0.028 -0.025 

  

(-0.714) (-0.709) (-0.716) (-0.724) (-0.713) (-0.744) (-0.742) (-0.668) 

ROA – -0.371** -0.371** -0.372** -0.372** -0.371** -0.371** -0.370** -0.371** 

  

(-3.823) (-3.826) (-3.828) (-3.837) (-3.832) (-3.849) (-3.838) (-3.820) 

LOSS + 0.015 0.015 0.014 0.014 0.013 0.014 0.013 0.009 

  

(0.240) (0.238) (0.222) (0.223) (0.212) (0.215) (0.207) (0.146) 

NUM_ICW + 0.030 0.030 0.035 0.035 0.035 0.036 0.036 0.033 

  

(1.252) (1.261) (1.501) (1.518) (1.519) (1.538) (1.532) (1.400) 

AUDITOR + 0.313*** 0.313*** 0.314*** 0.315*** 0.314*** 0.315*** 0.315*** 0.311*** 

  

(3.882) (3.880) (3.894) (3.899) (3.895) (3.916) (3.916) (3.860) 

M&A + 0.047 0.047 0.048 0.047 0.047 0.048 0.048 0.041 

  

(0.868) (0.866) (0.876) (0.861) (0.857) (0.881) (0.881) (0.726) 

BLOCK ? -0.023 -0.023 -0.023 -0.023 -0.023 -0.023 -0.023 -0.020 

  

(-0.356) (-0.359) (-0.357) (-0.361) (-0.356) (-0.362) (-0.364) (-0.307) 

AUTENURE ? 0.006 0.006 0.006 0.007 0.006 0.007 0.007 0.006 

  

(1.160) (1.156) (1.158) (1.182) (1.160) (1.218) (1.210) (1.056) 

Adjusted R-Square 0.728 0.728 0.728 0.728 0.728 0.729 0.729 0.727 
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Table 3.11 Panel C.2-B.: Determinants of audit fees (Rank 20, Sample 2009, N=559, model 3B) 

  

Dependent Variable= AUDIT FEE 

  

AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL 
ARL 

  

1 2 3 4 5 6 7 

LAG +H3 0.012** 0.012** 0.012** 0.012** 0.010** 0.009* 0.009* 0.009 

RANK20 

 

(2.277) (2.338) (2.345) (2.352) (2.119) (1.872) (1.863) (1.470) 

 
         TBDS + 0.010*** 0.010*** 0.010*** 

    

0.010*** 

  

(4.648) (4.680) (4.682) 

    

(4.395) 

BDSC + 

   

0.011*** 0.011*** 

   

     

(4.818) (4.719) 

   ASSETS + 0.367*** 0.366*** 0.367*** 0.368*** 0.369*** 0.402*** 0.402*** 0.379*** 

  

(13.765) (13.756) (13.742) (13.831) (13.864) (15.977) (15.986) (13.499) 

BUSINESS 

SEGMENT 
+ 

0.115*** 0.115*** 0.115*** 0.114*** 0.115*** 0.126*** 0.126*** 0.114*** 

  

(4.160) (4.159) (4.148) (4.136) (4.126) (4.571) (4.578) (4.088) 

GEOGRAPHIC 

SEGMENT 
+ 

0.022** 0.022** 0.022** 0.021** 0.021** 0.019* 0.019* 0.022** 

  

(2.231) (2.220) (2.220) (2.186) (2.192) (1.892) (1.894) (2.260) 

FORTRAN + 0.372*** 0.378*** 0.377*** 0.374*** 0.374*** 0.363*** 0.363*** 0.374*** 

  

(6.278) (6.378) (6.357) (6.339) (6.324) (6.078) (6.080) (6.278) 

INVENTORY& 

RECEIVABLE 
+ 

0.343** 0.342** 0.340** 0.335** 0.337** 0.407** 0.407** 0.330* 

  

(2.059) (2.055) (2.037) (2.013) (2.022) (2.341) (2.341) (1.954) 

CURRENT 

ASSET 
+ 

0.489*** 0.487*** 0.489*** 0.488*** 0.489*** 0.497*** 0.497*** 0.513*** 

  

(3.662) (3.654) (3.662) (3.659) (3.663) (3.629) (3.629) (3.797) 

LEVERAGE + 0.337** 0.336** 0.336** 0.337** 0.339** 0.343** 0.343** 0.344** 

  

(2.511) (2.504) (2.501) (2.511) (2.523) (2.469) (2.471) (2.568) 

BTM – -0.030 -0.030 -0.030 -0.030 -0.029 -0.028 -0.028 -0.029 

  

(-0.825) (-0.820) (-0.833) (-0.831) (-0.809) (-0.744) (-0.742) (-0.791) 

ROA – -0.342** -0.342** -0.342** -0.344** -0.343** -0.371** -0.370** -0.344** 

  

(-3.612) (-3.616) (-3.619) (-3.632) (-3.626) (-3.849) (-3.838) (-3.619) 

LOSS + 0.037 0.037 0.035 0.035 0.033 0.014 0.013 0.017 

  

(0.576) (0.577) (0.546) (0.555) (0.526) (0.215) (0.207) (0.264) 

NUM_ICW + 0.041* 0.041* 0.051** 0.050** 0.049** 0.036 0.036 0.043* 

  

(1.813) (1.826) (2.303) (2.229) (2.215) (1.538) (1.532) (1.929) 

AUDITOR + 0.212*** 0.211*** 0.213*** 0.217*** 0.218*** 0.315*** 0.315*** 0.209*** 

  

(2.688) (2.675) (2.700) (2.753) (2.774) (3.916) (3.916) (2.650) 

M&A + 0.079 0.079 0.080 0.077 0.076 0.048 0.048 0.058 

  

(1.454) (1.456) (1.476) (1.422) (1.400) (0.881) (0.881) (1.024) 

BLOCK ? -0.025 -0.025 -0.025 -0.022 -0.022 -0.023 -0.023 -0.017 

  

(-0.396) (-0.404) (-0.399) (-0.355) (-0.347) (-0.362) (-0.364) (-0.278) 

AUTENURE ? 0.006 0.006 0.006 0.006 0.005 0.007 0.007 0.005 

  

(1.049) (1.046) (1.050) (1.040) (1.002) (1.218) (1.210) (0.943) 

Adjusted R-Square 0.738 0.738 0.738 0.739 0.738 0.729 0.729 0.736 
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Table 3.11 Panel D.1.A: Determinants of audit fees (Rank 10, Sample 2006, N=438, model 3A) 

  

Dependent Variable=AUDIT FEE 

  

AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL 
ARL 

 

1 2 3 4 5 6 7 

LAG 

 

0.019 0.023* 0.020 0.021 0.020 0.018 0.019 0.006 

RANK10 

 

(1.424) (1.738) (1.542) (1.569) (1.539) (1.358) (1.502) (0.434) 

          ASSETS + 0.437*** 0.438*** 0.438*** 0.438*** 0.438*** 0.438*** 0.438*** 0.438*** 

  

(12.496) (12.536) (12.545) (12.540) (12.553) (12.539) (12.548) (12.431) 

BUSINESS 

SEGMENT 
+ 

0.078*** 0.078*** 0.077*** 0.077*** 0.077*** 0.077*** 0.077*** 0.076*** 

  

(3.431) (3.421) (3.397) (3.395) (3.380) (3.387) (3.387) (3.349) 

GEOGRAPHIC 

SEGMENT 
+ 

0.042** 0.042* 0.042* 0.042** 0.042* 0.042* 0.042* 0.043** 

  

(1.983) (1.950) (1.959) (1.977) (1.961) (1.951) (1.948) (2.003) 

FORTRAN + 0.152* 0.159** 0.157** 0.156** 0.158** 0.158** 0.158** 0.155* 

  

(1.937) (2.057) (2.026) (2.006) (2.036) (2.028) (2.028) (1.956) 

INVENTORY 

RECEIVABLE 
+ 

0.592*** 0.594*** 0.592*** 0.593*** 0.594*** 0.592*** 0.593*** 0.595*** 

  

(2.681) (2.709) (2.689) (2.698) (2.697) (2.680) (2.691) (2.686) 

CURRENT  

ASSET 
+ 

0.584** 0.589** 0.586** 0.585** 0.585** 0.583** 0.584** 0.577** 

  

(2.480) (2.512) (2.494) (2.500) (2.489) (2.474) (2.481) (2.365) 

LEVERAGE + 0.181 0.178 0.180 0.177 0.178 0.182 0.180 0.194 

  

(0.870) (0.854) (0.864) (0.846) (0.856) (0.873) (0.865) (0.928) 

BTM – -0.002 -0.002 -0.002 -0.002 -0.002 -0.002 -0.002 -0.003 

  

(-0.237) (-0.237) (-0.239) (-0.230) (-0.243) (-0.252) (-0.242) (-0.339) 

ROA – -0.072 -0.072 -0.071 -0.071 -0.071 -0.071 -0.071 -0.072 

  

(-0.371) (-0.370) (-0.365) (-0.365) (-0.366) (-0.364) (-0.363) (-0.369) 

LOSS + 0.231*** 0.233*** 0.229*** 0.231*** 0.228*** 0.228*** 0.229*** 0.220*** 

  

(2.748) (2.769) (2.737) (2.751) (2.731) (2.724) (2.738) (2.681) 

NUM_ICW + 0.068* 0.067* 0.078* 0.080** 0.079* 0.078* 0.078* 0.070* 

  

(1.673) (1.674) (1.960) (1.988) (1.964) (1.945) (1.951) (1.731) 

AUDITOR + 0.003 0.003 0.002 0.004 0.004 0.003 0.002 0.005 

  

(0.031) (0.026) (0.024) (0.041) (0.038) (0.026) (0.023) (0.052) 

M&A + 0.254*** 0.254*** 0.252*** 0.253*** 0.252*** 0.252*** 0.252*** 0.248*** 

  

(3.447) (3.466) (3.431) (3.440) (3.432) (3.421) (3.433) (3.366) 

BLOCK ? 0.144** 0.143** 0.144** 0.144** 0.144** 0.145** 0.143** 0.144** 

  

(2.072) (2.062) (2.066) (2.065) (2.073) (2.076) (2.059) (2.056) 

AUTENURE ? 0.010 0.010 0.010 0.010 0.010 0.010 0.010 0.010 

  

(1.445) (1.464) (1.432) (1.454) (1.438) (1.427) (1.427) (1.413) 

Adjusted R-Square 0.628 0.629 0.628 0.628 0.628 0.628 0.628 0.626 
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Table 3.11 Panel D.1.B: Determinants of audit fees (Rank 10, Sample 2006, N=438, model 3B) 

 

 

 

Dependent Variable=AUDIT FEE 

  

AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL 
ARL 

  

1 2 3 4 5 6 7 

LAG + 0.021 0.025* 0.022* 0.023* 0.021* 0.018 0.019 0.009 

RANK10 
 

(1.593) (1.938) (1.722) (1.752) (1.655) (1.358) (1.502) (0.594) 

  
        TBDS + 0.007* 0.007* 0.007* 

    

0.006 

  

(1.656) (1.675) (1.666) 

    

(1.610) 

BDSC + 

   

0.008* 0.008* 

   

     

(1.939) (1.918) 

   ASSETS + 0.422*** 0.423*** 0.424*** 0.422*** 0.422*** 0.438*** 0.438*** 0.424*** 

  

(11.232) (11.262) (11.292) (11.268) (11.292) (12.539) (12.548) (11.340) 

BUSINESS 

SEGMENT 
+ 

0.080*** 0.080*** 0.079*** 0.080*** 0.080*** 0.077*** 0.077*** 0.078*** 

  

(3.525) (3.518) (3.491) (3.521) (3.503) (3.387) (3.387) (3.434) 

GEOGRAPHIC 

SEGMENT 
+ 

0.037* 0.036* 0.036* 0.036* 0.036* 0.042* 0.042* 0.038* 

  

(1.723) (1.681) (1.692) (1.689) (1.677) (1.951) (1.948) (1.750) 

FORTRAN + 0.169** 0.177** 0.175** 0.176** 0.178** 0.158** 0.158** 0.171** 

  

(2.171) (2.305) (2.269) (2.290) (2.315) (2.028) (2.028) (2.181) 

INVENTORY& 

RECEIVABLE 
+ 

0.580*** 0.583*** 0.581*** 0.584*** 0.585*** 0.592*** 0.593*** 0.585*** 

  

(2.643) (2.673) (2.652) (2.683) (2.680) (2.680) (2.691) (2.654) 

CURRENT 

ASSET 
+ 

0.555** 0.560** 0.557** 0.553** 0.553** 0.583** 0.584** 0.552** 

  

(2.399) (2.432) (2.415) (2.411) (2.398) (2.474) (2.481) (2.306) 

LEVERAGE + 0.180 0.177 0.178 0.178 0.180 0.182 0.180 0.192 

  

(0.923) (0.906) (0.915) (0.912) (0.927) (0.873) (0.865) (0.982) 

BTM – -0.002 -0.002 -0.002 -0.002 -0.002 -0.002 -0.002 -0.003 

  

(-0.251) (-0.252) (-0.252) (-0.251) (-0.269) (-0.252) (-0.242) (-0.358) 

ROA – -0.075 -0.074 -0.074 -0.073 -0.073 -0.071 -0.071 -0.075 

  

(-0.397) (-0.397) (-0.391) (-0.389) (-0.389) (-0.364) (-0.363) (-0.397) 

LOSS + 0.215** 0.216*** 0.213** 0.212** 0.210** 0.228*** 0.229*** 0.201** 

  

(2.574) (2.593) (2.558) (2.544) (2.522) (2.724) (2.738) (2.460) 

NUM_ICW + 0.067 0.067* 0.079* 0.079* 0.078* 0.078* 0.078* 0.070* 

  

(1.648) (1.649) (1.959) (1.959) (1.927) (1.945) (1.951) (1.702) 

AUDITOR + -0.024 -0.026 -0.025 -0.026 -0.026 0.003 0.002 -0.020 

  

(-0.244) (-0.256) (-0.254) (-0.263) (-0.261) (0.026) (0.023) (-0.199) 

M&A + 0.236*** 0.237*** 0.234*** 0.235*** 0.235*** 0.252*** 0.252*** 0.230*** 

  

(3.260) (3.275) (3.238) (3.247) (3.240) (3.421) (3.433) (3.168) 

BLOCK ? 0.136** 0.135* 0.136* 0.137** 0.137** 0.145** 0.143** 0.136* 

  

(1.968) (1.956) (1.961) (1.973) (1.983) (2.076) (2.059) (1.961) 

AUTENURE ? 0.010 0.010 0.010 0.010 0.010 0.010 0.010 0.010 

  

(1.426) (1.447) (1.412) (1.425) (1.407) (1.427) (1.427) (1.404) 

Adjusted R-

Square 

 

0.633 0.634 0.633 0.634 0.634 0.628 0.628 0.630 
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Table 3.11 Panel D.2.A: Determinants of audit fees (Rank 10, Sample 2009, N=559, model 3A) 

  

Dependent Variable=AUDIT FEE 

  

AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL 
ARL 

  

1 2 3 4 5 6 7 

LAG + 0.013 0.012 0.013 0.012 0.011 0.018* 0.019* 0.004 

RANK10 

 

(1.219) (1.136) (1.255) (1.232) (1.079) (1.800) (1.820) (0.356) 

 
         ASSETS + 0.402*** 0.402*** 0.403*** 0.403*** 0.402*** 0.402*** 0.402*** 0.405*** 

  

(16.049) (16.063) (16.007) (16.017) (16.027) (15.966) (15.971) (14.864) 

BUSINESS 

SEGMENT 
+ 

0.126*** 0.126*** 0.126*** 0.125*** 0.125*** 0.126*** 0.126*** 0.125*** 

  

(4.547) (4.539) (4.542) (4.538) (4.527) (4.569) (4.578) (4.486) 

GEOGRPAHIC 

SEGMENT 
+ 

0.019* 0.019* 0.019* 0.019* 0.019* 0.019* 0.019* 0.019* 

  

(1.842) (1.835) (1.837) (1.831) (1.844) (1.873) (1.889) (1.845) 

FORTRAN + 0.361*** 0.364*** 0.363*** 0.363*** 0.363*** 0.364*** 0.363*** 0.363*** 

  

(6.030) (6.093) (6.085) (6.076) (6.068) (6.081) (6.074) (6.065) 

INVENTORY 

RECEIVABLE 
+ 

0.416** 0.416** 0.415** 0.413** 0.413** 0.406** 0.405** 0.410** 

  

(2.389) (2.386) (2.382) (2.370) (2.367) (2.331) (2.329) (2.340) 

CURRENT 

ASSET 
+ 

0.494*** 0.494*** 0.495*** 0.494*** 0.496*** 0.497*** 0.498*** 0.502*** 

  

(3.608) (3.611) (3.614) (3.610) (3.619) (3.628) (3.635) (3.623) 

LEVERAGE + 0.348** 0.349** 0.349** 0.347** 0.348** 0.343** 0.343** 0.354** 

  

(2.512) (2.522) (2.528) (2.504) (2.515) (2.473) (2.472) (2.570) 

BTM – -0.027 -0.026 -0.026 -0.027 -0.026 -0.027 -0.027 -0.025 

  

(-0.716) (-0.708) (-0.713) (-0.715) (-0.705) (-0.739) (-0.739) (-0.666) 

ROA – -0.371** -0.371** -0.371** -0.372** -0.371** -0.370** -0.370** -0.371** 

  

(-3.821) (-3.822) (-3.822) (-3.832) (-3.834) (-3.836) (-3.831) (-3.820) 

LOSS + 0.015 0.015 0.013 0.013 0.013 0.014 0.013 0.010 

  

(0.239) (0.241) (0.214) (0.212) (0.205) (0.214) (0.198) (0.153) 

NUM_ICW + 0.030 0.030 0.035 0.035 0.035 0.036 0.036 0.033 

  

(1.257) (1.289) (1.505) (1.512) (1.510) (1.541) (1.543) (1.408) 

AUDITOR + 0.313*** 0.313*** 0.314*** 0.314*** 0.314*** 0.315*** 0.315*** 0.311*** 

  

(3.880) (3.873) (3.883) (3.891) (3.895) (3.910) (3.908) (3.864) 

M&A + 0.048 0.047 0.047 0.047 0.047 0.048 0.047 0.042 

  

(0.877) (0.863) (0.870) (0.868) (0.859) (0.881) (0.874) (0.732) 

BLOCK ? -0.022 -0.023 -0.023 -0.023 -0.023 -0.023 -0.023 -0.020 

  

(-0.350) (-0.355) (-0.358) (-0.357) (-0.352) (-0.361) (-0.365) (-0.306) 

AUTENURE ? 0.006 0.006 0.006 0.006 0.006 0.007 0.007 0.006 

  

(1.155) (1.145) (1.168) (1.168) (1.144) (1.208) (1.204) (1.052) 

Adjusted R-Square 0.728 0.728 0.728 0.728 0.728 0.729 0.729 0.727 
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Table 3.11 Panel D.2.B: Determinants of audit fees (Rank 10, Sample 2009, N=559, model 3B) 

 

  

Dependent Variable= AUDIT FEE 

  

AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL 
ARL 

  

1 2 3 4 5 6 7 

LAG + 0.024** 0.023** 0.024** 0.023** 0.020** 0.018* 0.019* 0.018 

RANK10 

 

(2.297) (2.267) (2.366) (2.287) (2.013) (1.800) (1.820) (1.447) 

 
         TBDS + 0.010*** 0.010*** 0.010*** 

    

0.010*** 

  

(4.650) (4.655) (4.673) 

    

(4.382) 

BDSC + 

   

0.011*** 0.010*** 

   

     

(4.801) (4.704) 

   ASSETS + 0.367*** 0.367*** 0.367*** 0.368*** 0.369*** 0.402*** 0.402*** 0.379*** 

  

(13.769) (13.765) (13.738) (13.851) (13.872) (15.966) (15.971) (13.547) 

BUSINESS 

SEGMENT 
+ 

0.116*** 0.116*** 0.115*** 0.114*** 0.115*** 0.126*** 0.126*** 0.114*** 

  

(4.174) (4.169) (4.156) (4.129) (4.126) (4.569) (4.578) (4.103) 

GEOGRAPHIC  

SEGMENT 
+ 

0.022** 0.022** 0.022** 0.021** 0.022** 0.019* 0.019* 0.022** 

  

(2.236) (2.223) (2.229) (2.193) (2.204) (1.873) (1.889) (2.237) 

FORTRAN + 0.372*** 0.378*** 0.378*** 0.374*** 0.374*** 0.364*** 0.363*** 0.375*** 

  

(6.274) (6.384) (6.372) (6.345) (6.321) (6.081) (6.074) (6.293) 

INVENTORY& 

ECEIVABLE 
+ 

0.341** 0.341** 0.339** 0.336** 0.337** 0.406** 0.405** 0.332** 

  

(2.047) (2.046) (2.032) (2.016) (2.019) (2.331) (2.329) (1.967) 

CURRENT 

ASSET 
+ 

0.490*** 0.489*** 0.491*** 0.486*** 0.489*** 0.497*** 0.498*** 0.512*** 

  

(3.666) (3.668) (3.680) (3.646) (3.664) (3.628) (3.635) (3.791) 

LEVERAGE + 0.336** 0.338** 0.339** 0.338** 0.340** 0.343** 0.343** 0.343** 

  

(2.506) (2.515) (2.532) (2.521) (2.539) (2.473) (2.472) (2.565) 

BTM – -0.030 -0.030 -0.030 -0.030 -0.029 -0.027 -0.027 -0.029 

  

(-0.828) (-0.820) (-0.822) (-0.820) (-0.800) (-0.739) (-0.739) (-0.796) 

ROA – -0.342** -0.342** -0.341** -0.344** -0.344** -0.370** -0.370** -0.344** 

  

(-3.608) (-3.610) (-3.608) (-3.627) (-3.631) (-3.836) (-3.831) (-3.617) 

LOSS + 0.037 0.037 0.034 0.034 0.033 0.014 0.013 0.017 

  

(0.574) (0.580) (0.530) (0.535) (0.512) (0.214) (0.198) (0.269) 

NUM_ICW + 0.041* 0.042* 0.051** 0.049** 0.049** 0.036 0.036 0.043* 

  

(1.825) (1.867) (2.308) (2.214) (2.198) (1.541) (1.543) (1.934) 

AUDITOR + 0.212*** 0.211*** 0.212*** 0.216*** 0.218*** 0.315*** 0.315*** 0.210*** 

  

(2.689) (2.667) (2.686) (2.743) (2.779) (3.910) (3.908) (2.659) 

M&A + 0.079 0.078 0.079 0.077 0.076 0.048 0.047 0.058 

  

(1.471) (1.446) (1.464) (1.433) (1.401) (0.881) (0.874) (1.020) 

BLOCK ? -0.024 -0.025 -0.025 -0.022 -0.022 -0.023 -0.023 -0.017 

  

(-0.385) (-0.398) (-0.400) (-0.352) (-0.344) (-0.361) (-0.365) (-0.272) 

AUTENURE ? 0.006 0.006 0.006 0.006 0.005 0.007 0.007 0.005 

  

(1.034) (1.030) (1.060) (1.026) (0.987) (1.208) (1.204) (0.932) 

Adjusted R-Square 0.738 0.738 0.738 0.739 0.738 0.729 0.729 0.736 
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Table 3.12 Robustness check (Section 3.7.2.2): alternative measures of internal control weakness 

This table presents the results of a robustness check by replacing the number of internal control weakness with two 

indicator variables for the existence of account-level weakness (ICW-ACCOUNT) and firm-level weakness (ICW-

FIRM). All the models include constant terms. For the sake of brevity, the results for the constant terms are not 

reported in the table below. Robust t-statistics in parentheses are reported below the coefficients. *, **, and *** 

indicate significance at the 10, 5, and 1 percent levels, respectively, using two-tailed tests. All the variables are 

defined in Appendix B.   

 

Panel A (1and 2) reports the results for the models 3-7 (defined in Figure 3.3) of determinants of ARL in  the 

samples of 2006 and 2009. Panel B (1 and 2) reports the results for the models of determinants of accrual quality for 

the samples of 2006 and 2009. Panel C (1 and 2) reports the results for the models of determinants of audit fees for 

the samples of 2006 and 2009.  Panel B 1(2)-A reports the results for model 2A; Panel B 1(2)-.B report the results 

for model 2B.  Panel C 1(2)-A reports the results for model 3A; Panel C 1(2)-B reports the results for model 3B.  

The measures of AB-ARL (3-7) in Panel B and Panel C are derived from the residuals for the models from Panel A.   
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Table 3.12 Panel A.1: Determinants of ARL (Alternative measures of ICW, Sample 2006, N=475) 

     Dependent Variable=ARL 

  

(3) (4) (5) (6) (7) 

ACINDEP –H1 

 
-0.096*** 

   

   
(-2.629) 

   ACSC –H1 

  

-0.015** -0.011* 

 

    

(-2.538) (-1.786) 

 BDSC –H1 

   

-0.002 

 

     

(-1.290) 

 TBDS –H1 

    
-0.003** 

      
(-2.124) 

ICW-ACCOUNT + 0.019 0.026 0.018 0.020 0.021 

  

(0.457) (0.630) (0.418) (0.470) (0.493) 

ICW-FIRM + 0.113** 0.107** 0.110** 0.108** 0.108** 

  
(2.405) (2.326) (2.321) (2.283) (2.290) 

ASSETS – -0.029*** -0.024** -0.026** -0.023** -0.022* 

  

(-2.631) (-2.155) (-2.397) (-1.988) (-1.921) 

LOSS + 0.128*** 0.137*** 0.129*** 0.132*** 0.133*** 

  

(3.632) (3.857) (3.665) (3.760) (3.791) 

AUDITCH + 0.100 0.096 0.098 0.096 0.097 

  

(1.645) (1.570) (1.637) (1.610) (1.604) 

RESTATE + 0.064* 0.063* 0.062* 0.063* 0.064* 

  

(1.779) (1.785) (1.711) (1.731) (1.751) 

AUDITOR ? -0.060 -0.051 -0.057 -0.052 -0.051 

  

(-1.405) (-1.219) (-1.344) (-1.222) (-1.209) 

BUSINESS 

SEGMENT 
+ 

0.011 0.012 0.012 0.011 0.011 

  

(1.244) (1.299) (1.310) (1.271) (1.222) 

FORTRAN + 0.032 0.036 0.034 0.030 0.028 

  

(0.878) (0.957) (0.919) (0.820) (0.765) 

ZSCORE + 0.000 0.000 0.000 0.000 0.000 

  

(0.054) (0.110) (0.009) (0.054) (0.063) 

EPSBAD + 0.010 0.009 0.011 0.012 0.012 

  

(0.293) (0.264) (0.318) (0.341) (0.354) 

BUSY ? 0.017 0.020 0.012 0.015 0.019 

  

(0.422) (0.500) (0.295) (0.391) (0.483) 

BLOCK – 0.019 0.015 0.027 0.027 0.025 

  

(0.598) (0.461) (0.815) (0.837) (0.757) 

M&A + 0.010 0.004 0.012 0.014 0.013 

  

(0.324) (0.118) (0.374) (0.427) (0.392) 

CFOFE ? 

 

0.030 0.033 0.034 0.032 

   

(0.836) (0.943) (0.961) (0.901) 

Adjusted R-Square 

 

0.194 0.206 0.202 0.204 0.202 
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Table 3.12 Panel A.2: Determinants of audit report lag (Alternative measures of ICW, Sample 2009, N=585) 

  

Dependent Variable=ARL 

  

(3) (4) (5) (6) (7) 

ACINDEP –H1 

 

-0.065 

   

   

(-1.564) 

   ACSC –H1 

  

-0.019*** -0.009* 

 

    

(-3.205) (-1.660) 

 BDSC –H1 

   

-0.005*** 

 

     

(-5.746) 

 TBDS –H1 

    

-0.005*** 

      

(-6.457) 

ICW-ACCOUNT + 0.048 0.046 0.042 0.036 0.037 

  

(1.172) (1.123) (1.035) (0.925) (0.952) 

ICW-FIRM + 0.099** 0.094** 0.087** 0.076* 0.078* 

  

(2.195) (2.153) (2.009) (1.849) (1.876) 

ASSETS ? -0.061*** -0.058*** -0.054*** -0.039*** -0.040*** 

  

(-8.561) (-7.912) (-7.077) (-4.958) (-5.093) 

LOSS + 0.087*** 0.087*** 0.088*** 0.077*** 0.076*** 

  

(3.530) (3.551) (3.583) (3.190) (3.189) 

AUDITCH + 0.118*** 0.111** 0.108** 0.104** 0.105** 

  

(2.602) (2.493) (2.395) (2.202) (2.220) 

RESTATE + 0.006 0.005 0.002 0.004 0.005 

  

(0.221) (0.177) (0.092) (0.159) (0.184) 

AUDITOR ? 0.030 0.040 0.047 0.073** 0.072** 

  

(0.862) (1.121) (1.323) (2.144) (2.118) 

BUSINESS 

SEGMENT 
+ 

0.011 0.011 0.011 0.016* 0.016* 

  

(1.302) (1.299) (1.287) (1.809) (1.830) 

FORTRAN + 0.021 0.018 0.013 0.008 0.009 

  

(0.831) (0.726) (0.509) (0.311) (0.360) 

ZSCORE + -0.000 -0.000 -0.000 -0.000 -0.000 

  

(-0.886) (-0.953) (-1.085) (-1.233) (-1.221) 

EPSBAD + 0.021 0.023 0.026 0.022 0.021 

  

(0.876) (1.001) (1.118) (0.972) (0.942) 

BUSY ? 0.036 0.038 0.047* 0.061** 0.060** 

  

(1.315) (1.372) (1.673) (2.305) (2.293) 

BLOCK – -0.044* -0.042* -0.039* -0.038* -0.039* 

  

(-1.926) (-1.820) (-1.690) (-1.717) (-1.771) 

M&A + 0.095*** 0.094*** 0.090*** 0.084*** 0.084*** 

  

(4.374) (4.369) (4.221) (3.984) (4.011) 

CFOFE ? 

 

-0.038 -0.036 -0.018 -0.018 

   

(-1.358) (-1.284) (-0.636) (-0.642) 

Adjusted R-Square 

 

0.294 0.300 0.308 0.345 0.344 
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Table 3.12 Panel B.1-A: Determinants of accrual quality (Alternative measures of ICW, Sample 2006, N=475, 

model 2A) 

    Dependent Variable=DDAAQ 

  

AB-ARL 

3R 

AB-ARL 

4R 

AB-ARL 

5R 

AB-ARL 

6R 

AB-ARL 

7R 
ARL 

LAG +H2 0.012* 0.013* 0.012 0.011 0.012 0.014** 

  

(1.712) (1.752) (1.606) (1.540) (1.566) (2.124) 

ICW-ACCOUNT + -0.008 -0.008 -0.008 -0.008 -0.008 -0.009 

  

(-1.306) (-1.305) (-1.304) (-1.304) (-1.304) (-1.448) 

ICW-FIRM + 0.019* 0.019* 0.019* 0.019* 0.019* 0.018* 

  

(1.833) (1.832) (1.831) (1.831) (1.831) (1.690) 

ASSETS – -0.007*** -0.007*** -0.007*** -0.007*** -0.007*** -0.006*** 

  

(-3.983) (-3.993) (-3.981) (-3.982) (-3.983) (-3.800) 

CFO 

VOLATILITY + 0.001*** 0.001*** 0.001*** 0.001*** 0.001*** 0.001** 

  

(2.698) (2.634) (2.672) (2.700) (2.711) (2.489) 

SALE 

VOLATILITY + 0.025** 0.025** 0.025** 0.025** 0.025** 0.025** 

  

(2.433) (2.444) (2.433) (2.431) (2.430) (2.453) 

LOSS + -0.000 -0.000 -0.000 -0.000 -0.000 -0.002 

  

(-0.041) (-0.039) (-0.039) (-0.039) (-0.039) (-0.263) 

AGE – -0.011*** -0.011*** -0.011*** -0.011*** -0.011*** -0.011*** 

  

(-2.838) (-2.842) (-2.823) (-2.822) (-2.832) (-2.787) 

BUSINESS 

SEGMENT + 0.002 0.002 0.002 0.002 0.002 0.002 

  

(1.442) (1.442) (1.439) (1.439) (1.440) (1.397) 

ROA – -0.031** -0.031** -0.031** -0.031** -0.031** -0.031** 

  

(-2.277) (-2.281) (-2.270) (-2.265) (-2.265) (-2.303) 

FORTRAN + 0.002 0.002 0.002 0.002 0.002 0.002 

  

(0.476) (0.475) (0.476) (0.478) (0.478) (0.375) 

AUDITOR – 0.006 0.006 0.006 0.006 0.006 0.007 

  

(1.196) (1.197) (1.197) (1.198) (1.198) (1.301) 

GROWTH + 0.000 0.000 0.000 0.000 0.000 0.000 

  

(0.732) (0.713) (0.748) (0.749) (0.742) (0.504) 

LEVERAGE + -0.007 -0.007 -0.007 -0.007 -0.007 -0.007 

  

(-1.054) (-1.078) (-1.050) (-1.031) (-1.025) (-1.082) 

M&A + 0.004 0.004 0.004 0.004 0.004 0.003 

  

(0.832) (0.833) (0.834) (0.834) (0.833) (0.775) 

INVENTORY& 

RECEIVABLE + 0.016 0.016 0.016 0.016 0.016 0.017 

  

(1.428) (1.434) (1.416) (1.415) (1.423) (1.566) 

AUDITCH + -0.009 -0.009 -0.009 -0.009 -0.009 -0.010 

  

(-0.857) (-0.855) (-0.858) (-0.857) (-0.857) (-0.986) 

Adjusted R-Square 

 

0.251 0.251 0.250 0.250 0.250 0.253 
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Table 3.12 Panel B.1-B: Determinants of accrual quality (Alternative measures of ICW, Sample 2006, N=475, 

model 2B) 

 

  

Dependent Variable=DDAAQ 

  

AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL 
ARL 

  

3R 4R 5R 6R 7R 

LAG + 0.011 0.012 0.011 0.011 0.012 0.013* 

 
 

(1.534) (1.639) (1.520) (1.540) (1.566) (1.944) 

TBDS – -0.000* 

    

-0.000* 

 
 

(-1.907) 

    

(-1.882) 

BDSC – 

 

-0.000* -0.000* 

   
 

  

(-1.856) (-1.891) 

   ICW-ACCOUNT + -0.008 -0.008 -0.008 -0.008 -0.008 -0.008 

 
 

(-1.209) (-1.206) (-1.203) (-1.304) (-1.304) (-1.343) 

ICW-FIRM + 0.019* 0.019* 0.019* 0.019* 0.019* 0.017* 

 
 

(1.793) (1.790) (1.788) (1.831) (1.831) (1.659) 

ASSETS – -0.006*** -0.006*** -0.006*** -0.007*** -0.007*** -0.006*** 

  

(-3.109) (-3.118) (-3.104) (-3.982) (-3.983) (-2.990) 

CFO 

VOLATILITY 
+ 

0.001** 0.001** 0.001** 0.001*** 0.001*** 0.001** 

  

(2.416) (2.317) (2.343) (2.700) (2.711) (2.238) 

SALES 

VOLATILITY 
+ 

0.026** 0.026** 0.026** 0.025** 0.025** 0.026** 

  

(2.546) (2.553) (2.543) (2.431) (2.430) (2.563) 

LOSS + 0.001 0.001 0.001 -0.000 -0.000 -0.001 

  

(0.098) (0.106) (0.108) (-0.039) (-0.039) (-0.104) 

AGE – -0.011*** -0.011*** -0.011*** -0.011*** -0.011*** -0.011*** 

  

(-2.878) (-2.862) (-2.845) (-2.822) (-2.832) (-2.831) 

BUSINESS 

SEGMENT 
+ 

0.002 0.002 0.002 0.002 0.002 0.002 

  

(1.441) (1.425) (1.422) (1.439) (1.440) (1.400) 

ROA – -0.031** -0.031** -0.031** -0.031** -0.031** -0.031** 

  

(-2.294) (-2.303) (-2.293) (-2.265) (-2.265) (-2.319) 

FORTRAN + 0.002 0.002 0.002 0.002 0.002 0.001 

  

(0.363) (0.352) (0.352) (0.478) (0.478) (0.272) 

AUDITOR – 0.008 0.008 0.008 0.006 0.006 0.008 

  

(1.436) (1.430) (1.433) (1.198) (1.198) (1.520) 

GROWTH + 0.000 0.000 0.000 0.000 0.000 0.000 

  

(0.751) (0.740) (0.768) (0.749) (0.742) (0.560) 

LEVERAGE + -0.008 -0.009 -0.008 -0.007 -0.007 -0.008 

  

(-1.248) (-1.297) (-1.274) (-1.031) (-1.025) (-1.275) 

M&A + 0.005 0.004 0.004 0.004 0.004 0.004 

  

(1.041) (1.023) (1.028) (0.834) (0.833) (0.985) 

INVENTORY 

RECEIVALBE 
+ 

0.017 0.017 0.017 0.016 0.016 0.019* 

  

(1.550) (1.528) (1.512) (1.415) (1.423) (1.677) 

AUDITCH + -0.009 -0.009 -0.009 -0.009 -0.009 -0.011 

  

(-0.946) (-0.937) (-0.941) (-0.857) (-0.857) (-1.063) 

Adjusted R-Square 0.257 0.258 0.257 0.250 0.250 0.259 
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Table 3.12 Panel B.2: Determinants of accrual quality (Alternative measures of ICW, Sample 2009, N=585, 

model 2A) 

  

Dependent Variable=DDAAQ 

  

AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL 
ARL 

  

3R 4R 5R 6R 7R 

LAG +H2 0.004 0.003 0.001 -0.000 0.000 0.001 

  

(0.660) (0.528) (0.229) (-0.013) (0.053) (0.119) 

ICW-ACCOUNT + 0.001 0.001 0.001 0.001 0.001 0.001 

  

(0.117) (0.116) (0.118) (0.119) (0.119) (0.114) 

ICW-FIRM + 0.002 0.002 0.002 0.002 0.002 0.002 

  

(0.308) (0.309) (0.306) (0.305) (0.305) (0.292) 

ASSETS – -0.003*** -0.003*** -0.003*** -0.003*** -0.003*** -0.003*** 

  

(-3.256) (-3.255) (-3.253) (-3.250) (-3.251) (-3.211) 

CFO 

VOLATILITY 
+ 

0.133*** 0.133*** 0.133*** 0.133*** 0.133*** 0.133*** 

  

(5.515) (5.516) (5.519) (5.523) (5.521) (5.520) 

SALES 

VOLATILITY 
+ 

0.006 0.006 0.007 0.007 0.007 0.007 

  

(0.624) (0.625) (0.630) (0.638) (0.636) (0.637) 

LOSS + -0.010*** -0.010*** -0.010*** -0.010*** -0.010*** -0.010*** 

  

(-4.128) (-4.122) (-4.114) (-4.110) (-4.111) (-4.133) 

AGE – 0.001 0.001 0.001 0.001 0.001 0.001 

  

(0.489) (0.497) (0.470) (0.452) (0.455) (0.460) 

BUSINESS 

SEGMENT 
+ 

0.002** 0.002** 0.002** 0.002** 0.002** 0.002** 

  

(2.464) (2.460) (2.457) (2.452) (2.454) (2.445) 

ROA – -0.031*** -0.031*** -0.031*** -0.031*** -0.031*** -0.031*** 

  

(-4.302) (-4.285) (-4.246) (-4.219) (-4.225) (-4.242) 

FORTRAN + 0.003 0.003 0.003 0.003 0.003 0.003 

  

(1.237) (1.236) (1.235) (1.234) (1.235) (1.235) 

AUDITOR – -0.004 -0.004 -0.004 -0.004 -0.004 -0.004 

  

(-1.175) (-1.173) (-1.178) (-1.184) (-1.183) (-1.198) 

GROWTH + -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 

  

(-0.491) (-0.476) (-0.428) (-0.390) (-0.400) (-0.409) 

LEVERAGE + -0.003 -0.003 -0.002 -0.002 -0.002 -0.002 

  

(-0.483) (-0.473) (-0.443) (-0.421) (-0.428) (-0.437) 

M&A + -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 

  

(-0.249) (-0.249) (-0.252) (-0.254) (-0.253) (-0.287) 

INVENTORY& 

RECEIVABLE 
+ 

-0.001 -0.001 -0.001 -0.001 -0.001 -0.001 

  

(-0.157) (-0.163) (-0.150) (-0.141) (-0.144) (-0.135) 

AUDITCH + 0.012 0.012 0.012 0.012 0.012 0.012 

  

(1.159) (1.159) (1.157) (1.155) (1.156) (1.161) 

Adjusted R-Square 

 

0.610 0.610 0.610 0.610 0.610 0.610 
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Table 3.12 Panel B.2-B: Determinants of accrual quality (Alternative measures of ICW, Sample 2009, N=585) 

  

Dependent Variable=DDAAQ 

  

AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL 
ARL 

  

3R 4R 5R 6R 7R 

LAG + 0.001 0.001 -0.000 -0.000 0.000 -0.002 

  

(0.263) (0.259) (-0.047) (-0.013) (0.053) (-0.335) 

TBDS – -0.000 

    

-0.000 

  

(-1.406) 

    

(-1.532) 

BDSC – 

 

-0.000 -0.000 

   

   

(-1.112) (-1.170) 

   ICW-ACCOUNT + 0.000 0.000 0.000 0.001 0.001 0.000 

  

(0.030) (0.057) (0.055) (0.119) (0.119) (0.038) 

ICW-FIRM + 0.001 0.001 0.001 0.002 0.002 0.001 

  

(0.218) (0.250) (0.245) (0.305) (0.305) (0.246) 

ASSETS – -0.002** -0.003** -0.002** -0.003*** -0.003*** -0.002** 

  

(-2.128) (-2.309) (-2.288) (-3.250) (-3.251) (-2.212) 

CFO VOLATILITY + 0.132*** 0.132*** 0.132*** 0.133*** 0.133*** 0.132*** 

  

(5.608) (5.575) (5.584) (5.523) (5.521) (5.627) 

SALES VOLATILITY + 0.008 0.008 0.008 0.007 0.007 0.009 

  

(0.807) (0.758) (0.772) (0.638) (0.636) (0.833) 

LOSS + -0.011*** -0.010*** -0.010*** -0.010*** -0.010*** -0.010*** 

  

(-4.344) (-4.300) (-4.301) (-4.110) (-4.111) (-4.272) 

AGE – 0.001 0.001 0.001 0.001 0.001 0.001 

  

(0.563) (0.559) (0.541) (0.452) (0.455) (0.535) 

BUSINESS SEGMENT + 0.002*** 0.002*** 0.002*** 0.002** 0.002** 0.002*** 

  

(2.642) (2.615) (2.618) (2.452) (2.454) (2.665) 

ROA – -0.032*** -0.032*** -0.032*** -0.031*** -0.031*** -0.032*** 

  

(-4.443) (-4.380) (-4.353) (-4.219) (-4.225) (-4.399) 

FORTRAN + 0.003 0.003 0.003 0.003 0.003 0.003 

  

(1.171) (1.210) (1.204) (1.234) (1.235) (1.160) 

AUDITOR – -0.003 -0.003 -0.003 -0.004 -0.004 -0.003 

  

(-0.729) (-0.840) (-0.827) (-1.184) (-1.183) (-0.691) 

GROWTH + -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 

  

(-0.439) (-0.447) (-0.398) (-0.390) (-0.400) (-0.347) 

LEVERAGE + -0.002 -0.002 -0.002 -0.002 -0.002 -0.002 

  

(-0.430) (-0.437) (-0.406) (-0.421) (-0.428) (-0.366) 

M&A + -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 

  

(-0.423) (-0.366) (-0.377) (-0.254) (-0.253) (-0.381) 

INVENTORY& 

RECEIVABLE 
+ 

0.000 0.000 0.000 -0.001 -0.001 0.000 

  

(0.081) (0.027) (0.051) (-0.141) (-0.144) (0.096) 

AUDITCH + 0.012 0.012 0.012 0.012 0.012 0.012 

  

(1.170) (1.173) (1.171) (1.155) (1.156) (1.189) 

Adjusted R-Square 0.613 0.611 0.611 0.610 0.610 0.613 
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Table 3.12 Panel C.1-A: Determinants of audit fees (Alternative measures of ICW, Sample 2006, N=438, 

model 3A) 

  

Dependent Variable=AUDIT FEE 

  

AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL 
ARL 

  

3R 4R 5R 6R 7R 

LAG + 0.338** 0.345** 0.332** 0.346** 0.354** 0.211 

 
 

(2.431) (2.449) (2.377) (2.460) (2.519) (1.638) 

ICW-ACCOUNT + 0.077 0.078 0.078 0.078 0.078 0.065 

 
 

(0.799) (0.802) (0.803) (0.808) (0.809) (0.656) 

ICW-FIRM + 0.053 0.055 0.053 0.053 0.053 0.028 

  

(0.397) (0.412) (0.397) (0.399) (0.399) (0.209) 

ASSETS + 0.436*** 0.436*** 0.436*** 0.436*** 0.436*** 0.441*** 

  

(12.763) (12.788) (12.785) (12.819) (12.823) (12.909) 

BUSINESS 

SEGMENT 
+ 

0.079*** 0.078*** 0.079*** 0.079*** 0.079*** 0.077*** 

  

(3.473) (3.456) (3.470) (3.480) (3.486) (3.361) 

GEOGRAPHIC 

SEGMENT 
+ 

0.042** 0.042** 0.041** 0.041* 0.041* 0.043** 

  

(1.993) (2.038) (1.983) (1.961) (1.954) (2.047) 

FORTRAN + 0.165** 0.164** 0.166** 0.166** 0.166** 0.156** 

  

(2.158) (2.146) (2.168) (2.179) (2.180) (1.989) 

INVENTORY& 

RECEIVABLE 
+ 

0.601*** 0.601*** 0.600*** 0.599*** 0.600*** 0.610*** 

  

(2.782) (2.792) (2.773) (2.776) (2.786) (2.806) 

CURRENT 

ASSETS 
+ 

0.590** 0.589** 0.589** 0.589** 0.590** 0.599** 

  

(2.536) (2.544) (2.529) (2.536) (2.542) (2.466) 

LEVERAGE + 0.165 0.161 0.163 0.162 0.163 0.181 

  

(0.787) (0.771) (0.783) (0.781) (0.783) (0.863) 

BTM – -0.002 -0.002 -0.002 -0.002 -0.002 -0.003 

  

(-0.217) (-0.196) (-0.208) (-0.198) (-0.196) (-0.312) 

ROA – -0.065 -0.065 -0.065 -0.064 -0.064 -0.066 

  

(-0.350) (-0.352) (-0.350) (-0.348) (-0.346) (-0.346) 

LOSS + 0.232*** 0.232*** 0.232*** 0.232*** 0.233*** 0.206** 

  

(2.782) (2.783) (2.780) (2.784) (2.788) (2.517) 

AUDITOR + -0.000 0.000 -0.000 -0.001 -0.001 0.013 

  

(-0.003) (0.003) (-0.002) (-0.006) (-0.008) (0.123) 

M&A + 0.258*** 0.258*** 0.258*** 0.258*** 0.258*** 0.252*** 

  

(3.563) (3.563) (3.556) (3.560) (3.565) (3.471) 

BLOCK ? 0.143** 0.143** 0.143** 0.144** 0.144** 0.143** 

  

(2.069) (2.071) (2.073) (2.077) (2.076) (2.067) 

AUTENURE ? 0.011 0.011 0.011 0.011 0.011 0.011 

  

(1.519) (1.529) (1.518) (1.523) (1.523) (1.549) 

Adjusted R-Square 0.633 0.633 0.633 0.633 0.634 0.628 
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Table 3.12 Panel C.1-B: Determinants of audit fees (Alternative measures of ICW, Sample 2006, N=438, 

model 3B) 

  

Dependent Variable=AUDIT FEE 

  

AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL 
ARL 

  

3R 4R 5R 6R 7R 

LAG +H3 0.354*** 0.356** 0.339** 0.346** 0.354** 0.225* 

  

(2.591) (2.580) (2.469) (2.460) (2.519) (1.761) 

TBDS + 0.007* 

    

0.007 

  

(1.680) 

    

(1.628) 

TBDS + 

 

0.008* 0.008* 

   

   

(1.923) (1.896) 

   ICW-ACCOUNT + 0.070 0.069 0.069 0.078 0.078 0.057 

  

(0.712) (0.704) (0.707) (0.808) (0.809) (0.567) 

ICW-FIRM + 0.058 0.059 0.057 0.053 0.053 0.032 

  

(0.435) (0.443) (0.426) (0.399) (0.399) (0.236) 

ASSETS + 0.421*** 0.419*** 0.420*** 0.436*** 0.436*** 0.426*** 

  

(11.374) (11.409) (11.417) (12.819) (12.823) (11.604) 

BUSINESS 

SEGMENT 
+ 

0.081*** 0.081*** 0.081*** 0.079*** 0.079*** 0.079*** 

  

(3.570) (3.581) (3.593) (3.480) (3.486) (3.451) 

GEOGRAPHIC 

SEGMENT 
+ 

0.036* 0.037* 0.036* 0.041* 0.041* 0.038* 

  

(1.717) (1.745) (1.693) (1.961) (1.954) (1.785) 

FORTRAN + 0.183** 0.184** 0.185** 0.166** 0.166** 0.173** 

  

(2.405) (2.423) (2.441) (2.179) (2.180) (2.222) 

INVENTORY& 

RECEIVABLE 
+ 

0.590*** 0.593*** 0.592*** 0.599*** 0.600*** 0.600*** 

  

(2.745) (2.775) (2.756) (2.776) (2.786) (2.773) 

CURRENT 

ASSET 
+ 

0.559** 0.555** 0.555** 0.589** 0.590** 0.570** 

  

(2.445) (2.442) (2.427) (2.536) (2.542) (2.392) 

LEVERAGE + 0.164 0.163 0.166 0.162 0.163 0.180 

  

(0.837) (0.838) (0.852) (0.781) (0.783) (0.918) 

BTM – -0.002 -0.002 -0.002 -0.002 -0.002 -0.003 

  

(-0.229) (-0.215) (-0.230) (-0.198) (-0.196) (-0.331) 

ROA – -0.068 -0.067 -0.067 -0.064 -0.064 -0.069 

  

(-0.377) (-0.377) (-0.373) (-0.348) (-0.346) (-0.372) 

LOSS + 0.216*** 0.214** 0.214** 0.232*** 0.233*** 0.189** 

  

(2.598) (2.570) (2.571) (2.784) (2.788) (2.303) 

AUDITOR + -0.029 -0.031 -0.031 -0.001 -0.001 -0.015 

  

(-0.295) (-0.310) (-0.310) (-0.006) (-0.008) (-0.144) 

M&A + 0.240*** 0.240*** 0.240*** 0.258*** 0.258*** 0.234*** 

  

(3.364) (3.365) (3.360) (3.560) (3.565) (3.273) 

BLOCK ? 0.135* 0.136** 0.136** 0.144** 0.144** 0.136* 

  

(1.962) (1.980) (1.983) (2.077) (2.076) (1.964) 

AUTENURE ? 0.011 0.011 0.011 0.011 0.011 0.011 

  

(1.503) (1.501) (1.489) (1.523) (1.523) (1.539) 

Adjusted R-Square 

 

0.638 0.639 0.638 0.633 0.634 0.633 



 

217 

 

Table 3.12 Panel C.2-A.: Determinants of audit fees (Alternative measures of ICW, Sample 2009, N=559, 

model 3A) 

  

Dependent Variable=AUDIT FEE 

  

AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL 
ARL 

  

3R 4R 5R 6R 7R 

LAG + 0.137 0.143 0.146 0.236** 0.238** 0.045 

  

(1.178) (1.239) (1.276) (2.014) (2.028) (0.397) 

ICW-ACCOUNT + -0.034 -0.034 -0.034 -0.034 -0.034 -0.036 

  
(-0.389) (-0.390) (-0.390) (-0.393) (-0.393) (-0.404) 

ICW-FIRM + 0.158 0.159 0.159 0.159 0.159 0.153 

  

(1.483) (1.485) (1.486) (1.502) (1.502) (1.410) 

ASSETS + 0.400*** 0.400*** 0.400*** 0.400*** 0.400*** 0.402*** 

  

(15.870) (15.872) (15.878) (15.868) (15.867) (14.745) 
BUSINESS 

SEGMENT 
+ 

0.124*** 0.124*** 0.124*** 0.124*** 0.124*** 0.124*** 

  
(4.490) (4.492) (4.489) (4.507) (4.508) (4.456) 

GEOGRAPHIC 

SEGMENT 
+ 

0.018* 0.018* 0.018* 0.019* 0.019* 0.019* 

  

(1.764) (1.769) (1.776) (1.817) (1.815) (1.793) 

FORTRAN + 0.366*** 0.366*** 0.366*** 0.366*** 0.366*** 0.366*** 

  
(6.125) (6.123) (6.118) (6.134) (6.137) (6.109) 

INVENTORY& 

RECEIVABLE 
+ 

0.398** 0.396** 0.396** 0.389** 0.389** 0.400** 

  

(2.283) (2.272) (2.268) (2.238) (2.239) (2.288) 
CURRENT 

ASSET 
+ 

0.503*** 0.504*** 0.505*** 0.507*** 0.507*** 0.504*** 

  
(3.673) (3.679) (3.680) (3.707) (3.707) (3.658) 

LEVERAGE + 0.356** 0.355** 0.354** 0.348** 0.348** 0.361*** 

  
(2.563) (2.552) (2.546) (2.500) (2.501) (2.612) 

BTM – -0.026 -0.027 -0.027 -0.028 -0.028 -0.025 

  

(-0.715) (-0.720) (-0.721) (-0.763) (-0.764) (-0.680) 

ROA – -0.379** -0.379** -0.379** -0.379** -0.379** -0.377** 

  
(-3.924) (-3.936) (-3.935) (-3.972) (-3.971) (-3.885) 

LOSS + 0.014 0.014 0.014 0.015 0.015 0.010 

  
(0.226) (0.227) (0.228) (0.235) (0.235) (0.152) 

AUDITOR + 0.312*** 0.312*** 0.312*** 0.312*** 0.312*** 0.311*** 

  
(3.864) (3.866) (3.867) (3.879) (3.880) (3.849) 

M&A + 0.049 0.049 0.049 0.049 0.049 0.044 

  
(0.900) (0.900) (0.899) (0.897) (0.898) (0.779) 

BLOCK ? -0.021 -0.021 -0.021 -0.021 -0.021 -0.019 

  

(-0.329) (-0.331) (-0.331) (-0.336) (-0.336) (-0.296) 
AUTENURE ? 0.006 0.006 0.006 0.007 0.007 0.006 

  

(1.163) (1.183) (1.185) (1.228) (1.228) (1.082) 

Adjusted R-Square 0.728 0.728 0.728 0.730 0.730 0.727 
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Table 3.12 Panel C.2-B.: Determinants of audit fees (Alternative measures of ICW, Sample 2009, N=559, 

model 3B) 

  

Dependent Variable=AUDIT FEE 

  

AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL 
ARL 

  

3R 4R 5R 6R 7R 

LAG +H3 0.265** 0.261** 0.254** 0.236** 0.238** 0.169 

  

(2.349) (2.329) (2.297) (2.014) (2.028) (1.514) 

TBDS + 0.010*** 

    

0.010*** 

  

(4.657) 

    

(4.406) 

BDSC + 

 

0.011*** 0.011*** 

   

   

(4.786) (4.731) 

   ICW(ACCOUNT) + -0.006 -0.009 -0.009 -0.034 -0.034 -0.013 

  

(-0.074) (-0.110) (-0.113) (-0.393) (-0.393) (-0.159) 

ICW(FIRM) + 0.189* 0.185* 0.184* 0.159 0.159 0.167 

  

(1.879) (1.843) (1.838) (1.502) (1.502) (1.628) 

ASSETS + 0.365*** 0.366*** 0.367*** 0.400*** 0.400*** 0.376*** 

  

(13.633) (13.732) (13.748) (15.868) (15.867) (13.389) 

BUSINESS 

SEGMENT 
+ 

0.113*** 0.113*** 0.113*** 0.124*** 0.124*** 0.113*** 

  

(4.082) (4.062) (4.060) (4.507) (4.508) (4.044) 

GEOGRAPHIC  

SEGMENT 
+ 

0.021** 0.021** 0.021** 0.019* 0.019* 0.021** 

  

(2.136) (2.118) (2.126) (1.817) (1.815) (2.167) 

FORTRAN + 0.381*** 0.379*** 0.378*** 0.366*** 0.366*** 0.379*** 

  

(6.433) (6.420) (6.405) (6.134) (6.137) (6.376) 

INVENTORY& 

RECEIVABLE 
+ 

0.320* 0.317* 0.317* 0.389** 0.389** 0.326* 

  

(1.925) (1.905) (1.906) (2.238) (2.239) (1.950) 

CURRENT 

ASSET 
+ 

0.507*** 0.504*** 0.504*** 0.507*** 0.507*** 0.516*** 

  

(3.804) (3.788) (3.787) (3.707) (3.707) (3.842) 

LEVERAGE + 0.343** 0.344** 0.344** 0.348** 0.348** 0.348*** 

  

(2.554) (2.570) (2.566) (2.500) (2.501) (2.597) 

BTM – -0.030 -0.030 -0.029 -0.028 -0.028 -0.029 

  

(-0.816) (-0.815) (-0.810) (-0.763) (-0.764) (-0.798) 

ROA – -0.353*** -0.353*** -0.353*** -0.379*** -0.379*** -0.351*** 

  

(-3.805) (-3.810) (-3.804) (-3.972) (-3.971) (-3.746) 

LOSS + 0.035 0.036 0.035 0.015 0.015 0.020 

  

(0.556) (0.566) (0.559) (0.235) (0.235) (0.308) 

AUDITOR + 0.211*** 0.214*** 0.215*** 0.312*** 0.312*** 0.211*** 

  

(2.685) (2.726) (2.748) (3.879) (3.880) (2.678) 

M&A + 0.080 0.079 0.078 0.049 0.049 0.061 

  

(1.483) (1.459) (1.448) (0.897) (0.898) (1.093) 

BLOCK ? -0.025 -0.022 -0.021 -0.021 -0.021 -0.018 

  

(-0.389) (-0.342) (-0.341) (-0.336) (-0.336) (-0.284) 

AUTENURE ? 0.005 0.005 0.005 0.007 0.007 0.005 

  

(1.016) (1.013) (1.005) (1.228) (1.228) (0.926) 

Adjusted R-Square 0.738 0.739 0.739 0.730 0.730 0.737 
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Table 3.13 Robustness check (Section 3.7.3.2): simultaneous relationship between accrual quality 

and ARL 

This table presents the results of analyzing the association between accrual quality and ARL in a seemingly 

unrelated regression (SUR) system by jointly estimating the two regressions on the model (A/C) of accrual quality 

determinants (Panel A/C) and the model (B/D) of ARL determinants (Panel B/D). The SUR system takes into 

account the correlated errors in these two models due to the endogeneity between DDAAQ (MBALLAAQ) and ARL.  

Panels A and B reports the results of model A and B below, with DDAAQ as the measure of accrual quality, for both 

2006 sample (N=475) and 2009 sample (N=585).  Therefore, the results in the corresponding columns (1-7) in 

Panels A and Panel B should be read jointly. For example, the columns 1A and 1B belong to the same SUR system. 

Model (A) remains the same across the columns (1A to 7A). Model (B) differs across the columns (1B to 7B) in 

terms of the comprehensiveness (summarized in Figure 3.3) and the measurements of corporate governance (defined 

in Appendix B).  Panels C and D reports the results of models C and D below, with MBALLAAQ as the measure of 

accrual quality, for both the 2006 sample (N=475) and the 2009 sample (N=585). Panels A-D 1 (2) present the 

results for the samples of 2006 (2009).  All the models include constant terms. For the sake of brevity, the results for 

the constant terms are not reported in the table below. Robust t-statistics in parentheses are reported below the 

coefficients. *, **, and *** indicate significance at the 10, 5, and 1 percent levels, respectively, using two-tailed 

tests. All the variables are defined in Appendix B. 
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Table 13 Panel A.1 DDAAQ Determinants Model in the Seemingly Unrelated Regression System (Sample 

2006, N=475) 

 

(1A) (2A) (3A) (4A) (5A) (6A) (7A) 

 

DDAAQ DDAAQ DDAAQ DDAAQ DDAAQ DDAAQ DDAAQ 

ARL 0.027*** 0.026*** 0.026*** 0.026*** 0.026*** 0.027*** 0.026*** 

 

(3.996) (3.967) (3.925) (3.876) (3.959) (3.971) (3.961) 

ASSETS -0.006*** -0.006*** -0.006*** -0.006*** -0.006*** -0.006*** -0.006*** 

 

(-4.043) (-4.058) (-4.076) (-4.081) (-4.070) (-4.067) (-4.069) 

CFO  

VOLATILITY 0.001 0.001 0.001 0.001 0.001 0.001 0.001 

 

(0.866) (0.862) (0.864) (0.876) (0.868) (0.863) (0.860) 

SALES 

VOLATILITY 0.024*** 0.024*** 0.024*** 0.024*** 0.024*** 0.025*** 0.025*** 

 

(3.010) (3.011) (3.019) (3.017) (3.020) (3.027) (3.028) 

LOSS -0.003 -0.003 -0.003 -0.003 -0.003 -0.003 -0.003 

 

(-0.591) (-0.572) (-0.560) (-0.550) (-0.563) (-0.564) (-0.563) 

NUM_ICW 0.002 0.002 0.001 0.001 0.001 0.001 0.001 

 

(0.599) (0.591) (0.392) (0.397) (0.387) (0.385) (0.387) 

AGE -0.011*** -0.011*** -0.011*** -0.011*** -0.011*** -0.011*** -0.011*** 

 

(-2.821) (-2.807) (-2.816) (-2.819) (-2.826) (-2.823) (-2.819) 

BUSINESS 

SEGMENT 0.002 0.002* 0.002* 0.002* 0.002* 0.002* 0.002* 

 

(1.629) (1.646) (1.673) (1.673) (1.673) (1.671) (1.671) 

ROA -0.031*** -0.031*** -0.031*** -0.031*** -0.031*** -0.031*** -0.031*** 

 

(-5.787) (-5.800) (-5.807) (-5.801) (-5.808) (-5.810) (-5.811) 

FORTRAN 0.002 0.002 0.002 0.002 0.002 0.002 0.002 

 

(0.531) (0.410) (0.425) (0.426) (0.422) (0.422) (0.423) 

AUDITOR 0.008 0.008 0.008 0.008 0.008 0.008 0.008 

 

(1.391) (1.403) (1.389) (1.388) (1.391) (1.392) (1.392) 

GROWTH 0.000 0.000 0.000 0.000 0.000 0.000 0.000 

 

(0.206) (0.202) (0.205) (0.212) (0.206) (0.208) (0.209) 

LEVERAGE -0.008 -0.008 -0.008 -0.008 -0.008 -0.008 -0.008 

 

(-1.051) (-1.063) (-1.059) (-1.053) (-1.062) (-1.064) (-1.063) 

MA 0.004 0.004 0.004 0.004 0.004 0.004 0.004 

 

(0.797) (0.803) (0.819) (0.818) (0.817) (0.817) (0.818) 

INVENTORY& 

RECEIVABLE 0.020* 0.020* 0.020** 0.020** 0.020** 0.020** 0.020** 

 

(1.942) (1.955) (1.961) (1.977) (1.973) (1.974) (1.970) 

AUDITCH -0.009 -0.009 -0.009 -0.009 -0.009 -0.009 -0.009 

 

(-1.047) (-1.038) (-1.018) (-1.016) (-1.020) (-1.021) (-1.020) 
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Table 3. 13 Panel B.1Audit Report Lag Determinants Model with DDAAQ in the Seemingly Unrelated 

Regression System (Sample 2006, N=475) 

 

 

(1B) (2B) (3B) (4B) (5B) (6B) (7B) 

 

ARL ARL ARL ARL ARL ARL ARL 

DDAAQ 1.128*** 1.127*** 1.052*** 1.033*** 1.038*** 1.018*** 1.017*** 

 

(3.768) (3.776) (3.544) (3.531) (3.505) (3.434) (3.429) 

TBDS 

      

-0.002* 

       

(-1.948) 

BDSC 

     

-0.002 

 

      

(-1.280) 

 ACSC 

    

-0.013* -0.009 

 

     

(-1.679) (-1.098) 

 ACINDEP 

   

-0.139*** 

   

    

(-3.753) 

   ASSETS -0.013 -0.014 -0.013 -0.008 -0.011 -0.008 -0.008 

 

(-1.332) (-1.439) (-1.271) (-0.762) (-1.144) (-0.796) (-0.749) 

LOSS 0.115*** 0.111*** 0.106*** 0.116*** 0.106*** 0.111*** 0.112*** 

 

(3.157) (3.022) (2.915) (3.228) (2.913) (3.036) (3.087) 

NUM_ICW 

  

0.045** 0.047** 0.043** 0.043** 0.044** 

   

(2.291) (2.466) (2.210) (2.232) (2.275) 

BUSINESS SEGMENT 0.005 0.002 -0.001 0.000 -0.000 -0.000 -0.001 

 

(0.461) (0.239) (-0.071) (0.033) (-0.002) (-0.024) (-0.060) 

FORTRAN 

 

0.045 0.038 0.040 0.039 0.036 0.035 

  

(1.424) (1.229) (1.300) (1.272) (1.173) (1.126) 

AUDITOR -0.052 -0.065* -0.056 -0.044 -0.053 -0.048 -0.048 

 

(-1.369) (-1.706) (-1.475) (-1.168) (-1.393) (-1.265) (-1.261) 

LEVERAGE 0.097* 0.094* 0.092* 0.105** 0.097* 0.089* 0.084* 

 

(1.886) (1.813) (1.802) (2.079) (1.888) (1.724) (1.648) 

M&A 0.009 0.007 0.003 -0.004 0.007 0.010 0.009 

 

(0.260) (0.220) (0.084) (-0.125) (0.217) (0.292) (0.260) 

AUDITCH 0.114** 0.107* 0.092 0.083 0.089 0.087 0.087 

 

(1.963) (1.838) (1.600) (1.457) (1.551) (1.508) (1.515) 

RESTATE 

  

0.058 0.058 0.058 0.059 0.059 

   

(1.311) (1.344) (1.323) (1.338) (1.337) 

BLOCK -0.014 -0.013 -0.013 -0.018 -0.008 -0.007 -0.008 

 

(-0.461) (-0.422) (-0.427) (-0.592) (-0.279) (-0.226) (-0.272) 

EPSBAD 0.028 0.026 0.024 0.021 0.024 0.025 0.026 

 

(0.870) (0.804) (0.749) (0.659) (0.759) (0.796) (0.805) 

BUSY 

 

0.059 0.055 0.057 0.051 0.054 0.056 

  

(1.625) (1.521) (1.606) (1.415) (1.483) (1.554) 

CFOFE 0.031 0.030 0.019 0.023 0.023 0.024 0.022 

 

(0.802) (0.797) (0.509) (0.625) (0.614) (0.629) (0.591) 
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Table 3. 13 Panel A.2 DDAAQ Determinants Model in the Seemingly Unrelated Regression System (Sample 

2009, N=585) 

 

(1A) (2A) (3A) (4A) (5A) (6A) (7A) 

 

DDAAQ DDAAQ DDAAQ DDAAQ DDAAQ DDAAQ DDAAQ 

ARL 0.000 -0.000 -0.001 -0.000 0.000 0.001 0.001 

 

(0.027) (-0.100) (-0.170) (-0.116) (0.104) (0.341) (0.315) 

ASSETS -0.003*** -0.003*** -0.003*** -0.003*** -0.003*** -0.003*** -0.003*** 

 
(-3.857) (-3.897) (-3.910) (-3.896) (-3.832) (-3.761) (-3.769) 

CFO 

VOLATILITY 0.132*** 0.132*** 0.132*** 0.132*** 0.132*** 0.132*** 0.132*** 

 
(15.729) (15.728) (15.727) (15.727) (15.729) (15.729) (15.730) 

SALES 

VOLATILITY 0.007 0.007 0.007 0.007 0.007 0.007 0.007 

 
(0.940) (0.943) (0.944) (0.942) (0.940) (0.945) (0.944) 

LOSS -0.010*** -0.010*** -0.010*** -0.010*** -0.010*** -0.010*** -0.010*** 

 
(-3.742) (-3.722) (-3.712) (-3.720) (-3.755) (-3.791) (-3.787) 

NUM_ICW 0.000 0.000 0.001 0.001 0.000 0.000 0.000 

 
(0.405) (0.406) (0.457) (0.450) (0.418) (0.385) (0.388) 

AGE 0.001 0.001 0.001 0.001 0.001 0.001 0.001 

 
(0.489) (0.489) (0.488) (0.497) (0.492) (0.491) (0.491) 

BUSINESS 

SEGMENT 0.002** 0.002** 0.002** 0.002** 0.002** 0.002** 0.002** 

 
(2.166) (2.170) (2.169) (2.167) (2.163) (2.157) (2.157) 

ROA -0.031*** -0.031*** -0.031*** -0.031*** -0.031*** -0.031*** -0.031*** 

 
(-9.867) (-9.869) (-9.868) (-9.868) (-9.866) (-9.870) (-9.869) 

FORTRAN 0.003 0.003 0.003 0.003 0.003 0.003 0.003 

 
(1.305) (1.309) (1.308) (1.307) (1.307) (1.304) (1.305) 

AUDITOR -0.005 -0.005 -0.005 -0.005 -0.005 -0.005 -0.005 

 
(-1.441) (-1.440) (-1.435) (-1.435) (-1.441) (-1.447) (-1.446) 

GROWTH -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 

 

(-0.402) (-0.405) (-0.405) (-0.407) (-0.405) (-0.400) (-0.401) 

LEVERAGE -0.002 -0.002 -0.002 -0.002 -0.002 -0.002 -0.002 

 

(-0.473) (-0.461) (-0.456) (-0.460) (-0.480) (-0.501) (-0.498) 

M&A -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 

 

(-0.267) (-0.243) (-0.229) (-0.239) (-0.283) (-0.328) (-0.323) 
INVENTORY& 

RECEIVABLE -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 

 

(-0.119) (-0.123) (-0.124) (-0.127) (-0.120) (-0.110) (-0.112) 

AUDITCH 0.012** 0.012** 0.012** 0.012** 0.012** 0.012** 0.012** 

 

(2.183) (2.195) (2.201) (2.196) (2.175) (2.154) (2.156) 
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Table 3.13 Panel B2 Audit Report Lag Determinants Model with DDAAQ in the Seemingly Unrelated 

Regression System (Sample 2009, N=585)  

 

(1B) (2B) (3B) (4B) (5B) (6B) (7B) 

 

ARL ARL ARL ARL ARL ARL ARL 

DDAAQ -0.111 -0.087 -0.132 -0.153 -0.182 -0.056 -0.040 

 

(-0.378) (-0.295) (-0.453) (-0.526) (-0.627) (-0.198) (-0.142) 

TBDS 

      

-0.006*** 

       

(-6.981) 

BDSC 

     

-0.005*** 

 

      

(-6.096) 

 ACSC 

    

-0.020*** -0.009 

 

     

(-3.340) (-1.531) 

 ACINDEP 

   

-0.064* 

   

    

(-1.654) 

   ASSETS -0.059*** -0.062*** -0.058*** -0.055*** -0.051*** -0.038*** -0.039*** 

 

(-8.400) (-8.532) (-7.795) (-7.364) (-6.817) (-5.053) (-5.127) 

LOSS 0.107*** 0.106*** 0.102*** 0.103*** 0.102*** 0.085*** 0.085*** 

 

(4.227) (4.220) (4.089) (4.143) (4.140) (3.534) (3.518) 

NUM_ICW 

  

0.036*** 0.034*** 0.032*** 0.028*** 0.028*** 

   

(3.261) (3.079) (2.890) (2.592) (2.659) 

BUSINESS 

SEGMENT 0.007 0.008 0.007 0.007 0.007 0.013 0.013 

 

(0.774) (0.884) (0.712) (0.739) (0.748) (1.413) (1.431) 

FORTRAN 

 

0.009 0.007 0.005 -0.001 -0.001 -0.000 

  

(0.373) (0.271) (0.188) (-0.039) (-0.050) (-0.001) 

AUDITOR 0.013 0.010 0.018 0.029 0.040 0.076** 0.075** 

 

(0.403) (0.313) (0.585) (0.935) (1.290) (2.454) (2.414) 

LEVERAGE 0.097** 0.089* 0.088* 0.094** 0.098** 0.097** 0.096** 

 

(2.079) (1.911) (1.900) (2.027) (2.138) (2.179) (2.169) 

M&A 0.109*** 0.108*** 0.109*** 0.108*** 0.103*** 0.092*** 0.093*** 

 

(4.743) (4.744) (4.770) (4.775) (4.546) (4.182) (4.217) 

AUDITCH 0.116** 0.121** 0.119** 0.113** 0.109** 0.108** 0.109** 

 

(2.150) (2.242) (2.235) (2.117) (2.062) (2.097) (2.118) 

RESTATE 

  

-0.003 -0.004 -0.007 -0.005 -0.005 

   

(-0.103) (-0.153) (-0.292) (-0.219) (-0.190) 

BLOCK -0.032 -0.032 -0.031 -0.029 -0.026 -0.026 -0.027 

 

(-1.338) (-1.337) (-1.292) (-1.222) (-1.104) (-1.155) (-1.195) 

EPSBAD 0.035 0.034 0.031 0.035 0.038* 0.033 0.032 

 

(1.550) (1.512) (1.411) (1.585) (1.728) (1.547) (1.513) 

BUSY 

 

0.061** 0.057** 0.058** 0.066*** 0.076*** 0.075*** 

  

(2.400) (2.254) (2.312) (2.624) (3.104) (3.086) 

CFOFE 

   

-0.043 -0.040 -0.019 -0.020 

    

(-1.606) (-1.480) (-0.739) (-0.747) 
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Table 3.13 Panel C. 1: MBALLAAQ Determinants Model in the Seemingly Unrelated Regression System 

(Sample 2006, N=475) 

 

(1C) (2C) (3C) (4C) (5C) (6C) (7C) 

 

MBALL 

AAQ 

MBALL 

AAQ 

MBALL 

AAQ 

MBALL 

AAQ 

MBALL 

AAQ 

MBALL 

AAQ 

MBALL 

AAQ 

ARL 0.025*** 0.025*** 0.025*** 0.025*** 0.025*** 0.025*** 0.025*** 

 

(3.411) (3.373) (3.424) (3.387) (3.456) (3.463) (3.453) 

ASSETS -0.006*** -0.006*** -0.006*** -0.006*** -0.006*** -0.006*** -0.006*** 

 

(-3.525) (-3.539) (-3.549) (-3.553) (-3.544) (-3.542) (-3.543) 

CFO 

VOLATILITY 0.001 0.001 0.001 0.001 0.001 0.001 0.001 

 

(0.937) (0.935) (0.935) (0.945) (0.938) (0.934) (0.931) 

SALES 

VOLATILITY 0.028*** 0.028*** 0.028*** 0.028*** 0.028*** 0.028*** 0.028*** 

 

(3.151) (3.152) (3.156) (3.154) (3.157) (3.163) (3.165) 

LOSS 0.002 0.002 0.002 0.002 0.002 0.002 0.002 

 

(0.307) (0.325) (0.325) (0.333) (0.322) (0.322) (0.323) 

NUM_ICW -0.001 -0.001 -0.002 -0.002 -0.002 -0.002 -0.002 

 

(-0.406) (-0.413) (-0.596) (-0.593) (-0.602) (-0.603) (-0.601) 

AGE -0.013*** -0.012*** -0.013*** -0.013*** -0.013*** -0.013*** -0.013*** 

 

(-2.885) (-2.873) (-2.878) (-2.881) (-2.886) (-2.884) (-2.880) 

BUSINESS 

SEGMENT 0.002 0.002 0.002 0.002 0.002 0.002 0.002 

 

(1.475) (1.489) (1.513) (1.513) (1.513) (1.511) (1.511) 

ROA -0.024*** -0.024*** -0.024*** -0.024*** -0.024*** -0.024*** -0.024*** 

 

(-4.122) (-4.133) (-4.134) (-4.128) (-4.134) (-4.136) (-4.136) 

FORTRAN 0.003 0.003 0.003 0.003 0.003 0.003 0.003 

 

(0.706) (0.605) (0.614) (0.614) (0.611) (0.611) (0.612) 

AUDITOR 0.006 0.006 0.006 0.006 0.006 0.006 0.006 

 

(0.954) (0.963) (0.956) (0.956) (0.958) (0.959) (0.958) 

GROWTH -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 

 

(-0.530) (-0.534) (-0.531) (-0.525) (-0.531) (-0.529) (-0.528) 

LEVERAGE -0.004 -0.004 -0.004 -0.004 -0.004 -0.004 -0.004 

 

(-0.436) (-0.445) (-0.448) (-0.443) (-0.451) (-0.452) (-0.451) 

M&A 0.006 0.006 0.006 0.006 0.006 0.006 0.006 

 

(1.118) (1.123) (1.136) (1.136) (1.135) (1.135) (1.136) 

INVENTORY& 

RECEIVABLE 0.024** 0.024** 0.024** 0.024** 0.024** 0.024** 0.024** 

 

(2.109) (2.120) (2.124) (2.138) (2.134) (2.136) (2.131) 

AUDITCH -0.002 -0.002 -0.002 -0.002 -0.002 -0.002 -0.002 

 

(-0.242) (-0.233) (-0.222) (-0.220) (-0.224) (-0.224) (-0.224) 
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Table 3.13 Panel D.1 Audit Report Lag Determinants Model with MBALLAAQ in the Seemingly Unrelated 

Regression System (Sample 2006, N=475) 

 

(1D) (2D) (3D) (4D) (5D) (6D) (7D) 

 

ARL ARL ARL ARL ARL ARL ARL 

MBALLAAQ 0.882*** 0.870*** 0.861*** 0.849*** 0.857*** 0.843*** 0.840*** 

 

(3.152) (3.120) (3.113) (3.117) (3.109) (3.059) (3.045) 

TBDS 

      

-0.002** 

       

(-1.995) 

BDSC 

     

-0.002 

 

      

(-1.312) 

 ACSC 

    

-0.013* -0.009 

 

     

(-1.717) (-1.120) 

 ACINDEP 

   

-0.140*** 

   

    

(-3.767) 

   ASSETS -0.016* -0.018* -0.015 -0.010 -0.014 -0.010 -0.010 

 

(-1.689) (-1.789) (-1.535) (-1.010) (-1.392) (-1.017) (-0.970) 

LOSS 0.114*** 0.110*** 0.105*** 0.115*** 0.104*** 0.109*** 0.111*** 

 

(3.128) (2.993) (2.871) (3.184) (2.868) (2.995) (3.047) 

NUM_ICW 

  

0.047** 0.050*** 0.046** 0.046** 0.047** 

   

(2.441) (2.616) (2.357) (2.377) (2.421) 

BUSINESS 

SEGMENT 0.006 0.003 -0.000 0.001 0.001 0.000 -0.000 

 

(0.561) (0.342) (-0.011) (0.092) (0.057) (0.033) (-0.004) 

FORTRAN 

 

0.045 0.038 0.039 0.039 0.036 0.034 

  

(1.427) (1.213) (1.284) (1.257) (1.155) (1.108) 

AUDITOR -0.048 -0.061 -0.052 -0.040 -0.049 -0.045 -0.044 

 

(-1.271) (-1.601) (-1.376) (-1.069) (-1.295) (-1.168) (-1.163) 

LEVERAGE 0.094* 0.091* 0.090* 0.103** 0.094* 0.086* 0.082 

 

(1.831) (1.764) (1.750) (2.027) (1.836) (1.670) (1.593) 

M&A 0.009 0.007 0.002 -0.005 0.007 0.009 0.008 

 

(0.261) (0.223) (0.065) (-0.146) (0.199) (0.275) (0.244) 

AUDITCH 0.109* 0.101* 0.086 0.077 0.083 0.081 0.081 

 

(1.864) (1.738) (1.496) (1.354) (1.448) (1.406) (1.414) 

RESTATE 

  

0.059 0.060 0.059 0.060 0.060 

   

(1.339) (1.372) (1.349) (1.362) (1.361) 

BLOCK -0.015 -0.014 -0.014 -0.019 -0.009 -0.007 -0.009 

 

(-0.490) (-0.455) (-0.452) (-0.616) (-0.297) (-0.242) (-0.289) 

EPSBAD 0.030 0.028 0.026 0.023 0.026 0.027 0.028 

 

(0.942) (0.879) (0.813) (0.722) (0.822) (0.859) (0.868) 

BUSY 

 

0.058 0.054 0.056 0.050 0.053 0.055 

  

(1.585) (1.480) (1.566) (1.375) (1.447) (1.519) 

CFOFE 0.029 0.029 0.018 0.022 0.022 0.022 0.021 

 

(0.771) (0.767) (0.466) (0.583) (0.575) (0.593) (0.553) 
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Table 3.13 Panel C.2 MBALLAAQ Determinants Model in the Seemingly Unrelated Regression System 

(Sample 2009, N=585) 

 

(1C) (2C) (3C) (4C) (5C) (6C) (7C) 

 

MBALL 

AAQ 

MBALL 

AAQ 

MBALL 

AAQ 

MBALL 

AAQ 

MBALL 

AAQ 

MBALL 

AAQ 

MBALL 

AAQ 

ARL -0.001 -0.001 -0.001 -0.002 -0.001 -0.001 -0.001 

 

(-0.124) (-0.207) (-0.271) (-0.317) (-0.234) (-0.207) (-0.211) 

ASSETS -0.004*** -0.004*** -0.004*** -0.004*** -0.004*** -0.004*** -0.004*** 

 

(-4.393) (-4.419) (-4.432) (-4.447) (-4.423) (-4.416) (-4.417) 

CFO 

VOLATILITY 0.108*** 0.108*** 0.108*** 0.108*** 0.108*** 0.108*** 0.108*** 

 

(11.130) (11.129) (11.128) (11.127) (11.130) (11.132) (11.132) 

SALES 

VOLATILITY 0.009 0.009 0.009 0.009 0.009 0.009 0.009 

 

(1.133) (1.136) (1.136) (1.135) (1.132) (1.127) (1.127) 

LOSS -0.004 -0.004 -0.004 -0.004 -0.004 -0.004 -0.004 

 

(-1.341) (-1.328) (-1.319) (-1.311) (-1.324) (-1.331) (-1.331) 

NUM_ICW 0.001 0.001 0.001 0.001 0.001 0.001 0.001 

 

(0.506) (0.507) (0.548) (0.554) (0.543) (0.539) (0.540) 

AGE 0.006** 0.006** 0.006** 0.006** 0.006** 0.006** 0.006** 

 

(2.406) (2.406) (2.405) (2.414) (2.410) (2.406) (2.405) 

BUSINESS 

SEGMENT 0.004*** 0.004*** 0.004*** 0.004*** 0.004*** 0.004*** 0.004*** 

 

(3.515) (3.517) (3.517) (3.516) (3.516) (3.517) (3.517) 

ROA -0.021*** -0.021*** -0.021*** -0.021*** -0.021*** -0.021*** -0.021*** 

 

(-5.884) (-5.885) (-5.884) (-5.885) (-5.881) (-5.879) (-5.879) 

FORTRAN 0.006** 0.006** 0.006** 0.006** 0.006** 0.006** 0.006** 

 

(2.095) (2.097) (2.097) (2.097) (2.097) (2.099) (2.099) 

AUDITOR -0.009*** -0.009*** -0.009*** -0.009*** -0.009*** -0.009*** -0.009*** 

 

(-2.588) (-2.587) (-2.583) (-2.581) (-2.583) (-2.583) (-2.583) 

GROWTH -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 

 

(-0.283) (-0.285) (-0.285) (-0.288) (-0.288) (-0.289) (-0.289) 

LEVERAGE -0.008 -0.008 -0.008 -0.008 -0.008 -0.008 -0.008 

 

(-1.515) (-1.508) (-1.502) (-1.498) (-1.505) (-1.507) (-1.507) 

M&A -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 

 

(-0.052) (-0.036) (-0.023) (-0.014) (-0.030) (-0.036) (-0.036) 

INVENTORY 

RECEIVABLE -0.022*** -0.022*** -0.022*** -0.022*** -0.022*** -0.022*** -0.022*** 

 

(-3.236) (-3.239) (-3.240) (-3.244) (-3.242) (-3.248) (-3.248) 

AUDITCH 0.011* 0.011* 0.011* 0.011* 0.011* 0.011* 0.011* 

 

(1.714) (1.722) (1.727) (1.732) (1.724) (1.721) (1.722) 
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Table 3.13 Panel D.2: Audit Report Lag Determinants Model with MBALLAAQ in the Seemingly Unrelated 

Regression System (Sample 2009, N=585) 

 

(1D) (2D) (3D) (4D) (5D) (6D) (7D) 

 

ARL ARL ARL ARL ARL ARL ARL 

MBALLAAQ -0.143 -0.139 -0.175 -0.213 -0.229 -0.060 -0.044 

 

(-0.483) (-0.469) (-0.594) (-0.727) (-0.786) (-0.211) (-0.157) 

TBDS 

      

-0.006*** 

       

(-6.961) 

BDSC 

     

-0.005*** 

 

      

(-6.080) 

 ACSC 

    

-0.020*** -0.009 

 

     

(-3.334) (-1.489) 

 ACINDEP 

   

-0.064* 

   

    

(-1.673) 

   ASSETS -0.060*** -0.063*** -0.058*** -0.055*** -0.051*** -0.038*** -0.039*** 

 

(-8.533) (-8.661) (-7.895) (-7.464) (-6.886) (-5.062) (-5.134) 

LOSS 0.107*** 0.107*** 0.103*** 0.104*** 0.103*** 0.086*** 0.085*** 

 

(4.259) (4.246) (4.126) (4.186) (4.193) (3.555) (3.537) 

NUM_ICW 

  

0.036*** 0.034*** 0.032*** 0.028*** 0.028*** 

   

(3.261) (3.077) (2.890) (2.596) (2.659) 

BUSINESS 

SEGMENT 0.008 0.009 0.007 0.008 0.008 0.013 0.013 

 

(0.808) (0.919) (0.755) (0.795) (0.807) (1.424) (1.437) 

FORTRAN 

 

0.010 0.007 0.005 -0.000 -0.001 0.000 

  

(0.395) (0.293) (0.216) (-0.009) (-0.041) (0.002) 

AUDITOR 0.012 0.009 0.017 0.028 0.039 0.075** 0.074** 

 

(0.374) (0.282) (0.548) (0.891) (1.236) (2.422) (2.388) 

LEVERAGE 0.096** 0.088* 0.086* 0.092** 0.096** 0.096** 0.096** 

 

(2.059) (1.897) (1.875) (1.996) (2.099) (2.169) (2.164) 

M&A 0.109*** 0.108*** 0.109*** 0.109*** 0.103*** 0.092*** 0.093*** 

 

(4.748) (4.747) (4.776) (4.782) (4.560) (4.194) (4.225) 

AUDITCH 0.117** 0.121** 0.120** 0.113** 0.109** 0.108** 0.109** 

 

(2.153) (2.247) (2.239) (2.121) (2.066) (2.100) (2.120) 

RESTATE 

  

-0.002 -0.004 -0.008 -0.006 -0.005 

   

(-0.097) (-0.154) (-0.308) (-0.245) (-0.215) 

BLOCK -0.033 -0.033 -0.031 -0.030 -0.026 -0.026 -0.027 

 

(-1.350) (-1.354) (-1.308) (-1.239) (-1.117) (-1.138) (-1.175) 

EPSBAD 0.035 0.034 0.031 0.035 0.038* 0.033 0.032 

 

(1.562) (1.514) (1.417) (1.597) (1.755) (1.553) (1.518) 

BUSY 

 

0.060** 0.056** 0.058** 0.066*** 0.076*** 0.076*** 

  

(2.389) (2.248) (2.315) (2.648) (3.143) (3.123) 

CFOFE 

   

-0.043 -0.040 -0.019 -0.020 

    

(-1.613) (-1.485) (-0.742) (-0.749) 
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Table 3.14 Robustness check (Section 3.7.3.3): alternative model specifications for determinants of 

accrual quality 

This table presents the results of a robustness check by alternative model specifications for accrual quality 

determinants. All the models include constant terms. For the sake of brevity, the results for the constant terms are 

not reported in the table below. Robust t-statistics in parentheses are reported below the coefficients. *, **, and *** 

indicate significance at the 10, 5, and 1 percent levels, respectively, using two-tailed tests. All the variables are 

defined in Appendix B. Panel A (1 and 2) reports the results for Tobit models, in the samples of 2006 and 2009. 

Panel B (1 and 2) reports the results for the logistic transformation of DDAAQ, in the samples of 2006 and 2009.  

Panel A 1(2)-A reports the results for model 2A; Panel B 1(2)-B reports the results for model 2B.   
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Table 3.14 Panel A.1.A: Determinants of accrual quality (Tobit model, Sample 2006, N=475, model 2A)  

  

Dependent Variable=DDAAQ (Tobit) 

  

AB-ARL 

1 

AB-ARL 

2 

AB-ARL 

3 

AB-ARL 

4 

AB-ARL 

5 

AB-ARL 

6 

AB-ARL 

7 
ARL 

LAG + 0.014** 0.014** 0.013* 0.014* 0.013* 0.012* 0.013* 0.015** 

  

(2.002) (2.014) (1.879) (1.896) (1.781) (1.703) (1.723) (2.225) 

ASSETS – -0.006** -0.006** -0.006** -0.006** -0.006** -0.006** -0.006** -0.006** 

  

(-3.896) (-3.889) (-3.875) (-3.883) (-3.873) (-3.873) (-3.875) (-3.675) 
CFO 

VOLATILITY + 0.001*** 0.001*** 0.001*** 0.001*** 0.001*** 0.001*** 0.001*** 0.001** 

  

(2.715) (2.722) (2.727) (2.666) (2.701) (2.732) (2.743) (2.524) 
SALES 

VOLATILITY + 0.024** 0.024** 0.025** 0.025** 0.025** 0.025** 0.025** 0.025** 

  

(2.472) (2.477) (2.475) (2.487) (2.475) (2.472) (2.472) (2.496) 

LOSS + -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.002 

  

(-0.024) (-0.035) (-0.041) (-0.038) (-0.039) (-0.039) (-0.039) (-0.269) 

NUM_ICW + 0.002 0.002 0.003 0.003 0.003 0.003 0.003 0.002 

  

(0.603) (0.604) (0.861) (0.857) (0.861) (0.861) (0.861) (0.577) 

AGE – -0.012** -0.012** -0.012** -0.012** -0.012** -0.012** -0.012** -0.011** 

  

(-2.894) (-2.900) (-2.896) (-2.899) (-2.881) (-2.881) (-2.890) (-2.845) 
BUSINESS 

SEGMENT + 0.003* 0.003* 0.003 0.003 0.003 0.003 0.003 0.003 

  

(1.679) (1.664) (1.630) (1.629) (1.626) (1.625) (1.627) (1.588) 

ROA – -0.031** -0.031** -0.031** -0.031** -0.031** -0.031** -0.031** -0.031** 

  

(-2.314) (-2.313) (-2.303) (-2.306) (-2.297) (-2.291) (-2.292) (-2.322) 

FORTRAN + 0.002 0.003 0.003 0.003 0.003 0.003 0.003 0.002 

  

(0.522) (0.636) (0.620) (0.619) (0.620) (0.622) (0.622) (0.517) 

AUDITOR – 0.006 0.006 0.006 0.006 0.006 0.006 0.006 0.007 

  

(1.249) (1.240) (1.251) (1.252) (1.252) (1.253) (1.253) (1.366) 

GROWTH + 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 

  

(0.803) (0.808) (0.811) (0.792) (0.829) (0.832) (0.824) (0.569) 

LEVERAGE + -0.007 -0.007 -0.007 -0.007 -0.007 -0.007 -0.007 -0.007 

  

(-1.029) (-1.022) (-1.006) (-1.030) (-1.001) (-0.980) (-0.973) (-1.030) 

M&A + 0.004 0.004 0.004 0.004 0.004 0.004 0.004 0.004 

  

(1.014) (1.009) (0.988) (0.989) (0.991) (0.990) (0.989) (0.937) 
INVENTORY& 

RECEIVABLE + 0.019* 0.019* 0.019* 0.019* 0.019* 0.019* 0.019* 0.020** 

  

(1.843) (1.842) (1.827) (1.832) (1.816) (1.815) (1.822) (1.967) 

AUDITCH + -0.006 -0.006 -0.006 -0.006 -0.007 -0.007 -0.006 -0.008 

  

(-0.604) (-0.610) (-0.629) (-0.628) (-0.630) (-0.630) (-0.629) (-0.749) 

F Statistics 8.898 8.913 8.880 8.955 8.918 8.907 8.887 8.983 
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Table 3. 14 Panel A.1-B: Determinants of accrual quality (Tobit model, Sample 2006, N=475, model 2B)  

 

  

Dependent Variable=DDAAQ (Tobit) 

  

AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL 
ARL 

  

1 2 3 4 5 6 7 

LAG + 0.013* 0.013* 0.012* 0.013* 0.012* 0.012* 0.013* 0.013** 

 
 

(1.817) (1.832) (1.694) (1.780) (1.688) (1.703) (1.723) (2.044) 

TBDS – -0.000** -0.000** -0.000** 

    

-0.000** 

 
 

(-1.991) (-1.991) (-2.001) 

    

(-1.985) 

BDSC – 

   

-0.000* -0.000** 

   

     

(-1.962) (-1.993) 

   ASSETS – -0.006** -0.006** -0.006** -0.006** -0.006** -0.006** -0.006** -0.005** 

  

(-3.000) (-2.995) (-2.980) (-2.984) (-2.972) (-3.873) (-3.875) (-2.846) 

CFO 

VOLATILITY 
+ 

0.001** 0.001** 0.001** 0.001** 0.001** 0.001*** 0.001*** 0.001** 

  

(2.420) (2.426) (2.430) (2.332) (2.357) (2.732) (2.743) (2.257) 

SALES 

VOLATILITY 
+ 

0.025*** 0.025*** 0.026*** 0.026*** 0.026*** 0.025** 0.025** 0.026*** 

  

(2.595) (2.599) (2.599) (2.607) (2.596) (2.472) (2.472) (2.617) 

LOSS + 0.001 0.001 0.001 0.001 0.001 -0.000 -0.000 -0.001 

  

(0.123) (0.113) (0.109) (0.118) (0.119) (-0.039) (-0.039) (-0.099) 

NUM_ICW + 0.002 0.002 0.002 0.003 0.003 0.003 0.003 0.002 

  

(0.605) (0.606) (0.844) (0.858) (0.860) (0.861) (0.861) (0.580) 

AGE – -0.012** -0.012** -0.012** -0.012** -0.012** -0.012** -0.012** -0.012** 

  

(-2.940) (-2.946) (-2.942) (-2.925) (-2.908) (-2.881) (-2.890) (-2.894) 

BUSINESS 

SEGMENT 
+ 

0.003* 0.003* 0.003 0.003 0.003 0.003 0.003 0.002 

  

(1.676) (1.662) (1.631) (1.612) (1.608) (1.625) (1.627) (1.592) 

ROA – -0.031** -0.031** -0.031** -0.031** -0.031** -0.031** -0.031** -0.031** 

  

(-2.340) (-2.339) (-2.329) (-2.337) (-2.329) (-2.291) (-2.292) (-2.347) 

FORTRAN + 0.002 0.002 0.002 0.002 0.002 0.003 0.003 0.002 

  

(0.407) (0.511) (0.497) (0.484) (0.484) (0.622) (0.622) (0.402) 

AUDITOR – 0.008 0.008 0.008 0.008 0.008 0.006 0.006 0.009 

  

(1.503) (1.495) (1.506) (1.502) (1.504) (1.253) (1.253) (1.600) 

GROWTH + 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 

  

(0.817) (0.820) (0.824) (0.814) (0.843) (0.832) (0.824) (0.623) 

LEVERAGE + -0.008 -0.008 -0.008 -0.008 -0.008 -0.007 -0.007 -0.008 

  

(-1.236) (-1.230) (-1.214) (-1.266) (-1.242) (-0.980) (-0.973) (-1.238) 

M&A + 0.005 0.005 0.005 0.005 0.005 0.004 0.004 0.005 

  

(1.219) (1.214) (1.196) (1.180) (1.184) (0.990) (0.989) (1.147) 

INVENTORY& 

RECEIVABLE 
+ 

0.020** 0.020** 0.020* 0.020* 0.020* 0.019* 0.019* 0.022** 

  

(1.972) (1.971) (1.957) (1.933) (1.918) (1.815) (1.822) (2.087) 

AUDITCH + -0.007 -0.007 -0.007 -0.007 -0.007 -0.007 -0.006 -0.008 

  

(-0.710) (-0.715) (-0.733) (-0.726) (-0.729) (-0.630) (-0.629) (-0.844) 

F-statistics 

 

8.397 8.412 8.379 8.477 8.454 8.907 8.887 8.479 
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Table 3.14 Panel A.2.A.: Determinants of accrual quality (Tobit model, Sample 2009, N=585, model 2A)  

  

Dependent Variable=DDAAQ (Tobit) 

  

AB-ARL 

1 
AB-ARL 

2 
AB-ARL 

3 
AB-ARL 

4 
AB-ARL 

5 
AB-ARL 

6 
AB-ARL 

7 
ARL 

LAG + 0.003 0.004 0.004 0.003 0.001 -0.000 0.000 0.001 

  

(0.563) (0.680) (0.682) (0.548) (0.229) (-0.019) (0.059) (0.152) 

ASSETS – -0.003** -0.003** -0.003** -0.003** -0.003** -0.003** -0.003** -0.003** 

  

(-3.444) (-3.447) (-3.446) (-3.445) (-3.446) (-3.446) (-3.446) (-3.404) 

CFO 

VOLATILITY + 0.132*** 0.132*** 0.132*** 0.132*** 0.133*** 0.133*** 0.133*** 0.132*** 

  

(5.603) (5.604) (5.603) (5.602) (5.604) (5.607) (5.606) (5.605) 

SALES 

VOLATILITY + 0.007 0.007 0.007 0.007 0.007 0.007 0.007 0.007 

  

(0.642) (0.644) (0.642) (0.643) (0.649) (0.657) (0.654) (0.655) 

LOSS + -0.010** -0.010** -0.010** -0.010** -0.010** -0.010** -0.010** -0.010** 

  

(-4.170) (-4.173) (-4.182) (-4.175) (-4.167) (-4.162) (-4.164) (-4.187) 

NUM_ICW + 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 

  

(0.308) (0.290) (0.394) (0.395) (0.394) (0.394) (0.394) (0.373) 

AGE – 0.001 0.001 0.001 0.001 0.001 0.001 0.001 0.001 

  

(0.500) (0.507) (0.506) (0.515) (0.485) (0.467) (0.471) (0.478) 

BUSINESS 

SEGMENT + 0.002** 0.002** 0.002** 0.002** 0.002** 0.002** 0.002** 0.002** 

  

(2.482) (2.482) (2.474) (2.470) (2.468) (2.464) (2.465) (2.453) 

ROA – -0.031** -0.031** -0.031** -0.031** -0.031** -0.031** -0.031** -0.031** 

  

(-4.322) (-4.338) (-4.337) (-4.320) (-4.278) (-4.251) (-4.259) (-4.278) 

FORTRAN + 0.003 0.003 0.003 0.003 0.003 0.003 0.003 0.003 

  

(1.226) (1.242) (1.240) (1.239) (1.238) (1.237) (1.238) (1.238) 

AUDITOR – -0.005 -0.005 -0.005 -0.005 -0.005 -0.005 -0.005 -0.005 

  

(-1.230) (-1.231) (-1.217) (-1.215) (-1.221) (-1.227) (-1.225) (-1.239) 

GROWTH + -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 

  

(-0.481) (-0.502) (-0.501) (-0.486) (-0.435) (-0.396) (-0.407) (-0.421) 

LEVERAGE + -0.003 -0.003 -0.003 -0.003 -0.002 -0.002 -0.002 -0.002 

  

(-0.495) (-0.505) (-0.507) (-0.497) (-0.463) (-0.438) (-0.447) (-0.460) 

M&A + -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 

  

(-0.258) (-0.258) (-0.258) (-0.259) (-0.262) (-0.263) (-0.263) (-0.304) 

INVENTORY& 

RECEIVABLE + -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 

  

(-0.146) (-0.156) (-0.156) (-0.162) (-0.150) (-0.142) (-0.145) (-0.135) 

AUDITCH + 0.012 0.012 0.012 0.012 0.012 0.012 0.012 0.012 

  

(1.150) (1.151) (1.151) (1.150) (1.148) (1.147) (1.147) (1.151) 

F-statistics 

 

22.98 23.07 23.08 22.87 22.88 22.48 22.48 22.49 
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Table 3.14 Panel A.2.B.: Determinants of accrual quality (Tobit model, Sample 2009, N=585, model 2B)  

  

Dependent Variable=DDAAQ (Tobit) 

  
AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL 

ARL 

  
1 2 3 4 5 6 7 

LAG + 0.001 0.002 0.002 0.002 -0.000 -0.000 0.000 -0.002 

  

(0.150) (0.270) (0.273) (0.271) (-0.057) (-0.019) (0.059) (-0.317) 

TBDS – -0.000 -0.000 -0.000 

    

-0.000 

 
 

(-1.439) (-1.417) (-1.415) 

    

(-1.537) 

BDSC – 

   

-0.000 -0.000 

   

     

(-1.122) (-1.183) 

   ASSETS – -0.002** -0.002** -0.002** -0.003** -0.002** -0.003** -0.003** -0.002** 

  

(-2.265) (-2.279) (-2.283) (-2.483) (-2.460) (-3.446) (-3.446) (-2.364) 

CFO 

VOLATILITY 
+ 

0.132*** 0.132*** 0.132*** 0.132*** 0.132*** 0.133*** 0.133*** 0.132*** 

  

(5.708) (5.706) (5.705) (5.670) (5.679) (5.607) (5.606) (5.721) 

SALES 

VOLATILITY 
+ 

0.009 0.008 0.008 0.008 0.008 0.007 0.007 0.009 

  

(0.843) (0.838) (0.837) (0.787) (0.802) (0.657) (0.654) (0.864) 

LOSS + -0.010** -0.010** -0.010** -0.010** -0.010** -0.010** -0.010** -0.010** 

  

(-4.399) (-4.396) (-4.402) (-4.357) (-4.357) (-4.162) (-4.164) (-4.327) 

NUM_ICW + 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 

  

(0.163) (0.148) (0.191) (0.262) (0.254) (0.394) (0.394) (0.230) 

AGE – 0.001 0.001 0.001 0.001 0.001 0.001 0.001 0.001 

  

(0.573) (0.578) (0.578) (0.575) (0.555) (0.467) (0.471) (0.549) 

BUSINESS 

SEGMENT 
+ 

0.002*** 0.002*** 0.002*** 0.002*** 0.002*** 0.002** 0.002** 0.002*** 

  

(2.674) (2.674) (2.673) (2.647) (2.651) (2.464) (2.465) (2.699) 

ROA – -0.032** -0.032** -0.032** -0.032** -0.032** -0.031** -0.031** -0.032** 

  

(-4.470) (-4.480) (-4.480) (-4.416) (-4.387) (-4.251) (-4.259) (-4.436) 

FORTRAN + 0.003 0.003 0.003 0.003 0.003 0.003 0.003 0.003 

  

(1.166) (1.178) (1.177) (1.216) (1.209) (1.237) (1.238) (1.165) 

AUDITOR – -0.003 -0.003 -0.003 -0.003 -0.003 -0.005 -0.005 -0.003 

  

(-0.754) (-0.763) (-0.757) (-0.871) (-0.857) (-1.227) (-1.225) (-0.719) 

GROWTH + -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 

  

(-0.429) (-0.448) (-0.448) (-0.456) (-0.405) (-0.396) (-0.407) (-0.357) 

LEVERAGE + -0.002 -0.002 -0.002 -0.002 -0.002 -0.002 -0.002 -0.002 

  

(-0.443) (-0.454) (-0.456) (-0.461) (-0.426) (-0.438) (-0.447) (-0.390) 

M&A + -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 

  

(-0.442) (-0.438) (-0.438) (-0.380) (-0.391) (-0.263) (-0.263) (-0.400) 

INVENTORY& 

RECEIVALBE 
+ 

0.001 0.000 0.000 0.000 0.000 -0.001 -0.001 0.001 

  

(0.100) (0.090) (0.090) (0.033) (0.057) (-0.142) (-0.145) (0.105) 

AUDITCH + 0.012 0.012 0.012 0.012 0.012 0.012 0.012 0.012 

  

(1.163) (1.164) (1.163) (1.166) (1.164) (1.147) (1.147) (1.180) 

F-statistics 21.77 21.83 21.83 21.60 21.64 22.48 22.48 21.35 
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Table 3.14 Panel B.1-A: Determinants of accrual quality (logistic transformation, Sample 2006, N=475, model 

2A)  

 

  

Dependent Variable=DDAAQ(logistic transformation) 

  

AB-ARL 

1 

AB-ARL 

2 

AB-ARL 

3 

AB-ARL 

4 

AB-ARL 

5 

AB-ARL 

6 

AB-ARL 

7 
ARL 

LAG +H2 0.214** 0.215** 0.202* 0.209* 0.199* 0.197* 0.199* 0.231** 

  

(2.000) (2.014) (1.881) (1.915) (1.846) (1.824) (1.843) (2.316) 

ASSETS – -0.127** -0.127** -0.126** -0.126** -0.127** -0.127** -0.127** -0.121** 

  

(-5.634) (-5.623) (-5.604) (-5.610) (-5.602) (-5.606) (-5.609) (-5.334) 

CFO 

VOLATILITY + 0.012*** 0.012*** 0.012*** 0.012*** 0.012*** 0.012*** 0.012*** 0.012*** 

  

(3.651) (3.660) (3.672) (3.610) (3.636) (3.664) (3.676) (3.395) 

SALES 

VOLATILITY + 0.315** 0.316** 0.316** 0.317** 0.317** 0.316** 0.316** 0.319** 

  

(2.305) (2.310) (2.309) (2.323) (2.308) (2.304) (2.302) (2.330) 

LOSS + 0.006 0.005 0.004 0.005 0.005 0.005 0.005 -0.021 

  

(0.067) (0.054) (0.047) (0.050) (0.049) (0.049) (0.049) (0.233) 

NUM_ICW + 0.015 0.015 0.027 0.026 0.027 0.027 0.027 0.013 

  

(0.335) (0.337) (0.593) (0.591) (0.593) (0.593) (0.592) (0.292) 

AGE – -0.168** -0.169** -0.168** -0.168** -0.168** -0.168** -0.168** -0.166** 

  

(-2.736) (-2.741) (-2.736) (-2.738) (-2.723) (-2.724) (-2.734) (-2.696) 

BUSINESS 

SEGMENT + 0.034 0.034 0.033 0.033 0.033 0.033 0.033 0.032 

  

(1.483) (1.465) (1.429) (1.427) (1.426) (1.426) (1.427) (1.382) 

ROA – -0.197** -0.196** -0.195** -0.195** -0.195** -0.194** -0.194** -0.197** 

  

(-2.145) (-2.142) (-2.122) (-2.127) (-2.115) (-2.110) (-2.110) (-2.154) 

FORTRAN + 0.046 0.054 0.053 0.052 0.053 0.053 0.053 0.045 

  

(0.658) (0.769) (0.754) (0.753) (0.754) (0.755) (0.755) (0.647) 

AUDITOR – 0.009 0.008 0.009 0.009 0.009 0.010 0.010 0.022 

  

(0.121) (0.108) (0.125) (0.125) (0.125) (0.126) (0.126) (0.280) 

GROWTH + 0.004** 0.004** 0.004** 0.004** 0.004** 0.004** 0.004** 0.003** 

  

(2.408) (2.413) (2.413) (2.404) (2.429) (2.434) (2.427) (2.141) 

LEVERAGE + -0.035 -0.035 -0.033 -0.035 -0.033 -0.032 -0.031 -0.037 

  

(-0.391) (-0.382) (-0.363) (-0.388) (-0.368) (-0.352) (-0.344) (-0.406) 

M&A + 0.116* 0.116* 0.115* 0.115* 0.115* 0.115* 0.115* 0.111* 

  

(1.734) (1.729) (1.709) (1.710) (1.711) (1.709) (1.708) (1.660) 

INVENTORY& 

RECEIVABLE + 0.458*** 0.458*** 0.456*** 0.456*** 0.454*** 0.454*** 0.456*** 0.480*** 

  

(2.950) (2.948) (2.932) (2.935) (2.924) (2.926) (2.933) (3.080) 

AUDITCH + -0.174 -0.175 -0.178 -0.178 -0.178 -0.178 -0.178 -0.197 

  

(-1.244) (-1.251) (-1.273) (-1.272) (-1.275) (-1.275) (-1.274) (-1.407) 

Adjusted R-

Square 

 

0.228 0.228 0.227 0.227 0.227 0.227 0.227 0.230 
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Table 3.14 Panel B.1-B: Determinants of accrual quality (logistic transformation, Sample 2006, N=475, model 

2B)  

  

Dependent Variable=DDAAQ(logistic transformation) 

  

AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL 
ARL 

  

1 2 3 4 5 6 7 

LAG + 0.203* 0.206* 0.192* 0.202* 0.194* 0.197* 0.199* 0.221** 

  

(1.907) (1.923) (1.788) (1.856) (1.799) (1.824) (1.843) (2.224) 

TBDS – -0.003 -0.003 -0.003 

    

-0.003 

 
 

(-1.026) (-1.025) (-1.035) 

    

(-0.998) 

BDSC – 

   

-0.003 -0.003 

   

     

(-0.978) (-1.000) 

   ASSETS – -0.120** -0.120** -0.120** -0.120** -0.120** -0.127** -0.127** -0.115** 

  

(-4.969) (-4.960) (-4.939) (-4.933) (-4.918) (-5.606) (-5.609) (-4.735) 

CFO 

VOLATILITY 
+ 

0.012*** 0.012*** 0.012*** 0.012*** 0.012*** 0.012*** 0.012*** 0.011*** 

  

(3.455) (3.463) (3.473) (3.385) (3.403) (3.664) (3.676) (3.222) 

SALES 

VOLATILITY 
+ 

0.323** 0.323** 0.324** 0.324** 0.324** 0.316** 0.316** 0.326** 

  

(2.373) (2.378) (2.377) (2.387) (2.374) (2.304) (2.302) (2.395) 

LOSS + 0.014 0.013 0.013 0.013 0.013 0.005 0.005 -0.012 

  

(0.151) (0.139) (0.134) (0.139) (0.140) (0.049) (0.049) (-0.133) 

NUM_ICW + 0.015 0.015 0.026 0.026 0.026 0.027 0.027 0.013 

  

(0.334) (0.335) (0.581) (0.589) (0.591) (0.593) (0.592) (0.291) 

AGE – -0.170** -0.170** -0.170** -0.169** -0.168** -0.168** -0.168** -0.167** 

  

(-2.753) (-2.758) (-2.753) (-2.745) (-2.730) (-2.724) (-2.734) (-2.714) 

BUSINESS 

SEGMENT 
+ 

0.034 0.034 0.033 0.033 0.033 0.033 0.033 0.032 

  

(1.482) (1.465) (1.430) (1.419) (1.418) (1.426) (1.427) (1.385) 

ROA – -0.197** -0.197** -0.196** -0.196** -0.195** -0.194** -0.194** -0.198** 

  

(-2.130) (-2.127) (-2.107) (-2.116) (-2.105) (-2.110) (-2.110) (-2.138) 

FORTRAN + 0.042 0.049 0.048 0.048 0.048 0.053 0.053 0.041 

  

(0.598) (0.705) (0.690) (0.685) (0.684) (0.755) (0.755) (0.588) 

AUDITOR – 0.020 0.019 0.020 0.020 0.020 0.010 0.010 0.031 

  

(0.258) (0.247) (0.263) (0.257) (0.260) (0.126) (0.126) (0.404) 

GROWTH + 0.004** 0.004** 0.004** 0.004** 0.004** 0.004** 0.004** 0.003** 

  

(2.360) (2.365) (2.365) (2.362) (2.383) (2.434) (2.427) (2.111) 

LEVERAGE + -0.043 -0.043 -0.041 -0.045 -0.044 -0.032 -0.031 -0.045 

  

(-0.488) (-0.479) (-0.461) (-0.500) (-0.485) (-0.352) (-0.344) (-0.502) 

M&A + 0.124* 0.123* 0.122* 0.121* 0.122* 0.115* 0.115* 0.118* 

  

(1.825) (1.821) (1.803) (1.794) (1.797) (1.709) (1.708) (1.752) 

INVENTORY& 

RECEIVABLE 
+ 

0.469*** 0.469*** 0.467*** 0.465*** 0.463*** 0.454*** 0.456*** 0.490*** 

  

(2.991) (2.989) (2.974) (2.964) (2.954) (2.926) (2.933) (3.116) 

AUDITCH + -0.181 -0.182 -0.185 -0.184 -0.184 -0.178 -0.178 -0.202 

  

(-1.301) (-1.308) (-1.329) (-1.325) (-1.329) (-1.275) (-1.274) (-1.455) 

Adjusted R-Square 0.230 0.230 0.229 0.229 0.229 0.227 0.227 0.232 
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Table 3.14 Panel B.2-A: Determinants of accrual quality (logistic transformation, Sample 2009, N=585, model 

2A) 

  

Dependent Variable=DDAAQ(logistic transformation) 

  

AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL 
ARL 

  
1 2 3 4 5 6 7 

LAG +H2 -0.123 -0.105 -0.088 -0.106 -0.118 -0.078 -0.071 -0.115 

  

(-0.563) (-0.483) (-0.406) (-0.485) (-0.534) (-0.348) (-0.314) (-0.546) 

ASSETS – -0.237** -0.237** -0.237** -0.237** -0.237** -0.237** -0.237** -0.243** 

  

(-6.066) (-6.061) (-6.072) (-6.073) (-6.073) (-6.065) (-6.065) (-6.011) 

CFO 

VOLATILITY 
+ 

2.773*** 2.773*** 2.773*** 2.772*** 2.771*** 2.771*** 2.772*** 2.772*** 

  

(6.844) (6.839) (6.836) (6.841) (6.842) (6.840) (6.838) (6.854) 

SALES 

VOLATILITY 
+ 

0.790* 0.788* 0.788* 0.789* 0.791* 0.790* 0.789* 0.786* 

  

(1.855) (1.849) (1.848) (1.852) (1.856) (1.856) (1.855) (1.845) 

LOSS + -0.324** -0.324** -0.324** -0.324** -0.324** -0.324** -0.324** -0.313** 

  

(-2.458) (-2.458) (-2.455) (-2.456) (-2.455) (-2.453) (-2.453) (-2.333) 

NUM_ICW + 0.020 0.020 0.016 0.016 0.016 0.016 0.016 0.020 

  

(0.544) (0.526) (0.433) (0.432) (0.432) (0.431) (0.431) (0.545) 

AGE – -0.034 -0.033 -0.033 -0.035 -0.034 -0.033 -0.032 -0.034 

  

(-0.318) (-0.314) (-0.311) (-0.325) (-0.325) (-0.308) (-0.306) (-0.322) 

BUSINESS 

SEGMENT 
+ 

0.101** 0.101** 0.101** 0.101** 0.101** 0.101** 0.101** 0.102** 

  

(2.120) (2.123) (2.127) (2.129) (2.128) (2.124) (2.124) (2.151) 

ROA – -0.430** -0.431** -0.432** -0.431** -0.431** -0.433** -0.433** -0.431** 

  

(-2.988) (-2.996) (-3.008) (-2.998) (-3.001) (-3.026) (-3.028) (-3.002) 

FORTRAN + 0.233* 0.231* 0.231* 0.231* 0.231* 0.231* 0.231* 0.232* 

  

(1.866) (1.844) (1.846) (1.846) (1.845) (1.843) (1.844) (1.855) 

AUDITOR – 0.216 0.216 0.216 0.215 0.215 0.216 0.216 0.217 

  

(1.503) (1.503) (1.496) (1.494) (1.493) (1.494) (1.494) (1.512) 

GROWTH + 0.030 0.030 0.030 0.030 0.030 0.030 0.029 0.030 

  

(1.276) (1.269) (1.257) (1.272) (1.282) (1.255) (1.249) (1.279) 

LEVERAGE + -0.984** -0.986** -0.987** -0.985** -0.984** -0.988** -0.988** -0.982** 

  

(-3.622) (-3.631) (-3.635) (-3.626) (-3.619) (-3.627) (-3.630) (-3.603) 

M&A + -0.124 -0.124 -0.124 -0.124 -0.124 -0.124 -0.124 -0.112 

  

(-1.110) (-1.108) (-1.108) (-1.109) (-1.109) (-1.107) (-1.107) (-0.985) 

INVENTORY& 

RECEIVABLE 
+ 

-0.002 -0.001 -0.001 0.001 0.001 0.001 0.000 -0.007 

  

(-0.006) (-0.002) (-0.003) (0.002) (0.002) (0.002) (0.001) (-0.021) 

AUDITCH + 0.511** 0.511** 0.511** 0.511** 0.511** 0.511** 0.511** 0.525** 

  

(2.017) (2.017) (2.020) (2.020) (2.020) (2.025) (2.025) (2.071) 

Adjusted R-Square 0.369 0.369 0.369 0.369 0.369 0.369 0.369 0.369 
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Table 3.14 Panel B.2-B: Determinants of accrual quality (logistic transformation, Sample 2009, N=585, model 

2B) 

  

Dependent Variable=DDAAQ(logistic transformation) 

  

AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL 
ARL 

  

1 2 3 4 5 6 7 

LAG + 0.064 0.090 0.107 0.070 0.043 -0.078 -0.071 0.076 

  

(0.284) (0.400) (0.476) (0.311) (0.193) (-0.348) (-0.314) (0.350) 

TBDS – 0.015*** 0.015*** 0.015*** 

    

0.015*** 

 
 

(3.497) (3.534) (3.557) 

    

(3.502) 

BDSC – 

   

0.016*** 0.015*** 

   

     

(3.578) (3.550) 

   ASSETS – -0.291** -0.292** -0.291** -0.289** -0.288** -0.237** -0.237** -0.287** 

  

(-6.873) (-6.884) (-6.900) (-6.876) (-6.870) (-6.065) (-6.065) (-6.743) 

CFO 

VOLATILITY 
+ 

2.826*** 2.826*** 2.826*** 2.810*** 2.811*** 2.771*** 2.772*** 2.827*** 

  

(6.672) (6.666) (6.662) (6.663) (6.672) (6.840) (6.838) (6.662) 

SALES 

VOLATILITY 
+ 

0.631 0.630 0.628 0.636 0.638 0.790* 0.789* 0.632 

  

(1.474) (1.470) (1.466) (1.482) (1.487) (1.856) (1.855) (1.475) 

LOSS + -0.292** -0.291** -0.291** -0.292** -0.292** -0.324** -0.324** -0.299** 

  

(-2.245) (-2.242) (-2.243) (-2.246) (-2.248) (-2.453) (-2.453) (-2.252) 

NUM_ICW + 0.035 0.034 0.037 0.035 0.035 0.016 0.016 0.034 

  

(0.914) (0.898) (0.985) (0.923) (0.919) (0.431) (0.431) (0.896) 

AGE – -0.045 -0.044 -0.044 -0.047 -0.048 -0.033 -0.032 -0.044 

  

(-0.424) (-0.420) (-0.418) (-0.443) (-0.452) (-0.308) (-0.306) (-0.418) 

BUSINESS 

SEGMNET 
+ 

0.090* 0.090* 0.090* 0.089* 0.089* 0.101** 0.101** 0.089* 

  

(1.941) (1.940) (1.937) (1.925) (1.927) (2.124) (2.124) (1.930) 

ROA – -0.387** -0.388** -0.388** -0.390** -0.389** -0.433** -0.433** -0.387** 

  

(-2.704) (-2.716) (-2.723) (-2.750) (-2.737) (-3.026) (-3.028) (-2.707) 

FORTRAN + 0.264** 0.265** 0.265** 0.260** 0.260** 0.231* 0.231* 0.264** 

  

(2.149) (2.162) (2.162) (2.121) (2.119) (1.843) (1.844) (2.154) 

AUDITOR – 0.083 0.081 0.081 0.089 0.090 0.216 0.216 0.081 

  

(0.560) (0.550) (0.551) (0.605) (0.612) (1.494) (1.494) (0.549) 

GROWTH + 0.027 0.027 0.027 0.028 0.028 0.030 0.029 0.027 

  

(1.097) (1.079) (1.069) (1.108) (1.125) (1.255) (1.249) (1.084) 

LEVERAGE + -1.006** -1.008** -1.009** -1.005** -1.003** -0.988** -0.988** -1.009** 

  

(-3.763) (-3.774) (-3.782) (-3.774) (-3.762) (-3.627) (-3.630) (-3.767) 

M&A + -0.086 -0.086 -0.086 -0.089 -0.090 -0.124 -0.124 -0.094 

  

(-0.762) (-0.758) (-0.755) (-0.789) (-0.793) (-1.107) (-1.107) (-0.827) 

INVENTORY& 

RECEIVABLE 
+ 

-0.100 -0.102 -0.103 -0.106 -0.104 0.001 0.000 -0.097 

  

(-0.284) (-0.290) (-0.293) (-0.300) (-0.295) (0.002) (0.001) (-0.276) 

AUDITCH + 0.536** 0.536** 0.536** 0.532** 0.531** 0.511** 0.511** 0.527* 

  

(1.999) (2.000) (2.000) (1.984) (1.984) (2.025) (2.025) (1.961) 
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Table 3.15 Robustness check (Section 3.7.3.4): alternative measure of accrual quality 

This table presents the results of analyses of the association between ARL and MBALLAAQ, an alternative accrual 

quality measure. Panels A-R1 (R2) report the results for models R1(R2) for the 2006 sample (N=475). Panels B-R1 

(R2) report the results for models R1(R2) for the 2009 sample (N=585). All the models include constant terms. For 

the sake of brevity, the results for the constant terms are not reported in the table below. Robust t-statistics in 

parentheses are reported below the coefficients. *, **, and *** indicate significance at the 10, 5, and 1 percent 

levels, respectively, using two-tailed tests. All the variables are defined in Appendix B.  
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Table 3.15 Panel A-R1: Accrual Quality (MBALLAAQ) Determinants Model (2006 Sample, N=475, model R1) 

 Dependent Variable=MBALLAAQ 

 

AB-ARL 

1 

AB-ARL 

2 

AB-ARL 

3 

AB-ARL 

4 

AB-ARL 

5 

AB-ARL 

6 

AB-ARL 

7 
ARL 

LAG + 0.014* 0.014** 0.013* 0.014* 0.013* 0.013* 0.013* 0.014** 

  

(1.962) (1.987) (1.861) (1.891) (1.801) (1.750) (1.755) (2.054) 

ASSETS – -0.006*** -0.006*** -0.006*** -0.006*** -0.006*** -0.006*** -0.006*** -0.006*** 

  

(-3.956) (-3.943) (-3.926) (-3.933) (-3.933) (-3.936) (-3.936) (-3.671) 

CFO 

VOLATILITY + 0.001** 0.001** 0.001** 0.001** 0.001** 0.001** 0.001** 0.001** 

  

(2.508) (2.512) (2.514) (2.466) (2.491) (2.513) (2.523) (2.370) 

SALES 

VOLATILITY + 0.028*** 0.028*** 0.028*** 0.028*** 0.028*** 0.028*** 0.028*** 0.028*** 

  

(2.958) (2.964) (2.962) (2.968) (2.960) (2.958) (2.958) (2.982) 

LOSS + 0.005 0.005 0.005 0.005 0.005 0.005 0.005 0.003 

  

(0.638) (0.629) (0.626) (0.631) (0.629) (0.629) (0.629) (0.434) 

NUM_ICW + -0.001 -0.001 -0.000 -0.000 -0.000 -0.000 -0.000 -0.001 

  

(-0.364) (-0.365) (-0.139) (-0.142) (-0.140) (-0.140) (-0.141) (-0.380) 

AGE – -0.013** -0.013** -0.013** -0.013** -0.013** -0.013** -0.013** -0.013** 

  

(-2.472) (-2.477) (-2.474) (-2.477) (-2.465) (-2.466) (-2.472) (-2.440) 

BUSINESS 

SEGMENT + 0.003* 0.003* 0.003 0.003 0.003 0.003 0.003 0.002 

  

(1.673) (1.658) (1.622) (1.617) (1.615) (1.615) (1.616) (1.575) 

ROA – -0.024** -0.024** -0.024** -0.024** -0.024** -0.024** -0.024** -0.024** 

  

(-2.316) (-2.315) (-2.305) (-2.307) (-2.298) (-2.291) (-2.291) (-2.324) 

FORTRAN + 0.003 0.004 0.004 0.004 0.004 0.004 0.004 0.003 

  

(0.696) (0.793) (0.779) (0.777) (0.778) (0.779) (0.780) (0.692) 

AUDITOR – 0.005 0.005 0.005 0.005 0.005 0.005 0.005 0.005 

  

(0.808) (0.798) (0.809) (0.807) (0.808) (0.809) (0.809) (0.924) 

GROWTH + -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 

  

(-1.363) (-1.361) (-1.354) (-1.379) (-1.348) (-1.354) (-1.358) (-1.504) 

LEVERAGE + -0.003 -0.003 -0.003 -0.003 -0.003 -0.002 -0.002 -0.003 

  

(-0.300) (-0.296) (-0.284) (-0.303) (-0.285) (-0.270) (-0.263) (-0.292) 

M&A + 0.006 0.006 0.006 0.006 0.006 0.006 0.006 0.006 

  

(1.228) (1.225) (1.226) (1.252) (1.253) (1.252) (1.251) (1.210) 

INVENTORY& 

RECEIVABLE + 0.023* 0.023* 0.023* 0.023* 0.023* 0.023* 0.023* 0.024** 

  

(1.935) (1.934) (1.922) (1.925) (1.912) (1.912) (1.919) (2.039) 

AUDITCH + 0.000 0.000 0.000 0.000 0.000 0.000 0.000 -0.001 

  

(0.021) (0.017) (0.003) (0.004) (0.002) (0.002) (0.002) (-0.082) 

Adjusted R-

Square 

 

0.198 0.198 0.198 0.198 0.197 0.197 0.197 0.198 
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Table 3.15 Panel A-R2: Accrual Quality (MBALLAAQ) Determinants (2006 Sample, N=475, model R2) 

  

Dependent Variable=MBALLAAQ 

  

AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL 
ARL 

  

1 2 3 4 5 6 7 

LAG + 0.013* 0.013* 0.012* 0.013* 0.012* 0.013* 0.013* 0.013* 

  

(1.821) (1.849) (1.723) (1.805) (1.732) (1.750) (1.755) (1.919) 

TBDS + -0.000 -0.000 -0.000 

    

-0.000 

 
 

(-1.482) (-1.481) (-1.489) 

    

(-1.475) 

BDSC + 

   

-0.000 -0.000 

   

     

(-1.450) (-1.477) 

   ASSETS – -0.005** -0.005** -0.005** -0.005** -0.005** -0.006** -0.006** -0.005** 

  

(-3.253) (-3.244) (-3.225) (-3.221) (-3.214) (-3.936) (-3.936) (-3.025) 

CFO 

VOLATILITY 
+ 

0.001** 0.001** 0.001** 0.001** 0.001** 0.001** 0.001** 0.001** 

  

(2.315) (2.319) (2.321) (2.247) (2.265) (2.513) (2.523) (2.192) 

SALES 

VOLATILITY 
+ 

0.029*** 0.029*** 0.029*** 0.029*** 0.029*** 0.028*** 0.028*** 0.029*** 

  

(3.052) (3.057) (3.057) (3.062) (3.055) (2.958) (2.958) (3.075) 

LOSS + 0.006 0.006 0.006 0.006 0.006 0.005 0.005 0.004 

  

(0.752) (0.744) (0.740) (0.748) (0.748) (0.629) (0.629) (0.561) 

NUM_ICW + -0.001 -0.001 -0.001 -0.000 -0.000 -0.000 -0.000 -0.001 

  

(-0.372) (-0.373) (-0.165) (-0.150) (-0.148) (-0.140) (-0.141) (-0.388) 

AGE – -0.013** -0.013** -0.013** -0.013** -0.013** -0.013** -0.013** -0.013** 

  

(-2.490) (-2.494) (-2.491) (-2.484) (-2.474) (-2.466) (-2.472) (-2.459) 

BUSINESS 

SEGMENT 
+ 

0.003* 0.003 0.003 0.002 0.002 0.003 0.003 0.002 

  

(1.659) (1.645) (1.614) (1.600) (1.598) (1.615) (1.616) (1.574) 

ROA – -0.024** -0.024** -0.024** -0.024** -0.024** -0.024** -0.024** -0.024** 

  

(-2.352) (-2.352) (-2.342) (-2.350) (-2.343) (-2.291) (-2.291) (-2.360) 

FORTRAN + 0.003 0.004 0.003 0.003 0.003 0.004 0.004 0.003 

  

(0.611) (0.702) (0.689) (0.679) (0.679) (0.779) (0.780) (0.609) 

AUDITOR – 0.006 0.006 0.006 0.006 0.006 0.005 0.005 0.006 

  

(0.959) (0.950) (0.962) (0.960) (0.963) (0.809) (0.809) (1.064) 

GROWTH + -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 

  

(-1.185) (-1.183) (-1.177) (-1.203) (-1.174) (-1.354) (-1.358) (-1.309) 

LEVERAGE + -0.003 -0.003 -0.003 -0.004 -0.004 -0.002 -0.002 -0.003 

  

(-0.414) (-0.411) (-0.400) (-0.445) (-0.430) (-0.270) (-0.263) (-0.408) 

M&A + 0.007 0.007 0.007 0.007 0.007 0.006 0.006 0.007 

  

(1.408) (1.404) (1.389) (1.382) (1.384) (1.252) (1.251) (1.348) 

INVENTORY&  

RECEIVABLE 
+ 

0.024** 0.024** 0.024** 0.024** 0.023** 0.023* 0.023* 0.025** 

  

(2.014) (2.014) (2.002) (1.988) (1.977) (1.912) (1.919) (2.114) 

AUDITCH + -0.000 -0.000 -0.001 -0.001 -0.001 0.000 0.000 -0.002 

  

(-0.033) (-0.036) (-0.050) (-0.046) (-0.048) (0.002) (0.002) (-0.129) 

Adjusted R-Square 0.202 0.202 0.202 0.202 0.202 0.197 0.197 0.203 
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Table 3.15 Panel B-R1: Accrual Quality (MBALLAAQ) Determinants (2009 Sample, N=585, model R1) 

  

Dependent Variable=MBALLAAQ 

 

AB-ARL 

1 

AB-ARL 

2 

AB-ARL 

3 

AB-ARL 

4 

AB-ARL 

5 

AB-ARL 

6 

AB-ARL 

7 
ARL 

LAG + 0.004 0.005 0.005 0.004 0.003 0.004 0.005 0.000 

  

(0.699) (0.743) (0.736) (0.655) (0.468) (0.652) (0.710) (0.019) 

ASSETS – -0.004** -0.004** -0.004** -0.004** -0.004** -0.004** -0.004** -0.004** 

  

(-4.093) (-4.093) (-4.093) (-4.094) (-4.096) (-4.094) (-4.094) (-4.107) 

CFO 

VOLATILITY + 0.108*** 0.108*** 0.108*** 0.108*** 0.108*** 0.108*** 0.108*** 0.108*** 

  

(5.566) (5.567) (5.566) (5.565) (5.566) (5.559) (5.558) (5.567) 

SALES 

VOLATILITY + 0.009 0.009 0.009 0.009 0.009 0.009 0.009 0.009 

  

(0.874) (0.878) (0.877) (0.876) (0.877) (0.864) (0.862) (0.889) 

LOSS + -0.004 -0.004 -0.004 -0.004 -0.004 -0.004 -0.004 -0.004 

  

(-1.367) (-1.367) (-1.372) (-1.370) (-1.369) (-1.374) (-1.375) (-1.343) 

NUM_ICW + 0.001 0.000 0.001 0.001 0.001 0.001 0.001 0.001 

  

(0.377) (0.372) (0.493) (0.493) (0.492) (0.493) (0.493) (0.490) 

AGE – 0.006** 0.006** 0.006** 0.006** 0.006** 0.006** 0.006** 0.006** 

  

(2.514) (2.517) (2.516) (2.523) (2.509) (2.508) (2.509) (2.478) 

BUSINESS 

SEGMENT + 0.004*** 0.004*** 0.004*** 0.004*** 0.004*** 0.004*** 0.004*** 0.004*** 

  

(3.859) (3.858) (3.854) (3.853) (3.859) (3.865) (3.865) (3.881) 

ROA – -0.022** -0.022** -0.022** -0.022** -0.022** -0.022** -0.022** -0.021** 

  

(-3.209) (-3.216) (-3.214) (-3.205) (-3.179) (-3.190) (-3.197) (-3.145) 

FORTRAN + 0.006** 0.006** 0.006** 0.006** 0.006** 0.006** 0.006** 0.006** 

  

(2.084) (2.114) (2.111) (2.110) (2.111) (2.118) (2.118) (2.109) 

AUDITOR – -0.009** -0.009** -0.009** -0.009** -0.009** -0.009** -0.009** -0.009** 

  

(-2.288) (-2.290) (-2.272) (-2.268) (-2.271) (-2.268) (-2.268) (-2.300) 

GROWTH + -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 

  

(-0.377) (-0.388) (-0.386) (-0.379) (-0.352) (-0.377) (-0.385) (-0.285) 

LEVERAGE + -0.009 -0.009 -0.009 -0.009 -0.009 -0.009 -0.009 -0.008 

  

(-1.343) (-1.345) (-1.346) (-1.342) (-1.325) (-1.344) (-1.350) (-1.291) 

M&A + -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 

  

(-0.067) (-0.068) (-0.068) (-0.068) (-0.070) (-0.070) (-0.070) (-0.078) 

INVENTORY 

&RECEIVABLE + -0.022** -0.022** -0.022** -0.022** -0.022** -0.022** -0.022** -0.022** 

  

(-3.486) (-3.497) (-3.497) (-3.502) (-3.494) (-3.515) (-3.519) (-3.470) 

AUDITCH + 0.011 0.011 0.011 0.011 0.011 0.011 0.011 0.011 

  

(1.068) (1.069) (1.068) (1.067) (1.065) (1.064) (1.064) (1.067) 

Adjusted R-

Square 

 

0.479 0.479 0.479 0.479 0.479 0.479 0.479 0.478 
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Table 3. 15 Panel B-R2: Accrual Quality (MBALLAAQ) Determinants (2009 Sample, N=585, model R2) 

 

  

Dependent Variable=MBALLAAQ 

  

AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL 
ARL 

  

1 2 3 4 5 6 7 

LAG + 0.006 0.006 0.006 0.006 0.004 0.004 0.005 0.001 

  

(0.894) (0.952) (0.942) (0.894) (0.676) (0.652) (0.710) (0.178) 

TBDS + 0.000 0.000 0.000 

    

0.000 

 
 

(0.816) (0.842) (0.837) 

    

(0.618) 

BDSC + 

   

0.000 0.000 

   

     

(1.102) (1.026) 

   ASSETS – -0.004** -0.004** -0.004** -0.004** -0.004** -0.004** -0.004** -0.004** 

  

(-3.994) (-4.003) (-3.999) (-4.091) (-4.076) (-4.094) (-4.094) (-3.952) 

CFO 

VOLATILITY 
+ 

0.108*** 0.108*** 0.108*** 0.108*** 0.108*** 0.108*** 0.108*** 0.108*** 

  

(5.518) (5.518) (5.517) (5.511) (5.514) (5.559) (5.558) (5.528) 

SALES 

VOLATILITY 
+ 

0.008 0.008 0.008 0.008 0.008 0.009 0.009 0.008 

  

(0.761) (0.764) (0.763) (0.741) (0.750) (0.864) (0.862) (0.806) 

LOSS + -0.004 -0.004 -0.004 -0.004 -0.004 -0.004 -0.004 -0.004 

  

(-1.296) (-1.294) (-1.301) (-1.280) (-1.285) (-1.374) (-1.375) (-1.319) 

NUM_ICW + 0.001 0.001 0.001 0.001 0.001 0.001 0.001 0.001 

  

(0.454) (0.450) (0.607) (0.622) (0.612) (0.493) (0.493) (0.545) 

AGE – 0.006** 0.006** 0.006** 0.006** 0.006** 0.006** 0.006** 0.006** 

  

(2.488) (2.490) (2.489) (2.489) (2.473) (2.508) (2.509) (2.461) 

BUSINESS 

SEGMENT 
+ 

0.004*** 0.004*** 0.004*** 0.004*** 0.004*** 0.004*** 0.004*** 0.004*** 

  

(3.837) (3.835) (3.829) (3.809) (3.820) (3.865) (3.865) (3.865) 

ROA – -0.021** -0.021** -0.021** -0.021** -0.021** -0.022** -0.022** -0.021** 

  

(-3.169) (-3.176) (-3.174) (-3.161) (-3.135) (-3.190) (-3.197) (-3.114) 

FORTRAN + 0.006** 0.006** 0.006** 0.006** 0.006** 0.006** 0.006** 0.006** 

  

(2.216) (2.265) (2.260) (2.255) (2.251) (2.118) (2.118) (2.233) 

AUDITOR – -0.010** -0.010** -0.010** -0.011** -0.010** -0.009** -0.009** -0.010** 

  

(-2.459) (-2.468) (-2.447) (-2.488) (-2.470) (-2.268) (-2.268) (-2.419) 

GROWTH + -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 

  

(-0.404) (-0.418) (-0.415) (-0.409) (-0.377) (-0.377) (-0.385) (-0.309) 

LEVERAGE + -0.009 -0.009 -0.009 -0.009 -0.009 -0.009 -0.009 -0.009 

  

(-1.370) (-1.373) (-1.374) (-1.378) (-1.357) (-1.344) (-1.350) (-1.316) 

M&A + 0.000 0.000 0.000 0.000 0.000 -0.000 -0.000 -0.000 

  

(0.025) (0.026) (0.026) (0.040) (0.031) (-0.070) (-0.070) (-0.044) 

INVENTORY 

RECEIVABLE 
+ 

-0.023** -0.023** -0.023** -0.023** -0.023** -0.022** -0.022** -0.023** 

  

(-3.628) (-3.646) (-3.646) (-3.699) (-3.678) (-3.515) (-3.519) (-3.573) 

AUDITCH + 0.011 0.011 0.011 0.011 0.011 0.011 0.011 0.011 

  

(1.080) (1.081) (1.080) (1.075) (1.072) (1.064) (1.064) (1.058) 

Adjusted R-Square 0.480 0.480 0.480 0.480 0.480 0.479 0.479 0.479 
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Table 3.16 Robustness check (Section 3.7.4): alternative model of determinants of audit fees 

This table presents the results of a robustness check (section 3.7.4) by adopting the model of determinants of audit 

fees by Lu, Richardson and Salterio (LRS, 2011). All the models in include constant terms. For the sake of brevity, 

the results for the constant terms are not reported in the table below. Robust t-statistics in parentheses are reported 

below the coefficients. *, **, and *** indicate significance at the 10, 5, and 1 percent levels, respectively, using two-

tailed tests. All the variables are defined in Appendix B.  Panel A-R1(2) reports the results of  models R1 (R2) in the 

2006 sample (N=438). Panel B-R1(2) reports the results of models R1 (R2) in the 2009 sample (N=559).  
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Table 3.16 Panel A-R1: LRS (2011) model of determinants of audit fees (Sample 2006, N=438, model R1)  

 

  

Dependent Variable=AUDIT FEE 

  

AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL 
ARL 

  

1 2 3 4 5 6 7 

LAG + 0.331** 0.328** 0.316** 0.327** 0.311** 0.325** 0.332** 0.239* 

  

(2.414) (2.358) (2.255) (2.309) (2.211) (2.294) (2.343) (1.868) 

ASSETS + 0.432*** 0.432*** 0.433*** 0.433*** 0.433*** 0.433*** 0.433*** 0.440*** 

  

(12.981) (12.986) (13.010) (13.044) (13.029) (13.064) (13.068) (13.261) 

BUSINESS 

SEGMENT 
+ 

0.083*** 0.083*** 0.082*** 0.082*** 0.082*** 0.082*** 0.082*** 0.081*** 

  

(3.493) (3.477) (3.422) (3.406) (3.419) (3.427) (3.431) (3.351) 

GEOGRAPHIC 

SEGMENT 
+ 

0.072*** 0.073*** 0.072*** 0.073*** 0.072*** 0.072*** 0.072*** 0.071*** 

  

(3.411) (3.438) (3.422) (3.465) (3.411) (3.393) (3.389) (3.375) 

INVENORY 

RECEIVABLE 
+ 

0.538** 0.538** 0.537** 0.538** 0.536** 0.536** 0.536** 0.557** 

  

(2.387) (2.388) (2.380) (2.389) (2.371) (2.372) (2.379) (2.490) 

CURRENT 

ASSET 
+ 

0.683*** 0.683*** 0.680*** 0.679*** 0.679*** 0.679*** 0.680*** 0.691*** 

  

(2.849) (2.844) (2.830) (2.842) (2.823) (2.830) (2.835) (2.802) 

LEVERAGE + 0.176 0.177 0.178 0.175 0.177 0.176 0.176 0.189 

  

(0.859) (0.867) (0.870) (0.854) (0.868) (0.866) (0.867) (0.925) 

BTM – -0.002 -0.003 -0.003 -0.002 -0.002 -0.002 -0.002 -0.003 

  

(-0.202) (-0.219) (-0.207) (-0.192) (-0.201) (-0.193) (-0.191) (-0.284) 

ROA – -0.121 -0.120 -0.118 -0.118 -0.118 -0.118 -0.117 -0.111 

  

(-0.682) (-0.677) (-0.667) (-0.670) (-0.666) (-0.666) (-0.665) (-0.606) 

NUM_ICW + 0.074* 0.075* 0.092** 0.092** 0.092** 0.092** 0.092** 0.076* 

  

(1.756) (1.782) (2.193) (2.212) (2.194) (2.200) (2.202) (1.788) 

AUDITOR + 0.038 0.039 0.040 0.040 0.040 0.039 0.039 0.054 

  

(0.393) (0.400) (0.410) (0.415) (0.410) (0.408) (0.407) (0.554) 

AUTENURE ? 0.010 0.010 0.010 0.010 0.010 0.010 0.010 0.011 

  

(1.432) (1.425) (1.409) (1.418) (1.410) (1.414) (1.414) (1.506) 

Adjusted R-Square 0.613 0.612 0.612 0.612 0.612 0.612 0.613 0.609 
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Table3. 16 Panel A-R2: LRS (2011) model of determinants of audit fees (Sample 2006, N=438, model R2)  

  

Dependent Variable=AUDIT FEE 

Sign 
AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL 

ARL 
1 2 3 4 5 6 7 

LAG +H3 0.352*** 0.346** 0.335** 0.338** 0.319** 0.325** 0.332** 0.253** 

  

(2.611) (2.542) (2.437) (2.451) (2.318) (2.294) (2.343) (2.006) 

TBDS + 0.008* 0.008* 0.008* 

    

0.007* 

  

(1.886) (1.873) (1.871) 

    

(1.834) 

BDSC + 

   

0.008** 0.008** 

   

     

(2.066) (2.049) 

   ASSETS + 0.414*** 0.414*** 0.415*** 0.414*** 0.414*** 0.433*** 0.433*** 0.423*** 

  

(11.532) (11.540) (11.566) (11.608) (11.608) (13.064) (13.068) (11.911) 

BUSINESS 

SEGMENT 
+ 

0.086*** 0.086*** 0.085*** 0.085*** 0.086*** 0.082*** 0.082*** 0.084*** 

  

(3.591) (3.573) (3.517) (3.532) (3.544) (3.427) (3.431) (3.443) 

GEOGRAPHIC 

SEGMENT 
+ 

0.066*** 0.066*** 0.066*** 0.067*** 0.066*** 0.072*** 0.072*** 0.065*** 

  

(3.106) (3.139) (3.121) (3.163) (3.110) (3.393) (3.389) (3.078) 

INVENTORY 

RECEIVABLE 
+ 

0.526** 0.526** 0.526** 0.531** 0.530** 0.536** 0.536** 0.547** 

  

(2.348) (2.350) (2.342) (2.377) (2.360) (2.372) (2.379) (2.457) 

CURRENT 

ASSET 
+ 

0.648*** 0.649*** 0.645*** 0.642*** 0.642*** 0.679*** 0.680*** 0.658*** 

  

(2.763) (2.759) (2.744) (2.746) (2.728) (2.830) (2.835) (2.728) 

LEVERAGE + 0.172 0.174 0.174 0.174 0.177 0.176 0.176 0.186 

  

(0.914) (0.924) (0.927) (0.927) (0.943) (0.866) (0.867) (0.987) 

BTM – -0.003 -0.003 -0.003 -0.003 -0.003 -0.002 -0.002 -0.004 

  

(-0.230) (-0.249) (-0.236) (-0.230) (-0.241) (-0.193) (-0.191) (-0.321) 

ROA – -0.120 -0.118 -0.117 -0.116 -0.116 -0.118 -0.117 -0.109 

  

(-0.703) (-0.697) (-0.686) (-0.682) (-0.677) (-0.666) (-0.665) (-0.618) 

NUM_ICW + 0.074* 0.075* 0.093** 0.092** 0.091** 0.092** 0.092** 0.076* 

  

(1.740) (1.767) (2.191) (2.176) (2.157) (2.200) (2.202) (1.775) 

AUDITOR + 0.007 0.008 0.009 0.009 0.009 0.039 0.039 0.026 

  

(0.078) (0.089) (0.100) (0.096) (0.096) (0.408) (0.407) (0.268) 

AUTENURE ? 0.010 0.010 0.010 0.010 0.010 0.010 0.010 0.011 

  

(1.436) (1.429) (1.412) (1.410) (1.401) (1.414) (1.414) (1.515) 

Adjusted R-

Square 

 

0.619 0.619 0.618 0.619 0.618 0.612 0.613 0.615 
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Table 3.16 Panel B-R1: LRS (2011) model of determinants of audit fees (Sample 2009, N=559, model R1) 

  

Dependent Variable=AUDIT FEE 

  

AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL 
ARL 

  

1 2 3 4 5 6 7 

LAG + 0.152 0.139 0.143 0.150 0.152 0.242** 0.244** 0.077 

  

(1.297) (1.187) (1.225) (1.283) (1.316) (2.052) (2.069) (0.693) 

ASSETS + 0.432*** 0.432*** 0.432*** 0.432*** 0.432*** 0.433*** 0.433*** 0.436*** 

  

(17.841) (17.851) (17.791) (17.798) (17.811) (17.807) (17.805) (16.692) 

BUSINESS 

SEGMENT 
+ 

0.129*** 0.129*** 0.129*** 0.129*** 0.129*** 0.128*** 0.128*** 0.128*** 

  

(4.470) (4.462) (4.459) (4.460) (4.457) (4.469) (4.470) (4.426) 

GEOGRAPHIC 

SEGMENT 
+ 

0.031*** 0.031*** 0.031*** 0.032*** 0.032*** 0.032*** 0.032*** 0.032*** 

  

(2.809) (2.812) (2.812) (2.814) (2.818) (2.847) (2.847) (2.817) 

INVENTORY 

RECEIVABLE 
+ 

0.485*** 0.484*** 0.484*** 0.481*** 0.481*** 0.473*** 0.473*** 0.490*** 

  

(2.672) (2.666) (2.664) (2.649) (2.644) (2.614) (2.616) (2.704) 

CURRENT ASSET + 0.546*** 0.546*** 0.546*** 0.547*** 0.548*** 0.550*** 0.550*** 0.551*** 

  

(3.945) (3.945) (3.948) (3.953) (3.955) (3.987) (3.987) (3.934) 

LEVERAGE + 0.386*** 0.388*** 0.388*** 0.386*** 0.386*** 0.380** 0.380** 0.392*** 

  

(2.600) (2.616) (2.611) (2.600) (2.595) (2.550) (2.551) (2.653) 

BTM – -0.024 -0.023 -0.024 -0.024 -0.024 -0.025 -0.026 -0.024 

  

(-0.637) (-0.627) (-0.634) (-0.639) (-0.639) (-0.680) (-0.681) (-0.624) 

ROA – -0.388** -0.388** -0.388** -0.388** -0.388** -0.388** -0.388** -0.384** 

  

(-3.908) (-3.906) (-3.906) (-3.916) (-3.914) (-3.949) (-3.948) (-3.867) 

NUM_ICW + 0.035 0.035 0.040 0.040 0.040 0.040 0.040 0.037 

  

(1.351) (1.373) (1.566) (1.571) (1.575) (1.576) (1.574) (1.444) 

AUDITOR + 0.304*** 0.304*** 0.306*** 0.306*** 0.306*** 0.306*** 0.306*** 0.306*** 

  

(3.739) (3.739) (3.755) (3.757) (3.759) (3.771) (3.771) (3.765) 

AUTENURE ? 0.008 0.008 0.008 0.008 0.008 0.008 0.008 0.008 

  

(1.381) (1.374) (1.378) (1.397) (1.398) (1.436) (1.435) (1.341) 

Adjusted R-Square 0.710 0.710 0.710 0.710 0.710 0.712 0.712 0.710 
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Table 3. 16 Panel B-R2: LRS (2011) model of determinants of audit fees (Sample 2009, N=559, model R2) 

  

Dependent Variable=AUDIT FEE 

  

AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL AB-ARL 
ARL 

  

1 2 3 4 5 6 7 

LAG + 0.264** 0.254** 0.258** 0.257** 0.249** 0.242** 0.244** 0.197* 

  

(2.309) (2.212) (2.247) (2.252) (2.217) (2.052) (2.069) (1.775) 

TBDS + 0.009*** 0.009*** 0.009*** 

    

0.009*** 

  

(4.045) (4.020) (4.030) 

    

(3.894) 

BDSC + 

   

0.010*** 0.010*** 

   

     

(4.250) (4.194) 

   ASSETS + 0.402*** 0.402*** 0.403*** 0.403*** 0.403*** 0.433*** 0.433*** 0.414*** 

  

(15.793) (15.794) (15.797) (15.846) (15.869) (17.807) (17.805) (15.533) 

BUSINESS 

SEGMENT 
+ 

0.120*** 0.120*** 0.120*** 0.119*** 0.119*** 0.128*** 0.128*** 0.118*** 

  

(4.102) (4.094) (4.084) (4.054) (4.053) (4.469) (4.470) (4.028) 

GEOGRAPHIC 

SEGMENT 
+ 

0.034*** 0.034*** 0.034*** 0.034*** 0.034*** 0.032*** 0.032*** 0.035*** 

  

(2.986) (2.989) (2.990) (2.984) (2.984) (2.847) (2.847) (2.993) 

INVENTORY& 

RECEIVABLE 
+ 

0.404** 0.403** 0.402** 0.397** 0.397** 0.473*** 0.473*** 0.417** 

  

(2.309) (2.299) (2.295) (2.268) (2.270) (2.614) (2.616) (2.384) 

CURRENT 

ASSET 
+ 

0.547*** 0.548*** 0.549*** 0.547*** 0.547*** 0.550*** 0.550*** 0.563*** 

  

(4.054) (4.056) (4.061) (4.050) (4.049) (3.987) (3.987) (4.112) 

LEVERAGE + 0.375** 0.377*** 0.377*** 0.378*** 0.377*** 0.380** 0.380** 0.381*** 

  

(2.575) (2.594) (2.589) (2.598) (2.597) (2.550) (2.551) (2.629) 

BTM – -0.026 -0.025 -0.026 -0.026 -0.025 -0.025 -0.026 -0.027 

  

(-0.698) (-0.684) (-0.696) (-0.693) (-0.689) (-0.680) (-0.681) (-0.722) 

ROA – -0.370** -0.369** -0.369** -0.369** -0.368** -0.388** -0.388** -0.362** 

  

(-3.839) (-3.840) (-3.836) (-3.841) (-3.832) (-3.949) (-3.948) (-3.751) 

NUM_ICW + 0.045* 0.045* 0.054** 0.052** 0.052** 0.040 0.040 0.046* 

  

(1.839) (1.861) (2.225) (2.155) (2.157) (1.576) (1.574) (1.895) 

AUDITOR + 0.207** 0.207** 0.209** 0.211*** 0.212*** 0.306*** 0.306*** 0.211*** 

  

(2.556) (2.557) (2.584) (2.608) (2.632) (3.771) (3.771) (2.608) 

AUTENURE ? 0.007 0.007 0.007 0.007 0.007 0.008 0.008 0.007 

  

(1.212) (1.211) (1.214) (1.212) (1.207) (1.436) (1.435) (1.213) 

Adjusted R-

Square 

 

0.719 0.718 0.719 0.719 0.719 0.712 0.712 0.717 
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 General Conclusions and Future Research Chapter 4

This thesis examines the complete path from determinants of governance quality through the 

effects of governance quality on firm value and financial reporting (Figure 1.1). This comprehensive 

approach produces different results than previous studies that have examined individual links separately. 

Previous studies focusing on outcomes such as Tobin’s Q and financial reporting quality, especially the 

studies of the US mandatory “one-size-fits-all” governance regime, have produced inconsistent 

conclusions (see Larcker et al. [2007] for a more detailed discussion). Furthermore, these researchers 

have focused on the technical issues needed to operationalize their research, including measurement 

errors in governance quality and endogeniety issues. To the best of my knowledge, researchers have 

rarely attempt to address the underlying problem at the conceptual level. That is, if mandated governance 

practices (e.g., the size and independence of the board, meeting frequency) do not fit a firm’s context-

specific needs based on their specific circumstances in the first place, how can they be effective in 

constraining managerial opportunism and maximizing firm value? 

My comprehensive approach also allows me to use consistent sample selection criteria and 

models with the same definition of common control variables to analyze both determinants and 

consequences of governance quality. This research design allows me to test whether my measurement of 

governance quality under a “comply or explain” regime is diagnostic of real differences of governance 

efficiency and effectiveness, and whether such benefits are real in terms of constraining managerial 

opportunism and maximizing firm value. Thus my conclusions are more reliable than conclusions reached 

by combining the results of different studies that use a variety of research design choices (e.g., sample 

selection, control variables, etc.) to study individual aspects of the path. My findings, based on the full 

path analyses, strongly support the construct validity of the measure of governance quality based on the 
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firm’s mandated self-disclosure of governance quality. Moreover, they establish the credibility of such 

disclosure.   

My examination of the ACM relationship from its determinants to its consequence for financial 

reporting is another full path analysis (Figure 1.1). The results show that the extent of proactivity or 

reactivity in an ACM relationship depends on the contextual features of the negotiations (e.g., governance 

quality). In addition, a more proactive ACM relationship improves the financial reporting quality and 

reduces the audit risk. These findings are consistent with agency theory, and establish the construct 

validity of “abnormal” audit report lags as an empirical measure of the extent of proactivity or reactivity 

in an ACM relationship.  

These two essays lay a solid foundation for future research. First, a unique dataset has been 

developed for two years’ sample periods, representing the evolutionary regulation changes in Canada’s 

“comply or explain” regime. The dataset has comprehensive coverage of governance quality, ownership, 

the backgrounds of directors and officers, internal control weakness, audit report lag, auditor fees, and the 

number of business or geographic segments; most of this data is not available in extant commercial 

databases (e.g., COMPUSTAT, AUDIT ANALITICS, etc.).  

Second, my findings establish the construct validity of two empirical measures derived from my 

unique dataset: 1) the measure of governance quality (47 dimensions) in the Canadian “comply or 

explain” regime; and 2) the empirical proxy for the extent of proactivity or reactivity in an ACM 

relationship. These two measures create further research opportunities in two understudied areas. The 

comprehensive governance score replaces the “usual suspects” of individual governance characteristics 

(e.g., size, independence, financial literacy, CEO founder status), allowing more in-depth research into 

“comply or explain” governance regimes. The empirical proxy for the extent of reactivity or proactivity in 

ACM relationships opens up the investigation of ACM negotiation using archival data. This use 
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of archival data addresses the problem of the generalizability of lab and field results to a broad 

population of real-world public companies, which has always been questioned, given the lack of 

convergent archival evidence. 

I plan use these insights  to extend my research on the Canadian “comply or explain” 

regulatory regime and to investigate 1) the impact of corporate governance on the ACM 

relationships after the introduction of Canada’s new auditing standards (CAS 700, effective 

December 15, 2010, when Canada converged to international audit standard); 2) the association 

between ACM negotiation and financial reporting transparency, measured by the readability of 

note disclosure, book-tax differences, and earnings management; 3) the explanatory power of 

corporate governance for the existence, mitigation, and remediation of ICW under the two 

ICOFR regulatory regimes (2006 and 2009); 4) the associations among corporate governance, 

ACM relationship, and both total auditor fee and audit-related fees; 5) the impact of the quality 

of the overall board on the quality of its subcommittees—nomination, compensation and 

governance (see Beasley and Salteiro [2001] on the association between quality of the overall 

board and the quality of audit committee); 6) the impact of the overall quality of the board and its 

compensation committee and nomination committee on the compensation, turnovers, and 

insurance coverage of directors and officers; and 7) the association between corporate 

governance, investment efficiency, and cost of debt and equity capital.  

My conclusions have important implications for regulators, auditors, and market 

participants, especially sophisticated investors such as analysts and institutional investors. From 

the regulator’s perspective, my study demonstrates the regulatory success of the Canadian 

corporate governance and internal control over financial reporting system in terms of the stated 
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goal of protecting shareholders. First, firms under “comply or explain” governance regimes tailor 

their governance practices to their economic circumstances, and such tailored governance serves 

the best interests of the shareholders by enhancing firm value and by aligning the interests of the 

providers and users of capital by constraining managers’ opportunistic behavior. Second, the 

revision of ICOFR regulations from a test of ICOFR design alone to the certification of ICOFR 

design and implementation effectiveness has been proven to successfully constrain discretionary 

accruals. My study suggests that this expansion of managements’ mandated responsibility for 

ICOFR has significantly reduced the need for intense oversight by corporate governance 

mechanisms both directly and indirectly through the ACM relationship. This is demonstrated by 

the analyses showing that both of these voluntary approaches were effective in improving the 

earnings quality before but not after the revision of ICOFR regulation.  

Moreover, despite regulatory attempts to improve audit quality by enhancing auditors’ 

independence, for example the prohibition on providing many non-audit services or giving the 

audit committee the responsibility for hiring and compensating external auditors (MI 52-110 

[CSA 2004c] and SOX 2002), audit partners continue to view themselves and are viewed by 

CFOs as “relationship managers” in both Canada and the US (MSG 2008; Cohen et al. 2002, 

2010). Hence, the effectiveness of this type of regulation has been questioned both by both 

researchers and practitioners. My findings suggest that a more proactive approach to ACM 

negotiation achieves the goal of improving audit quality and enhancing the quality of the jointly 

produced financial statements, while at the same time reducing the audit risk and therefore the 
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audit fees. Therefore, auditors may find that diligent and careful communication with CFOs 

about developing a more proactive relationship that serves the best interests of both parties.   

Furthermore, sophisticated market participants (e.g., analysts and institutional investors) 

may choose to exercise more diligence in a firm’s governance practice disclosure, as these 

disclosures contain useful and important information about the governance practice’s impact on 

firm value and its financial reporting process and outcome. In addition, an abnormally long audit 

report lag relative to the company’s industry peers or its previous years, indicates a lengthy and 

difficulty period of resolving contentious issues between auditors and CFOs in their joint 

production of the financial statements. This red flag should encourage investors or their 

intermediaries to exercise extra diligence and care in acquiring and interpreting the information 

disclosed by such companies.  
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Appendix ACoding scheme – Canadian “best practices” governance code 

The principles of the endorsed “best practices” are in bold font below. The plain text lists the items coded 

to meet the requirement for adoption. The principles and required items are organized by the original 14 

guidelines from Dey (1994) as codified by CSA in 2004 with additions for later requirements added 

including those items found in 

 CSA (2004a) Multilateral Instrument 58-101 

 CSA (2004c) Multilateral Instrument 52-110  

 CSA (2005)  Multilateral Instrument 52-109 

Guideline 1 

The Board of Directors should explicitly assume responsibility for stewardship, specifically for the 

strategic planning process, the identification of risks and risk management systems, succession 

planning, communications policy, and internal control and management information systems. 

1. The Board of Directors explicitly assumes responsibility for the strategic planning process. 

2. The Board of Directors explicitly assumes responsibility for the identification of risks and 

risk management systems. 

3. The Board of Directors explicitly assumes responsibility for succession planning. 

4. The Board of Directors explicitly assumes responsibility for the company’s communications 

policy. 

5. The Board of Directors explicitly assumes responsibility for the company’s internal control 

and management information systems. 

Guideline 2 

The board of directors should be constituted of a majority of unrelated directors. 

6. The board of directors is constituted of a majority of unrelated directors. 

7. The chair of the board of directors is an independent director. 

8. Independent directors hold separate, regularly scheduled meetings. 

Guideline 3 
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The circumstances of each individual director should be examined in determining their 

relationship.  Firms should disclose annually whether a majority of directors are unrelated. 

9. The firm has explicitly disclosed for each individual director whether he/she is unrelated. 

Guideline 4 

Firms should have a committee of directors for nominating new directors and assessing directors 

on an ongoing basis.  The members of this committee should all be non-management. 

10.  There is a committee that has responsibility for nominating new directors. 

11.  All members of the nominating committee are non-management.   

12.  The firm must disclose the nominating committee’s charter. 

Guideline 5 

Firms should implement a process of assessing the effectiveness of the board, its committees, and 

individual directors. 

13.  A process has been put in place to assess the effectiveness of the board or individual 

directors. 

Guideline 6 

An orientation and education program should be implemented for new board members.  

14.  An education/orientation program is in place for new board members. 

15.  Measures have been taken to provide continuing education for members. 

Guideline 7 

The board should consider its size and the potential for reduction. 

16.  The board has discussed whether its size has been considered. 

Guideline 8 

The board should review the adequacy and form of the director’s compensation. 



 

266 

 

17.  Director compensation has been reviewed and determined appropriate by the board or a 

committee of the board. 

Guideline 9 (see also Guideline 17) 

Committee members for compensation/human resources (HR) and governance committees should 

be outside directors (non-management) and a majority should be unrelated. 

18.  The firm must disclose the compensation/HR board committee membership. 

19.  Every member of the compensation committee is non-management and the majority is 

unrelated. 

20.  The firm must disclose the governance committee membership. 

21.  Every member of the governance committee is non-management and the majority are 

unrelated. 

Guideline 10 

Firms should have a committee with responsibility for governance issues. 

22.  A committee has been created that is responsible for corporate governance. 

Guideline 11 (see also guideline 15) 

Position descriptions should be developed for the board and the CEO.  Corporate objectives should 

be approved/developed by the board. 

23.  Written position descriptions exist for the corporation’s senior officers (e.g., CEO) and 

board members. 

24.  The board approves and develops the CEO’s corporate objectives and goals. 

25.  Written position descriptions exist for the chair and chairs on each board committee. 

Guideline 12 

Firms should have structures and procedures so the board can function independently of 

management. 

26.  Procedures exist that allow the board to operate independently of management. 
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Guideline 13 

The audit committee should:  be composed only of outside directors, have its responsibilities 

specifically defined, have direct communication channels with internal and external auditors, and 

have oversight responsibility for the system of internal control. 

27.  The audit committee is composed only of outside directors.   

28.  The audit committee has specifically defined responsibilities. 

29.  The audit committee has direct access to external and internal auditors. 

30.  The audit committee has oversight responsibility for the system of internal control. 

31.  The firm must disclose the text of the audit committee’s charter. 

32.  The firm must disclose the name of each audit committee member. 

33.  The audit committee is composed entirely of independent directors. 

34.  The audit committee is composed entirely of directors who are financially literate. 

35.  The firm must disclose the education and experience of each audit committee member that is 

relevant to the performance of his or her responsibilities. 

 

Guidelines for Auditor Fees  

36.  The firm must disclose under the caption “Audit Fees” the aggregate fees billed by the 

issuer’s external auditor in each of the last 2 fiscal years.   

37.  The firm must disclose under the caption “Audit-Related Fees” the aggregate fees billed in 

each of the last two fiscal years for assurance and related services by the external auditor that 

are reasonably related to the performance of the audit or review. 

38.  The firm must disclose under the caption “Tax Fees” the aggregate fees billed in each of the 

last 2 fiscal years for professional services rendered by the issuer’s external auditor for tax 

compliance, tax advice, and tax planning. 

39.  The firm must disclose under the caption “All Other Fees” the aggregate fees billed in each 

of the last two fiscal years for products and services provided by the issuer’s external auditor, 

other than the Audit Fees, Audit-Related Fees and Tax Fees.  

Guideline 14 

A system should exist to permit individual directors to engage outside advisers at the expense of the 

corporation in appropriate circumstances. 

40.  Directors can seek outside advisers when they need to. 
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Guideline 15 (relates to Guideline 11) 

This requirement comes from Multilateral Instrument 52-109 

41. The firm must disclose that the CEO, CFO, or management has signed off on the financial 

statements.   

Guideline 16 (relates to Guideline 1) 

Form 58-101F1 (Multilateral Instrument 58-101 refers us to this document for all required 

disclosures.  This form tells us which corporate governance disclosures are required in an Annual 

Information Form (AIF)). 

42. The firm has adopted a code of business conduct and ethics for its directors, officers and 

employees. 

43. The Board of Directors specifically assumes responsibility for monitoring compliance with 

its code of business conduct and ethics. 

44. The firm must disclose if it has granted a waiver from a provision of the code of ethics in 

favour of a director or officer.  The nature of the waiver, the name of the person to whom the 

waiver was granted, the basis for granting the waiver, and the waiver date must also be 

included. 

Guideline 17 (relates to Guideline 9) 

From Multilateral Instrument 58-101, Disclosure form 58-101F1 – Executive Compensation Committees. 

45. The firm has a compensation committee. 

46. The compensation committee is composed entirely of independent directors.   

47. The firm must disclose the text of the compensation committee’s charter. 
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Appendix B Description of Independent Variables and Control Variables 

Variable Name Definition 

AB-ARL Abnormal audit report lag, the error term from the 

models of ARL determinants. 

AB_NPAP Abnormal number of professional accountants. The 

residuals of the regression of the logarithm of the 

number of professional accountants on the measures of 

firm size, risk, and complexity. 

ACINDEP An indicator variable equals one if audit committee is 

100% independent and zero otherwise. 

ACSC Made up of 9 items (max score of 18, min score 0). All 

items in Guideline 13 on Audit Committees described 

in Appendix A. 

AGE  The logarithm of the number of years that the firm is 

publicly traded. 

ARL Logarithm of audit report lag, the number of days 

between the audit report date and the fiscal year-end 

date.  

ASSETS Logarithm of total assets at the end of year t.  

AUDITCH An indicator variable equals one if there is a change in 

auditor in year t compared to year t-1, and zero 

otherwise.  

AUDIT FEE Logarithm of total audit fees.  

AUDITOR An indicator variable equals one if Big-4 auditor for 

year t, and zero otherwise.  

AUTENURE The number of years that the firm has been working 

with its current audit firm.  

BDSC Board score made up of 38 items in Appendix A, that 

is, all items except Guideline 13 Audit Committees (9 

items). 
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Variable Name Definition 

BDSC (A) and TBDS (A) Governance best practice adoption measures 

employing a three-point scale 

 2 = Adopted best practice 

 1 = Did not adopt best practice but disclosed 

and gave explanation as to how the 

governance principle was attained. 

 0 = Did not adopt best practice and did not 

give explanation; or did not disclose 

adoption despite requirement to do so. 

BDSC (B) and TBDS (B) Governance best practice adoption measures 

employing two-point scale  

 1 = Complied with best practice; or, did not 

comply with best practice but disclosed and 

gave reason as permitted as to how goal was 

attained without adoption of best practice. 

 0 = Did not comply with best practices and 

did not give reason; or did not disclose at all 

despite requirement to do so. 

BLOCK An indicator variable equals one if there is a block 

shareholder with more than 10% ownership, and zero 

otherwise. 

BTM Book to market ratio. 

BUSINESS SEGMENT The number of business segments collected from the 

financial statements.   

BUSY An indicator variable equals one if fiscal year ends in 

December or January,  and  zero otherwise. 

CEO FOUNDER Indicator variable equals one if the firm has founder of 

the company serving as CEO, and zero otherwise.  

CFOFE An indicator variable equals one if CFO holds any 

professional accounting designation (i.e., CA, CMA, 

CGA and CPA), and zero otherwise.  
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Variable Name Definition 

CFO VOLATILITY The standard deviation of cash from operations, scaled 

by total assets, from year t-5 to year t-1. 

CONCENTRATION INDEX  Industry Concentration is measured as the Herfindahl 

index of industry sales. 

CURRENT ASSETS Current assets divided by total assets. 

DDAAQ The average of the absolute value of the residuals from 

Dechow and Dichev (2002), estimated in a cross 

section from year t-5 to year t by twelve Fama-French 

industry categories and by year. 

EPSBAD An indicator variable equals one if earnings per share in 

the year t drop relative to year t-1,and zero otherwise.  

FINANCE INDUSTRY An indicator variable equals one if the firm’s SIC code 

equals 6000-6999 and zero otherwise. 

FOREIGN TRANSACTION An indicator variable equals one if the firm has a 

nonzero foreign currency translation in fiscal year 2006 

and zero otherwise.  

FORTRAN An indicator variable equals one if the firm has a 

nonzero foreign currency translation in year t, and zero 

otherwise.  

GEOGRAPHIC  

SEGMENT 

The number of geographic segments.  

GROWTH The average growth in sales from t-2 to t. 

ICW An indicator variable, equals one if there is internal 

control weakness, and zero otherwise. 

ICW-ACCOUNT An indicator variable, equals one if there is account-

level internal control weakness (segregation of duties 

and lack of knowledge of accounting), and zero 

otherwise.  

ICW-FIRM An indicator variable, equals one if there is firm-level 

internal control weakness (lack of non-accounting 

knowledge, a weakness in the accounting system, 

information system problems), and zero otherwise. 
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Variable Name Definition 

INVENTORY & RECEIVABLE Account Receivables and Inventory scaled by total 

assets at the end of fiscal year t. 

INVESTMENT OPPORTUNITIES The ratio of capital expenditure to total assets 

INSTITUTIONAL BLOCK An indicator variable equals one if the firm has 

significant institutional shareholders (greater than 

10%), and zero otherwise. 

INSTOWNPCT Percentage of institutional ownership. 

INSTITUTIONAL BLOCK An indicator variable equals one if there is an 

institutional blockholder who owns more than 10% of 

shares and zero otherwise.  

LEVERAGE Long term debt plus short term debt divided by total 

assets at the end of fiscal year t. 

LOSS An indicator variable equals one if the average of 

earnings before extraordinary items in t-1 and t is 

negative and zero otherwise. 

M&A An indicator variable equals one if the company has 

merger or acquisition activity and zero otherwise. 

MBALLAAQ The average of the absolute value of the residuals from 

the Dechow and Dichev model modified by McNichols 

(2002), Francis et al. (2005), and Ball and Shivakumar 

(2006) by adding an indicator variable of current-year 

cash flow and its interaction with the level of cash 

flows. The measure is estimated in cross section from t-

5–t by Fama-French industries and by year. 

NATURAL RESOURCE An indicator variable equals one if the firm’s SIC code 

equals 1000-1119, 1400-1499, 1200-1300, 1310-1339, 

1370-1382, 1389, 2900-2910, or 2990-2999, and zerio 

otherwise. 

NUM_ICW Number of internal control weakness self-reported by 

the firm in MD&A. Hand collected from annual report.  

  



 

273 

 

Variable Name Definition 

REGULATED  An indicator variable equals one if the company’s main 

industry is telecommunications (SIC 4810-4813), 

finance (SIC 6000-6999) and utilities (SIC 4900-4949), 

and zero otherwise. 

RESTATE An indicator variable, equals one if the company 

restates its year t financial statement at a later date, and 

zero otherwise. 
49

 

ROA Net income divided by total assets. 

SALES VOLATILITY The standard deviation of sales, scaled by average 

assets between t-5 and t-1.  

TBDS Made up of all 47 items in Appendix A (max score of 

94, min score 0), equaling to the sum of ACSC and 

BDSC. 

TOBINQ1 The market value of assets divided by the book value of 

assets (Compustat item AT), where the market value of 

assets is computed as book value of assets plus the 

market value of common stock (Compustat item 

MKVALT) less the sum of the book value of common 

stock (Compustat item CEQ) and balance sheet 

deferred taxes (Compustat item TXDB).  

TOBINQ2  The market value of assets divided by the book value of 

assets (Compustat item AT), where the market value of 

assets is computed as the sum of book value of 

liabilities (sum of Compustat items of DLC and DLTT)  

plus market value of common equity (MKVALT).  

UTILITIES INDUSTRY  An ndicator variable equals one if the firm’s SIC code 

equals 4900-4949 and zero otherwise. 

ZSCORE Altman (1968) Z-score to measure distress risk. 

 

 

                                                      

49
 Restatement is identified if Capital IQ tags “restatement” for the company’s financial statement in year t. The 

restatement data for year 2006 (2009) is collected in March 2012 (2013).  


