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Abstract

We examine the decline of Xerox Corporation. Prior research focuses on the decline
issue from the perspectives of business strategic and organizational failures. The strategic
and organizational mishaps are a part of the picture of a total collapse. From our literature
review, however, we discover that management’s short-run outlook that leads to erroneous
decisions is the most critical part of the failure. Management fails because it relied on a
short-run accounting numbers such as full costs, profits, and return on investment provided
from an inadequate management (accounting) control system. The system makes no efforts
to measure many crucial variables closely related to the launching of a new product such as
market domination, revolution of the back-office operations, and increased efficiency and
effectiveness of business processes. In other words, there is no consideration of
non-accounting-measureable variables in the system and also in the minds of the top

management of Xerox.
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1. INTRODUCTION

Stories about Xerox Corporation’s rise in the copiers industry in the 1960s and fall in
the computers industry in the 1970s have been told partially from the organizational and
partially from the strategic perspectives. The fall aspect can be categorized in three areas:
organizational failures, strategic failures, and management failures. The first two have been
well written and published in books and various journals ( McCardell 1985 ; McCullough
1986 ; Wang 1986 ; Smith and Alexander 1988 ; Hiltzik 1999 ) . The strategic errors are
mainly the acquisition of Scientific Data Systems (SDS) and the late entry into the
computer market to compete directly with the IBM. The organizational errors center on the
cross-functional investment centers where divisional heads are confused with their
authorities and lines of reporting ( Smith and Alexander 1988, 37, 149) .

The strategic and organizational failures can both be attributed, in part, to
mismanagement. The major functions of the top management are setting forth a vision as
well as goals for the organization and then proceed to execute strategies through planning
and control. In the 1960s under the helm of Joe Wilson and Peter McCullough, the process
of vision/goals-strategies-planning-and-control was well executed and the results
catapulted Xerox from a sales of $32 million in 1959 to a sales of over $1 billion in 1968

( Smith and Alexander 1988, 28 ) . At the high of its market price in 1966, the stock stood
at $2673/4 per share (Brooks 1969, 169). In the same period, total employment jumped
from 900 to more than 24,000. This phenomenal success was due to the Wilson’s vision of
the future of communication in the back offices in business organizations coupled with
McCullough’s sales and marketing skills. Furthermore, behind their vision and marketing
talents were underscored with their daring in making decisions under risks. The creation of
the first dry-copy copier, Xerox 914, was Wilson’s relentless pursuit as his mission over a
span almost 10 years and the success of marketing and sales was due to McCullough’s
foresight to develop a nation-wide distribution channel before the emergence of a very
profitable Xerox 914 copier. Their joint efforts as a management team were the driving
force behind the success of the copier business for Xerox in the 1960s. But then, Xerox
stumbled.

The momentum of the success in the copier business did not carried Xerox forward in
its pursuit of the computer business in the 1970s even though Xerox had assembled a
group of most talented computer scientists housed in the Palo Alto Research Center
(PARC) in California. PARC did create a time sharing system and a distributed net-work
system, and even a personal computer in the late 1960s ahead of other computer companies.
Yet, Xerox failed in transforming these innovative information systems into marketable
commercial products and captured the wide-open computer market in the early 1970s and

2
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onward. As pointed out at the onset of this paper, the strategic and organizational
failures to explain the decline of Xerox, beginning in the late 1960s and the early 1970s
were well documented. This paper attempts to explain the management failure from the

perspective of a sound management (accounting) control system.

2. THE INNOVATION/CREATION ENVIRONMENT
2.1 The History

The history of Xerox begins in the 1940s when it was called the Haloid Company, a
small photographic paper and supply firm located in Rochester. The company sold a
product called Model A, first product based on xerography ( Smith and Alexander 1988,
25) . The quality of the output from the copier and the efficiency of the process of
operating on it are something short of desirable. Model A offered no break-through for
Haloid in competition for gaining the market share.

Joe Wilson, Haloid’s visionary leader then, was constantly looking for innovative
products that could revolutionize the copier technologies with ultimate objective of making
office operations efficient and effective. Essentially, he wanted a heretofore an
unprecedented product that will dominate the copier market. Thus, under his vision and
ambition, the company plowed every dollar earned into research and attempted to discover
a panacea. In 1959, Haloid produced the first prototype of the long awaited plain paper
office copier, the 914 copier ( Smith and Alexander 1988, 27 ) . To turn the prototype into
commercial products required a large sum of capital investment in manufacturing. Wilson
was told by the board to turn to other companies for the financial burden of manufacturing
and marketing. He approached IBM and others even though McCullough and others in
Haloid would like to keep the product in the company, exclusively. But the event turned
out to be in McCullough’s favor, i.e., IBM and others rejected Haloid’s offer. Wilson
turned to the board for support to take on the big stick of manufacturing and selling 914
copiers by Haloid-Xerox. In March 1960, the first 914 copier was shipped. With the sales
and distribution channels well established by McCullough, sales of the 914 copier took off
quickly. In 1959, Haloid-Xerox’s final year before the 914, annual sales were only $32
million. In 1961, the first full year of 914, sales reached $61 million. In 1968, the ninth
year of 914, sales climbed to $1.125 billion. It was the first company in the U.S. industries
that reached $1 billion mark in sales within ten years. In the same period, annual profits
soared from $2.5 million to $138 million ( Smith and Alexander 1988, 28 ) .

After the 914 model, Xerox continued to innovate and improve the copier

technologies and to dominate or monopolize the copier industry throughout the 1960s and
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early 1970s. Nevertheless, Xerox was labeled as a single-product company. Understanding
this public image of a single-product company McCullough began to promote and
advocate his idea of “the architecture of information” based on digital computer
technology. He firmly believed that computer would be the future of the office and Xerox
must prepare to integrate its copier technology with the computer technology to compete, if
not to lead, the information industry. Furthermore, Jack Goldman, head of research at
Xerox, told McCullough that Xerox’s copier business could be vulnerable when new
strong competitors such as the IBM, Kodak and Japanese firms entered the market. To
build up the future businesses, Xerox must establish the best research center to develop
new technologies of information systems based on digital computers. McCullough

accepted Goldman’s recommendation.
2.2 Scientific Data Systems (SDS) and Palo Alto Research Center (PARC)

The first step to build up competitive power in the computer market for Xerox,
according to McCullough’s ambition, was to acquire a computer company. In this regard,
he searched through the entire field of the information technology firms and approached
some of them for a possible acquisition, but none expressed interest in it except Scientific
Data Systems. In 1969, McCullough paid an unthinkable amount of money, $900 million,
to be exact, to acquire SDS when SDS annual sales were $100 million and profit $10
million. As its niche, SDS sold its computers to scientists and engineers and SDS was not
considered compatible with McCullough’s goal of transforming Xerox into a great
communication company by developing the “architecture of information” as the future
mission of Xerox ( Smith and Alexander 1988, 53 ). SDS’s top management was instructed
to compete directly with IBM with an On-line Office Systems (POLOS) developed and
supported by the Palo Alto Research Center. In other words, McCullough wanted SDS to
enter the computer commercial market and transformed Xerox into a digital
communication company. It turned out that Palvesky, the CEO of SDS, did not appreciate
the new technologies developed in PARC and John Pake, manager of PARC, did not like
to make PARC as a supporting unit of SDS. So, the partnership of SDS and PARC as
perceived by McCullough became an illusion.

In 1970 and 71, when the economy fell into recession, SDS incurred losses in
earnings and the losses continued every year to 1974 with accumulated losses of $180
million in a span of six years ( Smith and Alexander 1988, 126 ) . As advised by his staff
that the losses would be a bottomless hole in the years to come, McCullough had no choice
but to find a way to discontinue the operation of SDS. In 1975, the board of directors

approved his request to write off the investment in and operational losses of SDS, totaling
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in almost $1.3 billion--the saga of SDS, dubbed as the “McCullough’s folly” came to the
end ( Smith and Alexander 1988, 128) .

In 1970 the year following the acquisition of SDS, McCullough approved Jack
Goldman’s request to establish the best research center with almost unlimited resources.
McCullough’s aspiration of the “architecture of Information” is to lead the digital
communication business via SDS with innovative technological tools to be created by
Xerox’s superior research and development. But, at this time, nobody in the company
knew exactly what these new tools were and what the architecture of information meant.
The digital future of Xerox fell in the shoulders of Goldman who, for the future of Xerox’s
continuing growth in sales and profit, sensed keenly the direction of future growth was to
“develop a machine based half on xerography and half on digital technology.” ( Smith and
Alexander 1988, 33) .

Accordingly, Goldman began his recruiting efforts for the top-rated researchers in the
computing discipline. He first hired George Pake to set up and manage the proposed Xerox
research center while he himself remained the chief spoke-person for research and
development at the headquarters. Pake, a physicist and academician, did not understand
computer science and that proved to be a fatal mistake for Xerox’s research center later
one. Pake was sold by Goldman’s promise to build a research center as well-known as
legendary Bell Labs. The center contemplated by Goldman and Pake was a unit
independent of any of Xerox’s divisions and the operational process is bottom-up rather
than traditional top-down. Goldman did consider to merge the new unit with the research
unit of the SDS but was rejected by SDS for the reason its management did not believe in
Goldman’s illusive ideas of the digital future. First thing first, with Pake’s persuasion,
Goldman agreed to locate the research center at Palo Alto, California, nearby Stanford
University with strong computer science programs and the silicon area of high-tech
companies. Hence, the center is called Palo Alto Research Center (PARC). Then Pake
began his national recruiting campaign. He first hired J.C.R. Licklider who was a
psychology professor at M.LLT. and known for his publication of “Man-Computer
Symbiosis,” the concept of human-computer interactions in the real-time mode. Meanwhile,
Bob Taylor, another firm believer in interactive computing system, was hired to head the
Computer Science Laboratory at PARC. Years before joining PARC, Taylor had talked to
SDS about commercializing the time-sharing system and was rejected this experience
convinced him that PARC would never work well under the SDS wing. Through Taylor’s
connections with the academic and computer worlds, Xerox had successfully recruited a
group of best minds in science and engineering and three areas of research were created:
the General Science Laboratory (GSL), the Computer Science Laboratory (CSL) and , the
Systems Science Laboratory (SSL). GSL was to engage in basic research in science. CSL
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focused its research in computer hardware and software and SSL was the extension of CSL
to develop the sharing system and the interactive communication system. PARC was in full
operation in 1971 as an independent research unit of Xerox with Pake as its manager

reporting to Goldman at the headquarters.
2.3 The Beginning of the Fall of PARC

PARC was destined to be a failure from its beginning due to, first, its isolation,
physical and organizational, from the top management; second, lack of business
leaderships; finally, a strategic error committed by top management about its
incompatibility with SDS in terms of their missions. But the problem became acute in 1972
when President McCardell announced the “collapse of the computer and copier businesses
into three large functional groups and eliminated Goldman’s authority over developing
products from emerging inventions” at PARC. Worse, Jim O’Neill, a former Ford financial
executive, was assigned to head the newly-formed Information Technology Group (ITG)

consisting of the computer and copier businesses. PARC was a part of the computer group.

The authority over new products development was not in the hands of Goldman who
supported McCullough’s dream of the architecture of information for the future’s office
operation, but falling into the hands of McCardell and O’Neil both of whom carried with
them the Ford’s philosophy of management by numbers. Their decisions were based on
measurements of costs, market shares and profits. No room for qualitative considerations.
In other words, risk-avoiding was their intrinsic management value. Goldman, on the other
hand, would confidently plunge into a new market with a new IT product coming out of
the research and development labs. The reason he left Ford for Xerox was because the
Ford’s top management was running businesses by numbers ( Smith and Alexander 1988,

10) . Now Goldman was into the same dilemma at Xerox.

Goldman as PARC’s spokesperson at the headquarter, had lost the authority over new
IT research projects in Xerox and Pate, the manager of PARC, had no business experience
at all to commercialize the invented products of the Center. Likewise, all researchers at
PARC were all the first-rated scientists, but none of them knew what to do about their new
technologies. The transformation of new technologies into commercial products was
Goldman’s territory and he was willing to take risk based on his business acuteness. But he

no longer carried a big voice advocating for Xerox’s future market of digital products.

The conflict between Goldman and O’Neil came to the surface over the marketing of
one PARC new invention, laser printer. In Goldman’s view, the new printing technology
can easily be attached to Xerox copier 7000 to transform the copier into a laser printer.
Xerox copiers 7000 were already in the clients’ offices and all it was needed was to train

the sales representatives how to sell the new product. It will not cost significantly to
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produce the product. Yet, in the view of O’Neil, Goldman’s analysis was defective in
many respects. What were the costs of production and marketing? What were the estimated
sales? What were profit contributions? What was the return in investment from this new
product? Goldman’s enthusiasm of and faith in the new product could not sustain O’Neil’s

quantitative logic.

Robert Porter, the head of the subsidiary in Dallas, Texas, did manage to meet
PARC’s scientists in a meeting but it only led to animosity between them. Porter thought
that PARC’s talented scientists were all living in the clouds, too pedantic to know how to
make money. Porter’s new mission with the newly-established outfit was to make money
and the quickest way to achieve it was to produce and market a product to enter the
currently existing market of electro-mechanical typewriters, a primitive word process
system. Porter presented a plan supported with quantitative analysis in terms of costs,
profits, market share and return on investment. The plan appealed well to O’Neil and
McCardell both of whom were the gurus of the management-by-number philosophy and
thus enjoyed their blessings. Yet, a new product, Model Xerox 850, developed and
marketed by Porter’s Dallas subsidiary did not compete well in the market because it did
not offer more advantages than IBM’s word processors. It failed a year after it was

introduced into the market!

At the time when Model 850 was being developed, a word processing system in
computer had been invented by PARC and Goldman tried to convince Porter to promote
this product as the future savior of Xerox very much like the first paper copier did for
Xerox in the 1960s. Porter had no liking for Goldman’s ideas about the dream of
information architecture that was actually advocated by McCardell in the late 1960s. Had
Porter accepted Goldman’s idea, Xerox would be the first to market the computer-based
word processing system and would become the leader in the word processing market that
could reach $1 billion in 1980 by estimate ( Smith and Alexander 1988, 237) . In 1978,
Wang Laboratory demonstrated its first such systems in a computer convention and
garnered huge attentions of the attendants. Quickly, the Wang office systems spread like
wild fire and Wang Lab established its leadership in the office-systems market. The
Xerox’s failure to promote its own inventions was, again to great extent, the victim of its

management by number.

The philosophy of management by number is appropriate for established products in
established markets, but not for launching new products to create new markets. O’Neil’s
and McCardell’s investment decisions that relied primarily on accounting measures would
lead them astray in terms of their search for expansion and growth of Xerox. What was

needed for them is a management or accounting control system characterized with
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non-historical and non-measurable dimensions of variables to be considered for decisions.
It is obvious that decisions have to be based on measures of projected consequences of
available alternatives. It is not, however, obvious that decisions will be based
non-measurable variables unless the control systems of the firm is so designed and
information provided by the system is fully shared by all agents involved in the decision

Processes.

3. MANAGEMENT (ACCOUNTING) CONTROL SYSTEM
3.1 Vision and Strategy

Every successful company practices a management cycle that begins with formation
of a vision (by the top executives) and planning (about goals, strategies, and budgets),
follows with measurements of performance, and ends with exerting organizational
feed-back controls. This cycle is formally recognized as a management control system

( Anthony and Govindarajan 2007, 3, 7) , or as management accounting and control
systems ( MacIntosh and MacLean 2015, 2) . From the cycle standpoint, the system
represents “the process of identification, measurement, accumulation, analysis, preparation,
interpretation, and communication of information that assists executives in fulfilling
organizational objectives...” (Horngren and Sundem 1990, 4) . The cycle is perpetual in
motion and repeating itself. From the system perspective, it is, extrinsically, a somewhat
mechanical but intrinsically, a very dynamic process consisting distinctive flow-through
activities (refer to Figure 1). A critical activity in the cycle is feedback control that triggers
beginning of a new cycle. Feedback control is a function of information on performance
evaluation. In other words, decision-makers in the strategic planning process make
decisions about strategies, goals and benchmarks to reflect what the feedback information
calls for. “Management control is a must in any organization that practices
decentralization.” ( Anthony and Govindarajan 2007, 1) .
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Figure 1: A Generalized Management (Accounting) Control System

The flow-through activities in the management control system of an organization
begins with its top executives, where they clearly spell out their visions and goals for an
organization. Vision is noble and abstract and goals are concrete and measureable in nature.
For example, a vision may be that the leaders would like to take the firm to be the leader in
the industry in which it operates and the goals are 10% profit margin and 12% return on
investment for the three years. The next step is to identify and establish strategies the
implementation of which will achieve goals that, in turn, contribute to the realization of the

vision.

In the case of Xerox, Wilson provided the vision of establishing and leading the
xerographic technology market and McCullough the vision of the architecture of
information. Wilson relentlessly pursue his dream by daring to take risk of investing huge
amount of capital in research and product development and succeeded in producing the
winning copier, Model 914 (Hiltzik 1999 ) . Although McCullough had provided a grand
vision, he subsequently failed in following up with the huge investment in PARC. He let
McCardell and O’Neil who were number-based and risk-aversion decision-makers to lead
Xerox’s research and product development and they, being not engineers, did not realized

the potentials of those inventions made in PARC. Furthermore, the chief IT executive, Jack
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Goldman, was re-legated to an insignificant executive position and no one else could voice

for PARC’s operations relative Xerox’s goals and strategies ( Hiltzik 1999) .
3.2 Measurements and Evaluations

Along the way, Xerox also committed strategic errors in the 1970s that contributed to
its demise. The first error was a decision not to market laser printer to capture the printer
market that was wide open in the early 1970s. The second error was the failure to market
Alto, a personal computer, also in the early 1970 to capture the personal computer market.
The third strategic error was the neglect of the lower-end copier market, that led to the
invasion of Japanese companies and eventually erode Xerox’s market share. These
strategic errors were attributed, in part, to management’s not being able to think beyond
numbers; in another part, to inadequate measurements of performance in the planning and

decision-making process.

Measurements of an organizational performance allow its management to evaluate the
results of executing strategies and plans against the standards such as budgets or some
predetermined financial benchmarks. Performance measurements are crucial because you
get what you measure ( Hauser and Katz 1998 ) . Incomplete measurements could lead to
incorrect decisions. Faulty measurements could lead to faulty decisions ( Kaplan 1986 ;
Keegan, Eiler and Jones 1989 ; Flamholtz 1992 ; Kaplan and Norton 1996 ; Bourne, Neely,
Mills and Platts 2003 ; Melnyk et al. 2005 ) .

In the case of Xerox, management relied heavily on accounting measurements, mainly
profit and return on investment. Return on investment was first adopted by DuPont in the
early 1900’s by its owner who understood the technologies processes that underpinned its
business activities ( Kapland and Johnson 1987, 85) . By the 1950’s and 1960’s, ROI has
become the sole measure of success for many companies (Kapland and Johnson 1987) .
The management accounting system, then, has failed to keep pace with the evolution of
globally competitive business environment process technologies ( Drucker 1992 ) . The
management by number philosophy has led to the problem of the short-run performance
measure focus ( Dearden 1969 ; Kaplan and Norton 1996). Consequently, managerial
decisions are based on full costs that serve to drive revenues (prices) that, in turn, drive
profit and ROI. The pitfall of this philosophy is to allow no room for qualitative
considerations ( Kaplan and Norton 1996 ). Thus, if the ventures of marketing laser printers
and personal computer, Alto, in Xerox did not provide a favorable prospect of a
cost-volume-profit relationship, they were considered not worthy of investments. But, full
costs, profit and ROI are incomplete measures, because Xerox’s executives either did not
understand or simply ignore other important decision variables one of which is a

brand-new product to create a new market — the so-called blue ocean strategy (Kim and
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Mauborgne 2005 ) . Other decision intangible variables include customer satisfaction and

acceptance, market share, and competitive advantage with a unique product — this is the

so-called balanced scorecard approach in the literature of performance measurements
(Kaplan and Norton 1996 ) .

Profit and return on investment are short-run measurements and so they could not
foretell performance in the future. The defect underlining these measures grounds on the
measure of investments based on historical costs and related measurement issues ( Mowen,
Hansen and Heitger 2014, 532 ; Braun and Tietz 2015, 585 ; Jiambalvo 2016, 448 ; Kapland

and Johnson 1987, 3 ) summarize the above thoughts as follows:

“Today’s management accounting systems provide a misleading target for
management attention and fail to provide the relevant set of measures that appropriately
reflect the technology, the products, the process, and the competitive environment in which
the organization operates. Originally designed in this century to help coordinate the diverse
activities of emerging vertically integrated enterprises, financial measures such as return on
investment (ROI) have become for many organizations the only measure of success.
Financial managers, ..., become isolated from the real value-creating operations of the
organization and fail to recognize when the accounting numbers are no longer providing

relevant or appropriate measures of the organization’s operations.”
3.3 Cost, Strategic Costs, and Cost Centers

Cost-volume-profit analysis is an important part of a management accounting system
as exhibited in every managerial accounting textbook. Profit is determined by how product
costs are measured and how the market share can be expected based on product costs.
Profit measure is a reflection how the market accepts a product and what prices a firm has
to pay for production factors — this is the market control hypothesis ( MacIntosh and
MacLean 2015, 136) . The cost measures under the market control hypothesis is full
costing based on generally-accepted accounting principles. Full costing does not serve well
for decision making on launching a new product as illustrated in many accounting
textbooks (e.g. Garrison, Noreen and Brewer 2015 ; Horngren, Datar and Rajan 2015 ;
Braun and Tietz, 2015 ; Jiambalvo 2016) .

In the late 1960’s and the first half of 1970’s, the decision-making power in Xerox
rested in those who were trained in traditional accounting theories of product costing that
bore little relevant relations to business strategies. The staid and static management control
system in Xerox led to the results “which (the financial measures produced by the system)
bear little relation to the company’s progress in achieving long-term strategic objectives”

(Kaplan and Norton 1996 ) . “Strategic cost management also calls for the value-chain

analysis” ( MaclIntosh and MacLean 2015 ) . Strategic cost is a comprehensive measure of a
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firm’s internal operational efficiency and effectiveness as well as its external operational
variables such as qualities of suppliers’ services and customers’ satisfaction. Being short of
strategic cost concepts, McCardell, O’Neill and Porter inevitably rejected those inventions
made at PARC. In essence, they rejected the opportunity of the being the first one to
introduce new products and create entirely new markets — the practice of the blue ocean
strategy. Launching a new and unique product is not a short-term decision, but a long one —
that means quantitative measures alone must cover a span 5-10 years. Negative or low ROI
for the first few years can easily lead to rejection of a venture that can yield high profits

and ROI’s in the later years of the life of the project.

Another dimension of the product costs disaster at Xerox is that PARC was always
treated as a cost center in the organization’s authority and responsibility structure. Because
of that, no divisions in Xerox would be willing to accept PARC as a part of their operations.
It was first rejected by SDS, and then by the copier division, and finally by the Dallas
subsidiary. The reason underlying the rejection was simply due to the performance
benchmarks adopted by the firm, namely profit and ROI. As a cost center, PARC added
only cost burdens, without any revenue benefits. That could easily be translated into lower
profit and ROL

From the strategic point of view, if PARC were made an investment center or even a
profit center with a leader who had engineering and business experiences, it would attempt
to compete and grow as a business entity with its inventions. The golden opportunities for
creating and dominating new markets were there for PARC to capture in the 1970’s for
their inventions: laser printer, personal computer (or laptop) with a mouse, interactive
time-sharing system and operating system for PC’s. Instead of foreseeing these
opportunities in the blue ocean, the executives were leached by the short-term accounting
measures in making decisions short of the long-run strategic consideration and could only
saw a red ocean, that is, a fiercely competitive copier market in which every competitor is
bleeding ( Sambamurthy 2000 ; Kim and Mauborgne 2005 ) .

The management control system of Xerox that suffered another self-inflicted pain was
due to its rigidity in dealing with new technologies resulting from research and
development. The system did not provide complete and relevant information to top
management about the market potentials of the technological inventions at PARC while the
director at PARC was not aware of the potentials. In other words, there was a
communication vacuum between PARC and the top management with the result that
leveraging technology is non-existent in Xerox ( Schon 1963 ) . According to the agency
theory, the agents for the contract between the top management and PARC must share

common knowledge of goals, strategies and plans of execution ( Sunder 1997,3 -4) . The
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fact is that, in this case, that common knowledge did not exist or if existing, it was not
transparent. Therefore, the top management had not ideas of the potential of new

inventions at PARC and the situation was aggravated by treating PARC as a cost center.

In summary, the generalized management control system must be reconfigured to
assess brand-new products conceived by and produced from new technologies. Like the
generalized system (refer to Figure 1), the system begins with the leaders’ mission and
goals for the new technologies to be explored. Then proto-type products that emerge from
new technologies will undergo a market feasibility to determine market acceptability and
economical potential in the long run. The feasibility study is designed to analyze the
projection of the market share to be captured in an existing product market or the market to
be created, captured and dominated in a new market. The economic analysis of the market
will provide accounting and non-accounting information. The accounting information will
have projected sales, marginal costs, contribution margins, break-even point, profits, and
return on investment, year by year for 5-10 years. Non-accounting information are related
to intangible variable not susceptible to quantification and these variables include market
leadership, pricing power, corporate reputation, customers’ satisfaction, competitive
advantage, product quality, impact on the country’s and the world’s economies,

side-effects, if any, on the environment ( Gartner and Shane 1995) .

If the results of the feasibility study turn out to positive, strategic planning and
budgeting will ensue and the remaining steps in the cycle will be the same as the

generalized model (Figure 2).
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Figure 2 : A Management Control System to Support the Development and
Launching of New Products

4. CONCLUDING REMARKS

Managerial control system plays a role in Xerox’s failure to capture an entirely new
market of the computer in the early 1970s and subsequently in its decline in business.
About this failure, Steve Jobs of Apple Computer had the following to say in a 1996 public

television documentary:

“Xerox could have owned the entire computer industry today. Could have been, you
know, a company ten times its size. Could have been the IBM of the nineties. Could

have been the Microsoft of the nineties.”

A major issue of the Xerox’s MCS is that PARC was treated primarily as a research

and development site, i.e., a cost center, but was measured on its ability to generate profits
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by the divisions that was instructed to work with PARC as an integrated unit. The view of
PARC as a cost center in the Xerox’s organizational structure coupled with the short-term
performance measurements in its management control system led to losing sight of the
potential future profitability and creation of entirely new markets by the products from the
inventions at the center. This mistake has given us a blueprint of methods that should not
be implemented in the running of R&D facilities and Labs.

One major point raised in this paper is that when dealing with new product based on
new technology, MCS must be modified to measure the long-term consequences of the
new product rather than its short-term profit and ROI. One critical aspect of the long-term
view is a balanced scorecard approach to measure accounting and non-accounting

variables relevant to the decision of launching a new product.
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Abstract

In the era of rapid growth in intellectual economy, innovation is one of the main driving
forces for economic growth. As a response to this trend, Taiwan Exchange established
GISA to create an innovative environment for assisting the start-up companies. This
research aims to investigate the correlation between IPO prices of these GISA companies
and the effectiveness of their corporate governance including the board size, manager
characteristics, ownership structure and recommended units. The past Empirical research
on corporate governance and share price, most of the focus on the impact of corporate
governance and stock performance of listed in Taiwan. Therefore has not targeted to sign
in the GISA the company and its corporate governance related to the research and
discussion. The results show that the board size has no significant relationship with IPO
price. The association between manager characteristics and IPO price has no significant
relationship. The ownership structure has the negative correlation with IPO price and
managerial ownership has no significant correlation with IPO price. The directorial
ownership has negative correlation with IPO price. The institutional stockholder has
positive correlation with IPO price and recommended units have no significant correlation
with IPO price.

Keyword : GISA ~ Corporate governance
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R E FEBEL 60 Ko AR EAM AL KNS BANLIMEREE » H N3] B -
FE-EERN QNG EE - BEARME - MRAEZRMER SR BALFAME
Mo B RAAARE S 60 £ AT IBRMBARRESBEH QG P
iR GBI pTRENLR 3 -
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& 3 BEBARG B2 AR ST T M

FHLH $HARE N RME RRE  PFHE RERE
J& 8
BEAB L PBR 60  -3429 307.69  8.057  40.826
El 5 3
FFETHRE BS, 60 2 7 3.68 1.017
éﬁ;;ﬁ& CEO, 60 0 1 0.73 0.446
FFH AR SS; 60  5.05% 100.0% 57.99%  27.27%
E LY ) SS, 60  0.00% 10.90%  0.95% 2.375
7% AFF B L A5 SS; 60  0.00% 92.98% 10.19%  19.15%
HeEFA RCU 60 0 1 0.783 0.415
YEHI G
INCIE R Fsize 60  6.75 1280  9.925 1.269
RILEE FFY 60 1 27 6.72 5.834
%%ggi‘%% IND-E 60 0 1 0.37 0.486
A KB IND-M 60 0 1 0.20 0.403
AL & IND-C 60 0 1 0.25 0.437
RARIEA IND-A 60 0 1 0.08 0.279
H A IND-O 60 0 1 0.08 0.279
I O 3 IND-S 60 0 1 0.02 0.129
BB EPS 60  -12.15 370 -2.023 3.268
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& 3 PR REE P RB AR MAA 3429 ~ &R KRMEA 307.69 -~ F
B A 8.057 RAZE £ 4 40.826 - dNHAZEZ XNF3H8 > RriEdimse
BERG & EF¢8H T EFERMRIMEA 2 ~RREH T ~F
M A 368 RAZEES 1017 > BTEF X2 aRARYE B NABEAKE -
i TREAGN, T E BREAREEFRRNMA O ~wmAGA 1 ~ T3
A 073 RIZEE£A 0446 -

BTG T E EEHFRLERDNMEA 5.05% & RMEA 100% -
FIE A 57.99% RAZRE B 2727% BT AARH LA T EHRILERA
E bz EHEIE AR REMES 0.00% ~ FAMEE 10.90% -~ FH#A
0.95% BAREEZH 237% * BT ARARAH FHLEIRAFR LR D ZHH,;
EAFRL R MES 0.00% -~ kAMEA 92.98% -~ FHE A 10.19% RiE
BER 19.15% " BERAFEHEEEASTRILER D 2B £ E B
Fdm o EBMRNMES 0 - RAMBE 1 - FHEA 0783 RIZEES
0415 > BTAMRHZRIE A HBEEMBERZEL -

BHTEBFLGFE NG EALSBBYEZHOLGMREE  RILAHAR
% — % ok &k @ A48 B 14 3 (Pearson correlation coefficient ) 247 4 ok 32 4 ¢
RER@EAMME - R4V IF4 > BRIBFML (PBR) #4248
PRSI R & 0 180 E FH AL (SS1) HAaihs s (-0.319) BWNMEE
A8 BAME R Sk A Bk (SS3) HAaRtA# A (0.393) By EEARR I
HERS BAREARR M - A SMRARFELL (PBR) $LEIEHF S B2 A A3 7T
SBMMREAMME KM AARESGHMERZEA S EAMME AT
JER BN A A B E 2 481 P 2E( Multicollinearity )R S R A B2 BHEE -

BRERAF R AT R RN - B SRR E MK E £ (Variance
inflation factor> VIF ) 1A i 47 4 4% 1% 3 B7( Collinarity diagnosis )> % VIF > 10 -
REBXFFH LEHEGRIR o LR AR B S-RIFFE L (PBR)
MAMBAGHURIEH SR QFFILERE AR L% VIF A%
BAEAN 10 (AN 1~3 20) > KTHBAAEZ S HMHE RGFL L
S RAE o

R ARET R 0 AT RFEA A GE 4 RIFET TAER NG ) 2 F
FEMRM - AN - RS EE RN w R D &Y B ARE P
e MG B4 o b A E BRI FAEILN T RLERH¥RAEL 5 @ESHER
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RS@HESHER

BmEMN gl

SMEH BMRE ¥ t ; o
(%20 p 95.397 1.999 052

FFEGRE BS, -3.820 -.782 438 1.876
IR AR CEO, -5.249 -.502 618 4.654
tFK

FEHBRLESS, -.468 22.683*%% 010 1.721
EIE AFE AR L) SS, 913 508 614 1.379
Sk AfERLEEB] SS, 716 3.314%%% 002 1.304
B EA RCU 6.374 589 559 1.538
INEIE XA Fsize -7.401 -1.788* 081 2.098
RILFE FFY L.116 1.459 152 1.516
i;gﬁg‘%% IND-E 1.634 150 882 1.473
EX T ¥ IND-M 22.355 2.153%* 037 1.563
EARisaK IND-A 27.934 1.694% .096 1.607
e IND-O 17.082 1.157 254 1.288
SR IND-§ 5.126 0.170 866 1.149
BB AR EPS 4.020 2.568%% 014 1.991

WEEEN»H T AR EEBH Hl GRANEFCARETERTAHL
¥BAEEH EmPEABRAGAHEER bk S AL EFTAEAK
BB ZREMHM (A =-0.782) » FAIBR TR > TAREA KT L
FREM (pfd = 0438) > #AR3 Hl KRR o AFFRMBR H2 AEEARE
TFEREVERCLELRLCEBME M BEAERLIE XA BEER - B &
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5 EE BIEAREEFRAKRMBIFALEIRAMEM (UL =-0502) » KMk
%t ERBEFREEM (pa =0.618) » #4338 H2 ki - RAFRMR H3 44
FEHRLB eV ER T ELRLEBME M ELBARAE 3 BB -
FESRL BB S AL Z R aA(HE =-2.682 ) BIABMB R T @R
KMt LA BEABEEMN (pfE =0.010) » 3R H3 k&L o

AAFBR HE BEEAFRILG L ECTEAALEBE EnBE
BIAEAR AZAR N G BHAR B4 - BRI AIFRRL IR B F AL 2R MM (HE =
0.508) > HFAIMMB AT QARG > KMkt LREABREN (pfd =0.614) -
¥R HE R o AAEBR HS AEAERA @B BB EuR ¥
B8 > &M R ERIBEARAAR Sl BMEB A, o iR AIF AR L) S AR AR /F I 2 3 E
A (HE =3314) > SRMBERITOBG > BASLT ERRBERBEEN (p
A =0.002) > ¥fBHR HS AL - AARMER Ho LA HEEMATANES
BRI RABEABREN BB ELBRAE NS BB - B Bk
BiFELLZREAMKE (YA = 0.589) - AFAIMMBR T @A - RESK L
REFBEEN (pfE =0559) » #&E3R H6 kL -

AAFREAZ R G R OFE N - RILFE - CETHBRETFHSE -
ARER - BHRAK  Hi -G ¥E - TARME - RREBRBE - B
BESTEA TG HAEAEF S NI EZEMBEZIEFE M MEEL
RNBET RI 24 G BB AL R R BB E B M RME1F — R
ROVERGHEPZNNRABAIBFELEZZ aAA(tE =-1.788) 1F 10%
BaE K (pfa = 0.081) > 5 TAMEAR A E] ) 2N ABARAE T AIAEAR
FEZHMEBRAREAEGEM AR BRR BN ZBFELEZZE
ABRE (tE = 2.153 & 1.694) > 53l 5% B 10% BEAE (pfa = 0.037
B 0.098) - etk TAMER NG XA EX BT £ TAMER ) RE2H
KB e AR BN KA NG B BARMIRE S AL A 2 T4
Bl (tfE =2.568) - iF 5% #Ba% K% (pfa =0.014) - B " Al4EAR  Hiren
Bl Rt > RMIABREERTAEERS -

12~ R EwmBRER

BERTEXRAM NG EBARBXIAT REEFLTEANZ N4
BB R RZ B E AR AT~ ETARN 8] Z 0 3] 76 32 S /K84 18 46 2 7
%od T ARAR GBI BANEATGAZS  Bbd kA T BN 4]
MR 28] 0 RS G AR 2 A MR o AT 0 AFFRERN BN T A
HEAR § 28] 0 B AR BEANAEAR AT Z T BRAF Z A B3R &k R IF A5 B sffF i —
TN ERRRE D ANABARZBIEERE NS GEIAR -

AR ESFE LR A-TH NS E ~ R Aa ST 45F ~
¥ 5%k (CLSA) ~AZ2EEZH NG (S&P) BREBY N3] PE S X AR
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T EARNANSEEEHTFRARBEERZLFRR  REREFERME -
BITAFME S R BEEMRNDGEN > £EEAREERFEFAERA G
BB Z 14 AR BEFMAER T AR | AIAR AR PAF A A5k T AIAEIR
NE) | FREAM A 2014 £F 2015 £ HYETeREEEU—EE EK
(EFeRH) RE ) KREASAMBEA—EESH (BEAREEFRK)
RETE S RMEHEAED A ZME A 3 (EFFRLG - LIAFFRLG A
FRep) RéETE EBEMERUA— A S H (HEEM) REE 4K
MG~ AR~ R W SR AT R AR R B AT
MR ERBAEFEMAERBFELABRZTAR I GMBR > TRAR
BIXEHZ TNy ARG A E KR E B AIH - BB R KRR GBS
BN  BIEAREETFERARBFALTERALLER ExMAELE
BR&BE L EAMME TRRAR SR ERRITHERARERENAC S
BRERSARE LHRAEZEMRERNHE  BOEBAEAEAL GG -
FEHRILAIARBFALTEARLER  ABAZAH I B R > LABEE
AR R THELIELEEANTAMER ) ZAAHEEFM RESEAREL
N ZEEFRERBM SREEL2 N D ERYEN BB > U3
SEEME  BIEAFRARBFAEALTEARLER > ABAZAHR I HR
HEa T~ mpapt  REGCEAH NI KRRATZBRA T E 75 AFF &) 82 A%
B AEILEEARLER > BERZTAM T — % BARI M K&
AHRNARRAEBRAFTE Ah—FT LB THRELZET > PRAEELEH
KELER2F > HIHANERBEAEGOTE - BEEMRBFRELET
KGR BRI AT — %M KRE T MMM THEALSEEER
firo JERE EEPIMAEAT R E > MM BUR B BLiER N THES TR
F TAAEIR ) B ERAE A ET A2 BY S FRIFEFIREEM X
oo

AARECIRE T EABER > F—  AAREH NG EGELEETF T
WRIFAAFME S MG  REEMRNNEXREL BB/ RFET
BERRTHER NN GHEFARWZE T B R EN S EH - F = &
MREABERZEBRE S5 BEARTHEABET S E WY TRERDBME > T
L FE— B HARAR N AR AT R £ B X ILBAASH IR - H= - A5
REAMRARTHAR  EREEN T ABRARE BB RTFRET 5 P mdd
mAE o TEREFAEEBN By TUASHES - Fw -~ AAREELRET
B AR T @ A N EREAT A G ~ B (M) 37 8] G 3 A
REZEHAER—ROGE R BB ERRETHE L BFARFE—F R
B LR 2 AR o
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Auditors' Organizational Form and Audit Quality :
Evidence from China

Tzu-Ching Weng
Feng Chia University

Abstract:

Audit firms in China have been given option to choose legal forms, partnership or
limited liability (LLP) depending on their organizations since 1994. Different from LLC
with limitation of partnership liability, each partner is liable for all the audit services,
which raise an incentive for individual partner to monitor the audit quality provided by
their fellow partners in the partnership structure. It hypothesizes that auditor independence
is lower for legal structure of LLP than for legal forms of partnership. This study uses
discretionary accrual (therefore DA ) and the likelihood of auditor firms issuing clean
opinion as proxies for audit quality, respectively. Using a sample of listed firms in China,
this study finds that auditees of audit firms adopting legal forms of partnership report
higher the levels of both the income-increasing DA and the absolute DA, compared to
clients of audit firms adopting LLP legal forms. This study also finds that the likelihood of
issuing unqualified opinion is higher for partner of general partnership relative to one of
LLP.

Keywords : Partnerships, limited liability partnerships, Audit quality, Discretionary

accruals.
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AMREZLARNTEARBEHGEHNMATCRALIFRIENORE > M
EARERHENLEY - HBOASTHHUNEINRBEOERARE S E R
PRBUEHN 1994 51 A 1 BRAEFTH T EAREFo B EM @ HER% > MK
K FE Rk @3t F | o MR G S 6 T L 8 ATIRIE Q3 6 AT Y
MR RE o LA T ERAT P 3E3R L 6% (partnership) &3 6F F /T R E A
& F4£ (limited liability partnership » f§#% LLP) &4k AR R FH AT - AN
A RS F R PR SR A L B B 0 3 R A8 & 3T 6 F 45 A7/ (Muzatko, Johnstone,
Mayhew and Rittenberg » 2004 ) - FH b KK £ BRI ER G360 FH5 709
e BHMERTAFRFTIEFTHAAE AL -

WG EITE B ARG BT AR A R EE S
DBEPT A AR EYRIERAE 0 Mg AN S 09MEME o RSb @3t A B REREEE
BRERER  RARR IR AENLENELHR -AENKEE D
e ms > PRLZ—EHIERAATHORISHERES  HABFHER
SR g AR - AL R AN FRABAHEBIEGETHEE > BRIIE B
B IR S B A F ¥ (state-owned enterprises) #9 MM Hi4E T & 2] 7%
AWM BE N IIMERHZE A > Biw EFEE ¢ (China Securities Regulatory
Committee » CRSC) € L a] (9t 53R A L AL BEHFNFE L B E
e ERAMLERTEREHE Ao o

B et R ¥R E PRAFEMLETHR T EARLEOEERE
HERE A FPRECHGF T H RIS €T FHARFE A RETIENEAR
ROFEHA - GBEHMABN G e A RRFHERIE A AREE
EHABH G HAFAMROFERIE LREOBF G EHAAG
AL KA LM TR A BB a B AB AL B M EH TR
EHALEERETEE - HESL AR EH LRSS T  EF
HAs b B ¥ 8 R BMARS RIABERMEN BT EY —AHHE
ERRGOAAB N ESFSMELRE —BE kB E > B Eq—BE5B AR
¥ PR EERITEA  HTHRLEES NP ERA T RRTAZYEL - AR EE
BRI G SRR G AR A AR AR AR AR H et e
HHAERAREE G EFHAAUALL N T EHEAHAERARETIE W

#1993 2] 2001 £ Y RBEEGEE LT AN ERBENE LR T 24 T o EHAI 46 4
EM R o PRBE MR TA AT (1) 1998 DAAT > F BEE & R $EM 3618 A 4T
R AR ZRI GG ESLA S (2) 1998 Fuith > TEEBEE GHBIWK T H &6 FHA
Mesterey RS A KE ; (3) 2000 F 4 M6 367 B AR 5 ) E3 A > £ 2000 F£R 5 T 14 Lo
EITER > 43T 1998 Fv 1999 BB GRR AR 4R A RBE“T BB AT IHEEMN 2w ¥ I T ML E
HER BRI RLBAAE, P #Ea €M (www.e521.com) 2002-05-13) »
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B R T AN G FIH AR R R E — M6 > ZIRABEEKR 0 FTA
WA ER  ERABKTRREEHAETENDE L > 356 T M G367
HEAEE - B EAR BTSN ALE RS RROB T TS
Fr/lv (Muzatko et al. » 2004) > FH sbABT K FAEA A5 € 3167 25 A7 P B & 3t R
BT SY  ENEREECI R EHATN G o

RAARATRGRINE G AR LEEBER G AR ETEIT A RZO NG A
B RARA > BT AR A 2001 £ 2014 & - KAl sk 5) 4 B BRI R B9 TR R
EUFHE AR EAM - AR HEI| RELHH R > 25 E
3t &4k (discretionary accruals) $L @3teR AR N A X BB R B G FAF
g ek X 4% 8 o (Frankel etal. » 2002) #1 (Ashbaughetal. » 2003) A]4%
DM ERRAREA AT A F N R T OHERR §RCANENBATK
B> R ERABAREI - £k > (Defondetal. > 2002) AFFHAFHE A E
ERBREATHEONBERCTHETRE FAZSSEO S —EHERER
Defond 32 % > $ A ARE L AN BEHBEEE LU ERT - Hib> X
AR ABERAB @ AR EE P R BB LA R
BAE G 6F FR5 A RAF N D Rk ROT RN > S B FHAAFRB €36 53
HELEP  LLBRACHEONFTEERYEER -

BBEARAREELRER AR PR G EFTTRR BEAKETE
EMEH T S BT EEAREENFTHAAKAE- Ly e — S RET
NS BEHLAAE N EAERAEFIE BN AREEESH
FrEeesttn  EEAMRAFHEEIE BmAeBas e estanEshm £
FiGe gt Bt B BN AR EESHFAAE G &R o RSB EHA
i st B R R P B BB BER LA RTIESIHFER I B
B ARgHEaREEeERYETRA -

AL TR TIGIRFNET LT AR EL AR EYAR > A
ATFIRE: A RAER T —EEFHETRIEFE > ABE R EFEEERS
R > FBA 1992 FAERE G EFaRA B > RRRY—KEH
(general partnership) £k BE x4 FF B ERAREIESE - Ak
—REBRG A FREBLTRGGHAFLERARRTIESBAKAE - 18
ey PREAT 1994 S FAT G AR > — B MATEM TR EES

HRFESBH A FRA R B ADTE EHEAH AL BRI SOBAHBARETS
R RIRFAE © HRRHFIAR BB T SR 5140 Bt 1A IR 5 ) &3 67 FR AT etk 26 0 X%
TEMRR - BHEEEH AR 90 FRAnEEA > 2] 1995 & - R"EZK"BIFE g8 £ R
EMBERTRTOFRAESEHGRLY > ALCAZMENREABOBL B AT ELARITZF -
Rt AEMOEET  FEAFBEORT A G EHATLEEMEREY - FREESBH &
SHERFRPT R B G S @ et BRI K R ey AR e — KA -



LR PACIREE: S0

BRAMFELE #AARTESBH AR ESREBARYE L FH
b A AR 7 < B— B SRR R AR F — R R i
S SLESER CEL B

FRGFR — KR M GRS AR L 0 HTRRE AR
BAREUR AR SO BB B R R AT Y RiEF R
FeEE o flho o MHME S ERD AT SRS (FEBA 0 20011230)
MAnHE — 3Ry FHAFRREBEGAE - Lk £E2R > B A —MEHE R
BTG BAIR ZHAMHE R LT MmiBe KA FHATH LMK LLP sy 4
BAE ARy FRAZ —EHEY TS LE2ZRBFRE BRI T
e T AL RAEROBARGAE  REEATE ST RED &
(Barzel » 1982 ; Lent » 1999) -~ #5| R EXER KRBT ENRET » &8T5
A TREGAE « Bl EBR W RKEFHATEMN T 48%69 £ 8] » #4645 Bk
A#) 99% (U.S. General Accounting Office, GAO 03-864 > 2003 ) - i % H AT
FREFOTIHIER RER 40% 0 S5 ERAAMEFIA Nt E A2 40 % (L,
Song, and Wong > 2004) - AR PERAEREFTIHEZMZUAFREESH
RENEEmAE PEAREAXEREBASMBSBAAAREIESYS 2
PREBFAERR BB G ES A A RBTESCBR AL AKA B
B BURSE S THRGN B SY c AL REE 2 A AEIEE B
Bt BB IS R FEMmEL > b— B R TE — B EARREERET
o EE -

AARBEATFTHER F— AAREATRZIEEHSOETRER > B
¥ E R AT ey 48 8% 225% (economics of audit firms ) X kB A B - A KIES
FERERROSBARARBEIENE T ESAMABA BN IEEHBE
EMHNE G RBFS R EORE - TRERER 6B FHAT &3
B Bt B H BN EANSTRAT > b T & o @it Ep ey E BIERAER A &
HEEF LY AR E T ERE IR EERRZ — RARARZE
HERTUAEHMF TG EETETHEERE - &= AR E
REBABRA RGN EH AR TN NG ERAREITBBRBEE I\ NATR
FAEFHAEFEN NG Bib NGB LA TR EZUK ©EH
WHROERK - 5= TRHEAANAHERAORGCEIREER  LAERNER
B F —REEE AL TR AR IAT AR ERZEFTRERAT G REEEE
B ogE— P BEINYREE AARESR ARG G ET LB LLARE
EEHAENTELS S N TRBFEABRENER - Sb—FFRER IHF
PRRFTEBORE CRRABRBEBFH BN A AR E e

3 http://www.cs.com.cn
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GHEFEF LT RGHEE - kE 0 PRAMKERABAFE > ERBEH
BERFTRBFEHAHNOTRERREE A ERORE 2L RFAREELE P
B4R EERRET N T R 5RE G RREFETE TEEREFFDE
MEE RY ARRERTHRABLEAREE FEBREACHGEFLEX
SERIE - RATE XS F 0 ARET TONBABRNIERE > =8 A5
RE o FWHATELER > BEGALES -

R~ BT S ORBY ERER
— YR THOEE DM

FHPRAA BT PRRINCERLZ  CEARRHEAL > BEmis
ey gt E ey E K (Gebsker and Yang > 1996) - 1979 F K F B #4744
T E o AT ERSGEELE (FDI) - #HREREER  CHRAFE
B X AEFEAR T R B EAMAE R N IMENIZE A > B3l EHF @ey ks o
#1981 4R 3L T % — 18 & 3167 FA5 47 o B 1980 FREE MM IL > 367 F
F AT ARIRIR 94 & B IR AR 4 A 3L B 2 1996 S K A A8 6,700 F by €3t ER
ERAT 0 FlE54 58,000 4 €3t 6ish ¥ (Yang and Yang » 1999) o % m & #7355
HAE R TIHHNE A RBENE R - BN 1981 F a3 F B &30 &
( Chinese Institute of Certified Public Accountants * CICPA) - # & £t &R 8y
R B RE -

P B ERRA 1990 $2 1991 45 & EHERD| R ILFEARX HAAZE i
BARTIHOFE  HNEFERALAE B - ¥ P BBUFE UL AMEE > )
4o B FF X 22 ( corporate agencies )~/ 8] ( corporations )Fu £ 47 $ 43 (universities )
WA RE Y F AT o AR T 6T A T S e (U ~ o B) BT B AL )
AREVINHAG > Bk B E e A Re9H % (Chenetal > 1999a) - b
gh oo ARk (BUR - N REWEMR) LRFEEFHANESFE RIS
teR b isr 2 3R A R E B (Lio 1999) -

ARim o B 1993 FK > PEBES " FEARLEREMETERL, 0 HHE
I G EP AR - AR GHEREN 1993 £ h@BE RENAKRFEHS
FRALRE > TRAAF AR A RBEF RSB OB EFHA - 228 E 1999
FaEHAAAkE S A TR (Chenetal > 1999a) -

B RO LAAUF AR LA TR AR 6% 4 8O0 16 60 F 75 A7 0 12 R BUBF AR
o FHAEATERH AW AR SBRBERGTEG - TGRS THRAHAE
ERERFEFHATAF "M S R E AT R IR N IR RS A BB D
ENIEH > AT ERRE > BMTERE - Bib > AANESBFHMERL
MR LR E  EHRET EPH T ENERRE > SRLARTENFH
P B4F - 5% PEORR S A st & B sl etk 0 (1) i &4 a5t



LR PALIRCE: SEEX

7 (2) HEBHEHAEBAAMBR (3) W3 mTHE A MIFPIGHA S
(D FHAETEBHO ARG (FREM G FIHGaIBETR £
)

= XRREFEEBER

FEAR LA B M @3 8RB = SRR 0 @ T ER A AT T A e 3R
BIEEBRIL o SRRALN I ERAMOMES > BB ALBH B s
RA WAL T AL B W EARIE AT © &R ANE @36 FH AT 00 R BRI
REFRAE BT WRERT > R FHAGE T ARMAN  TUREAR
TEMEAT (1) ROt ELEMEARS (2) A -THIHFWMK
AR RPELAB LM (3) BHRMBIFIRN T EHRE
Ao BAefRtt - BARAENRIHABEHRAALSNETEHEABARERIE -

LR BBELAE G A E AT R RR KT E A AT R
WENFREFRAT B € FER o Bk XBREET 0 B € R B AT RE R K 8
RARAE @3 ARVIL—RA AR EABHIES  BmEtay
44 (Dye > 1995 ; Schwartz » 1997 ; Nelson et al. » 1998) - ( ZZ KRR
B0 2004) 35 EEBRMBIET 0 3 AEAR ZEERH LR G L TR
BHrt—% ERAEFTEBAINERET  ZAHGEHMENAREE &
HERERAOERAZR - eRE o L REEEZIEE BEY
ot ei B L g 2 & B (Habib > 2007 ; R E4XER4EE > 2014) - &
e 4o b BB R X ARE RIES AL KRB S Lo LBF £ 4549 ho 3k
G EFLE M ETX ABEWNEEEERE ) eHFRSEFLEY
FRELLHR R G TR —FHA N LR E IR E TS 98k
MIBBEARET  FH BT FRTERAMBEREEITBRN S FE  ERAA
REREIBABTANREHBFAOISY > BIRLRGIAAETELR &
& 893 4 (Frankel et al. » 2002 ; Myers et al. » 2003 ; Ghosh and Moon > 2005 ;
ZRKREAKRFR > 2013) o Bk AARMBUAREHIES BB A G F
L EHMREEE LRGSR A FHATELNMERE B BATY
g AR H B o RAFL— I 0 AFFRE LT IR ¢

Hl: &BEH/AMEEHEREBN NG > RIVLBABEROBEINART
e s L PR R

AH—F@m ERBEABHABHNEXRAMBREANERLAE BdMT
URBEREEMHBREARTARERAZEEETH - o> (BETHEZE
&0 2005) A F AR I G E S E LM - (H4E4= > 2005) A
FTHERARZEFHH L HGEAEREERLORE - (FR3pE > 2009) A
SR ERRE A e E BE N A 6B E(Watts and Zimmerman
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1983) A FEIFABLERBREPRECERBREIRELE > TUEMEF T
%E%% AL b LA RBRGH G ET T AEATE SR ETEAR
fRE > AR IE LT SRR

2. oBEHAEHERNGHALREIANMET  IMEFREETF
FPrFR B &t ED o

%~ R

&
%

—~ RRMEIT B
1. KDA $1 ABSKDA
DARFTERANBHBREEOEREBARAMET B KA EANEZ
7# % A Modified Jones model (Dechow etal. > 1995) - {25 31 69 XEL3S B ok
M EEHIE B $10 5) 4 A B (Kothari et al. » 2005 ; Ashbaugh et al. » 2003) >

B AT A MBS B B m AT ARBE (ROA) RARIEE - Bk A
%3 35] (Kotharietal. » 2005) & F k40T :

TA/AL=PBo+ B (1/Aj) + B2 (SALE; /A1) +P; (PPEi/Ai)
+ B4 ROAj(orit-1) + & ( 1 )
H¥ TAit A% t Fey4aB3ts8 8 > SALEit 5% t-1 £ 25 t F4 FRAZ
%%) > PPEit A% t FHIBI X R A% > Ait-1 AF t FehE E4L5 > et A%

AR o RFRRERAAER E EARET @ B USURE R 5 B R AR R BR R S
FRE AR - ROAECI BHF -1 FHEERBME > PEEBEHRULEE -

st B (TA) &5 XA = iB% Bk ()40 Healy > 1985 ; Jones »
1991 ; Dechow etal. » 1995 ; Guayetal. » 1996 %) {£# A F 7&K :

TA = ACA — ACL — ACASH + ASTDEBT — DEPTN (2)

H+ CA B EE CL A% &fh CASH B34 R 4§34 > STDEBT
HERMAE—FNEHI 0 DEPTN A E@#si®m - A REEHH - 1%
k&g x Bk (5)4e Hansen and Noe > 1998 ; Chen and Cheng > 2002 % ) R A% #]
RIFFRBATFFHALETHRALRENEZBAH LB AL

TA = NI - OCF

% TA =1IBEI- OCF (3)

* Kothari et al.( 2005)45 8 544 % 79 Ao AARIETR 60 TEth A 06 B A ho ARIEA T A B B M Hed £ £ o KA ABIETR T
REE R A R RS B > RIAE RS BT o B &k LA AR ) AR AL o



LR PALIRCE: S

H P NI &%+ IBEI AJE% BB AT#4] » OCF AB £FHR LA E - X
BREMILT ZARSREE  MARAETE GMEAFE S HEEE TA 097 %A
MAHEEEaEARX (P FEKX (2) HAMF %) o (Collins and Hribar - 2000 )
FHMEREEARARERIT BRI BB CEAATSRNEERALE BEMAREALR
EMEE S AMRTHRAZ -

Kig o AAX (1) LM AL HAMEHEE (DAroa) :
DA oait/Ajr-1 = TAj/Aj.1 — [ﬂAo +,§1 /A1 + ,BAZ (SALE;) /A1t ﬂl PPE;/Aj.1
+ﬂA4 ROAit_l ] (4>
#X (4) $HE AT -

2. DAocf

BEAEERET B SR E A A48 (Dechow: 1994 ; Dechow et al. >
1995) » B WA b2 & 4% B Modified Jones model 4& 3+ 3% 1 FE 3138 B B fu A
¥ 47 % (OCF) % % (DuCharme et al. » 2004 ; Jaggi and Lee » 2003 ) -
CEACERIECEE S

TAJ/A1 =By (1/Aw) +B1 (REV-REC,) /Ay, + B, (PPE/A.;)
+ [33( OCF /A )+te (5)

EREBZRAR A o REAA X (5) 695 A ER HRAME R
8 (DAocf)

DAoc/A; = TA/Ayi— [Bo+ B (REVREC,) /A, + B,PPE, /A,
+ B3 OCF/A] 6)
= BRI R B R

BAw BB 0 3 — BB (B8 @31 EF S5 7T @3t Enseaay 8] 0 et
BARGGE A RTAE @R FR AT 80 @3t 6R ) - RFARAER T 71325748 K

DA (or INCRDA or DECRDA) =

’

oo+ 0yAUDITTYPE + a,LEV + 0;0CF + 04LOSS + asROA

+ 0gMB + o0, LOGMV + asHIGHTECH + aoINST + 0,,(BIGFIVE +
a1 FORE + a;;,ACCRUAL + ¢ (1)



46  Journal of Accounting and Corporate Governance

bR

DA

INCRDA

DECRDA

AUDITTYPE

LEV

OCF

LOSS

ROA

MB
LOGMV
HIGHTECH
INST%
BIGFIVE
FORE

ACCRUAL

AR

1% 24 (kothari et al. » 2005 ) # 7% 2 (DeFond and Jiambalvo »
1994) 15iE (Jones ° 1991) model F k&3t 2 $k M B2
JA B IRBEE -

G EFEZ R AMIESBEE RAREN 0 24 -
PR FEAE B AN EIEE NEN 02 (E -

IR EHAMLAE  TRENARAEEAFLSA L
ERNEBABHELEO0-

NI MBARAL B ARRNBLT EHEZ
HEEBTHZALAE > RBETETFK -
FTRARGTHBRAERN  ALA/ 1 FRAIKHO0-
o s) t-1 KRR E B R o

s BT @ AL -

fdg NS B NS AR A RAHEEHEEZ -
EnABAEEABFRE AL AL FRAIKO-

1538 ik AIF A A LA -

I B RGHEEHAREZI NGNS AL FRAIAO-
fhig NS AT > RIS A1 BRIAO0-

fhd5 t-1 Az 483t TDA (487K &3t TCDA) -

I — AR 43 AUDITTYPE » £ 535 @t KN EA A

REAEEF > & AUDITTYPE & | > & 8% e EH5A R B A58 mukes
4~ AUDITTYPE % 0 > A&t % 7845 AUDITTYPE 84{4% % it o

FEIER GG @ BRI > MR EZ N8 0 G ER B A
AR & 31 F ok LA 4E B 4% (DeFond and Jiambalvo 1994 ; DeAngelo et al. >
1994 ; Beckeretal. » 1998) o REF R ALA GIEIR BT A2 (LEV) 2 o X
#5048 B, (Dechow et al. » 1995) » #HAME Bér#R 2R E (OCF) 2



3t 47

REamM - AT LE—EEHEEE (LOSS) » ARG EHMBHRAER
B A2 A 1 BAIA 0 AR RER > BIEN A5 SRaAEITRANLY
B er% 12 (DeAngelo et al. » 1994 ; Burgstahler and Dichev » 1997) o KB %5
UAATHA B A B 3 ROAt-1 RiZHI AT H T AR ¥ R 89w 4 (Chung
and Kallapur » 2003 ) - # % > (Matsumoto > 2002 ) ~ (Frankel et al. > 2002 )
(Ashbaugh et al. » 2003 ) 45 H & & Az ey & ¥ LI m R r 8 s > B g
ANBERIF R BRI T EITRBRETIENER E A B E £ - RAHEIIET] ATt
% (Francies et al. » 1994 ; Soffer et al. » 2000 ; Ali and Kallapur > 2001 ) #} 5 &
EEHRER LB AEH A% (biotechnology) ~ EAEZ ¥ (computers)
EF & ¥ (electronics) fo X & & ¥ (retailing) A & Eath & £ > Bk A5
ARG EEXRAEE N C51~C55-~C76 ~C81 ~C99 ~ G81 ~ G83 ~ G85 ~ G87
# > A]4 HIGHTECH & 1> B4 0 - #3% > (Matsumoto > 2002) ~ ( Frankel
etal. » 2002) ~ (Ashbaughetal. »2003) #H&ESREM TN L T8
R BB ELETRTIGE @OITE (Bl oW ERIEEITE) > B3
WEAGETEBEE > HILAARERTEEHEREDMEL (MB) £ 223 &
Btk e ny R 8% - F8F > (Matsumoto > 2002) ~ (Frankeletal. > 2002) -
(Ashbaughetal. » 2003) HEHEBBEANLIELBE AT > BLEEAG
WERBTERB RGO EGE L THRMBILE A (INST) B 28 & AH
KA EAEE Z i es] (INST) 15 A A% & AZ R # -

BE o AR ON A TR A KBRS 5 AR AR R
(LOGMV ) - &aT#y# 45 R 367 ST E3t e N e R B R B3Rz
JE 54 (e.g., Beck et al. » 1988b ; Lys and Watts » 1994) » # KA KE I — &
# %% (BIGFIVE) > g X altht B RN EHAMBEZI NGNS 10 F
A% 0 (Langetal. > 2003) FHALBAELTeHAALBHREETABALS
B b ey a4 0 B bE 2 8 A AT RS (B B~ HOR N ) 223 B
A FORE & 1 FR A 0- &% > R AR EIIAB €A EE - Kb RAF
RUAAT— 483t E B (ACCRUAL) -~ RiEH @A REZFRIABNE
% (Frankel etal. » 2002) -

B3 =M R # X, © Auditor opinion

BB AF R F BEGR (ARG EHmaen ARG E
Regk e hARBECHEEHAGEER D) - AARMER T F logit &
S

OP=p, + B;SIZE + B,ROA + B;LEV + B,CACL + BsAR + BgINV

+ B;AUDITTYPE + Bgfixed effects + € (2)

’

—
—_—
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R

oP = OP AetrENER > TEIZRALERYEARR
B 1 FRIAO-

AUDITTYPE = {435 €67 EHAMIAE > TBNFREIEEAES S
1’*%%A%ﬁ%ﬁ %0

SZIE = fANGBEERARHEH -

ROA = {4/ 3) t HH4E K & BN FE o

LEV = fanaBaiHBEAEAKRE -

CACL = (AN RBLE s WA EEARUAAEEEE -

AR = fana) RIMRERIR LB E & o

INV = (AN GFERUBEE -

AR ERG TR H A AUDITTYPE - £ R RBR=T * AR TR
AUDITTYPE #4432 ;>0 o A B BRARAE MASE SURK > AN Hpbd 414 21 (Fan
and Wong > 2005 ; Chen et al. » 2001 ; Levitan and Knoblett » 1985 ; Mutchler >
1985 ; Dopuch et al. » 1987 ; Chan and Walter » 1996 ; DeFond et al. » 2000) -
BAREXFENF N BTRGTERL — R BA G T — M5 % Bl T35 4
B oo

A RBANNE R (NE BT ERERHE SIZE) 1FAERBERR
B RRFEGE B B A AN E HINE R A B thik A 38 48 /1 (DeFond et al.» 2002)
DA R B RE I A6y 28] 0 bR A B £42 Y A o) Ek3k% (Chen
et al. > 2001) - HLFAH4E K A MBI F ROA 4B A E - XRELBE M FAE
2 LEV (B AR URBAEE) A HAE 5 kB4~ 8 & A (DeFond et al. » 2000 ;
Levitan and Knoblett » 1985 ; Mutchler » 1985 ; Monroe and The » 1993 ) - H it
AR FAH LEV #t ROA 894480 5] & B $1IE o R FLALMN T FE 5] & 3167
THALEBRA R E EABE%E (CACL~AR~INV) » 3R ZAEHE AR
R E B fE(CACL) Btk KRR A 8 B A(AR)ARGF BR g & Z(INV)
AR B PR B A5 AR bh B L ARAK 0 R 3T ERARA T Ae B 4% 9 69 & R (Simunic
1980 ; Francis > 1984 ) - 14 KA RN E ¥ 4 3 (fixed effect) izh| F
¥R ERNHR -
>~ BHRR
ARREBEARERAALATRGRINR G PTALER G P8R LT H4T A

Bz tgne] o Ak mremi R FELFRLEERETHA > SOREHRA
A GBI FLE 2 5 o RFF R LA 2000 F 2 2014 52 8 F4H] BTN 8] AR

-

-
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AR B F BRI B 2% &M At (Taiwan Economic Journal » TEJ)
PR AR ERE . EESBEERRFREN CSRC T EN M AR - A
PG ER ERAT AR AL 0 RIER B P B EM @3t ER ) @ (United States Patent
and Trade Mark Office » f§#% USPTO) °» X ZE Y sem R - AR K 36 F 3t
EROBA > BHRARATRELEMR R T (CCER) MBEHFEEITANLETH
B oo AR RRABERZEORASL 30,671 BARA

BFusgi

— K&t E

& 1 AR RG AL HITF - Panel A BAR B — A 6h ¥ Bah 4k
Wt E o MAERAMEIEST A B REHE % 3 (ABSKDA, ABSCDA) #-F35
5% % 0.0871 & 0.0923 » An P43k 0.0623 & 0.0671 > H 5828 A6
B%k e B BHEdayRE8 M E:EE (INCRKDA « INCRCDA) » #
398 %] A 0.0841 Fv 0.0697 > A¥ P4k 0.0617 & 0.0542 - M & » & &) 89
B3k a M ET3E B (DECRKDA ~ DECRCDA) » H-F345% %] %-0.0904 Fu
0.0772 > /N d 4 #£-0.0627 B-0.0579 - &3+ 6F E# A7 3A (AUDITTYPE) #
F358 % 0.7900 /N7 480 1.00000 & R ARBEERBOFHTENEE
@k o MAAEMELE (LEV) F3984 04824 > B (5834 R & (OCF) F
¥ A 0.0139 - phopbEFia A 8] (LOSS) RE Z#mBE (ROA) FH# 45 A
0.0139 & 0.0139 > K ¥ 4$k 0.0318 - % > K EZF A £ 094K % 0.1300
AH AL # 0.0000 d 2 8] AR etk @ (MB )35 808 1.3220 A7+ 4 $ 0.8919 -
N a B (LOGMV) P38 4 9.3005 0 sk A5k % (INST) 354 22.29% -
Bohnal B EREHAT (BIGFIVE) £3589tk 248 11% » $ REmHE AN 5
15l R FHAT R o sLoh 0 EBIMETAR R B2 5] (FORE) 45 8.2% -
Rt ATHEA4E3TIE B (ACCRUAL) P34 %-0.0458 -

> http://www.cicpa.org.cn/ °
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® 1 %4t g

Panel A &Mt (R BHEELRT

Variables Mean Std. Dev. Quartile
25% 50% 75%
ABSKDA 0.0871 0.0878 0.0276 0.0623 0.1171
INCRKDA 0.0841 0.0841 0.0276 0.0617 0.1141
DECRKDA -0.0904 0.0915 -0.1207 -0.0627 -0.0276
ABSCDA 0.0923 0.0948 0.0295 0.0671 0.1227
INCRCDA 0.0697 0.0948 0.0096 0.0542 0.1107
DECRCDA -0.0772 0.1046 -0.1197 -0.0579 -0.0122
AUDITTYPE 0.7900 0.4100 1.0000 1.0000 1.0000
LEV 0.4824 1.9309 0.2736 0.4068 0.5495
OCF 0.0417 0.1039 -0.0034 0.0368 0.0909
LOSS 0.0139 0.3500 0.0000 0.0000 0.0000
ROA 0.0139 0.1342 0.0079 0.0318 0.0588
MB 1.3220 4.5508 0.5809 0.8919 1.3797
LOGMV 9.3095 0.3392 9.0892 9.2778 9.4943
HIGHTECH 0.1300 0.3400 0.0000 0.0000 0.0000
INST% 22.2928 23.5123 0.6100 13.1150 40.3075
BIGFIVE 0.1104 0.3134 0.0000 0.0000 0.0000
FORE 0.0818 0.2700 0.0000 0.0000 0.0000
ACCRUAL -0.0458 0.1704 -0.1225 -0.0402 0.0325
Panel B &% M 43t E(H 3 & LHEAR)
Variables Mean Std. Dev. Quartile
25% 50% 75%

OP 0.8783 0.3270 1.0000 1.0000 1.0000
SIZE 6.0809 0.4011 5.8336 6.0540 6.3183
ROA -0.0103 0.4705 0.0083 0.0310 0.0558
LEV 0.0590 0.2208 0.0000 0.0113 0.0732
CACL 0.4576 0.2043 0.3093 0.4531 0.6028
AR 0.0806 0.0864 0.0106 0.0541 0.1219
INV 0.2331 0.1652 0.1171 0.1986 0.3106

AUDITTYPE 0.8104 0.3920 1.0000 1.0000 1.0000




ABSKDA

INCRKDA

DECRKDA

ABSCDA

INCRCDA

DECRCDA

AUDITTYPE

LEV

OCF

LOSS

ROA

MB

LOGMV

HIGHTECH

INST%

BIGFIVE

FOREAUDIT

ACCRUAL

OP

SZIE

ROA

LEV

CACL

AR

INV

it

~

>

363

N

2i(kothari et al. » 2005) % 7k A& st Z KRBT B BRR@¥HE -
2 (kothari et al. » 2005)F A &3t 2 KA BB AN REN 0 214 -

2 (kothari et al. » 2005)F & A& 3+ X KA MR A B PH 0 2 -
2A(DeFond and Jiambalvo » 1994)14 iE (Jones * 1991) model 7 k4% 3t 2 i 8
PERESTERBHE -

2A(DeFond and Jiambalvo » 1994)14 it (Jones * 1991) model 7 7k 4% 3+ 2 i 8
MEREHE R RN REN 024 -

2A(DeFond and Jiambalvo » 1994)4 iE (Jones * 1991) model 7 7k 4% 3+ 2 i 8
MR B A0 XM -

HBatamFEH AL FRNARAEEATLS S 1 EENEBaK

B4 %0 -

NEAFARAR  WBABRUBE A EZ -

BPEFHZHLRE RATET R -
ENAMEEMARAERY RSB FRIAO-

a1 BAMAE A AREN & o

N B B TAR R @ AL

FNERM AN TEAR A AR BHEZ -
ENAMBAEEAGHAEE  ASA L FRAIAO0-

B HEATH ZRM LS -
HHBERGHEFEHAREZI NGNS E 1 FAAO-

NN AEATHRINE BERIIFHAEEINNNLSAH D FAAO0-
35 -1 #9248 JE 3t TDA(48 A 81 JE 3t TCDA) °

EHEGEHER  EEHERALMRYEAFNS AL FAIAO-
NE BB ERA R -

NE) tHRAE ARB R -

NEA KA EHETELE -

NEARBLE  LRBHEARURS A FHHE -

B EWIR IR VL E & o

NAGERUABLETE -

51
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Panel B A4z AMB — 9 A3t E- H F €36 E 3 B R HEA(OP)
P HEEFYERAMEKRYE 8% Has Brguitay & REAA o s o
NE MR (SIZE) A 6.0809 - F35mm4aF A MBI F (ROA) A-1% - A
NE BAEAEEE % (LEV) P33 4 0.059 Ax F4r3 0.011 » JRBpER47 /2 3] B4 B4
HARAZLERS - BERAHET ALY H I ®@ > AELE (CACL) F41#
B LAST 1% B — MR BE2MBERL - TRYBRG N3] THALERE
MRRHFEN - HF > BRERKRBR BT EZLE (AR) 344 8.1% HFEH%
nEEAELE (INV) F355 233% -

% 2 Panel A tb#846% (PAT) S2H R E1EA A (LLP) wmiatk Aoy % #
TR A P E R o Panel A BAT 0 R A A EHGTFHH L RT > K
& & H e P8 Wilcoxonrank sum (WRS) Z & B THAREEF
FAr LLP @ztep EA% ey Hr R Ber@ 3 (ABSKDA) A E &AM
et Ber@HE (ABSCDA) > BFANSGBEHAEHME—4an3) it
—BRATBEIAAE > A TER G FHAT PAT BB EARKF HBEREY
M ARl LLP B R ANBH R K > BMmE#Ew 0 PAT B2 g0 %
3 0 BR LLP 8 @ 3tER o

k2 A% E

Panel A Eo AAMAERERTEHRLH A EBLER

Audit firm of Limited Audit firm of partnership

Liability Mean Median
(n=28.982) (n=1,689) Difference Difference
t-value z-value
Variables Mean Median Mean Median
ABSKDA 0.0943 0.1052 0.0818 0.0854 3.452%*%* 3.540%**
ABSCDA 0.0976 0.0845 0.0875 0.0785 2.640%** 1.788%*
ABSMDA 0.0963 0.0778 0.0852 0.0722 1.997** 1.542
LEV 0.4134 0.3684 0.4599 0.3655 -5.083%** 0.895
OCF 0.0383 0.0469 0.0388 0.0465 -0.121 0.541
LOSS 0.1375 0.0000 0.1615 0.0000 -1.592% 1.685*
ROA 0.0208 0.0479 0.0109 0.0443 2.581%** 0.698
MB 1.5351 1.6584 1.5043 1.6365 0.182 0.250
LOGMV 9.3517 10.3651 9.3228 10.0352 2.028** 2.123**
HIGHTECH 0.1800 0.0000 0.1900 0.0000 -0.491 0.491
INST% 21.5697 26.2554 21.9153 26.2513 -0.344 0.350
BIGFIVE 0.0567 0.0000 0.5750 0.0000 -0.076 0.054
ACCRUAL -0.0423 -0.0322 -0.5130 -0.4154 1.293* 3.477*%*

AGE 17.2200 15 19.4100 18 -2.951%** -4.255%%*




Panel B B AFREFERERTERLIREBIT BLLLR

Audit firm of Limited

o Audit firm of partnership Mean Median
Liability Difference Difference
Variables Mean Median Mean Median t-value z-value
INCRKDA 0.0861 0.0628 0.0770 0.0617 2.122%%* 3.277%*
DECRKDA -0.0924 -0.0632 -0.0823 -0.0591 -2.262%* -1.959%*
PanelD: EN AR RAZELRAESFHE T AR
OopP=1 OP=0 Mean Median
(n=26.991) (n=3.680) Difference Difference
Variables Mean Median Mean Median t-value z-value
SIZE 6.0999 6.0635 5.9434 5.9534 8.693*** 3.867%%*
ROA 0.0232 0.0342 -0.2527 0.0016 13.203%%* 9.537#%*
LEV 0.0562 0.0124 0.0792 0.0068 -2.032% %% 1.613**
CACL 0.4534 0.4479 0.4884 0.4978 -3.792%** -2.070%**
AR 0.0810 0.0593 0.0774 0.0426 0.915 1.738%%%*
INV 0.2222 0.1909 03117 0.2777 -12.156%** -5.092%%*
AUDITTYPE 0.8173 1.0000 0.7608 1.0000 3.186%** 1.248*
A *** 1% significance level, ** 5% significance level, * 10% significance level.
B &%# T A
ABSKDA = B(kothari et al. » 2005) 7 k453t 2 R A JEI A B BREHE -
INCRRKDA = ) (kothari et al. » 2005)7 sk #6323 A P 3138 B AW 5 S0 0 24 -
DECRKDA =  pi(kotharietal. » 2005)F ik &3t Z SR EB B IN 0 244 o
ABSCDA = A(DeFond and Jiambalvo » 1994)f% iE (Jones » 1991) model F ik 453t 2 A )
M JEST BB HHE -
INCRCDA = A(DeFond and Jiambalvo » 1994)f% iE (Jones » 1991) model F ik &3t 2 A )
MEIEE RNREN 0 2E -
DECRCDA = A(DeFond and Jiambalvo » 1994)f% iE (Jones » 1991) model F ik &3t 2 A )
MEJESTE B 0 2 AE -
AUDITTYPE = EEHEEHAZAL  ERNAREEEARLSS 1 ERNOB AR
e %0
LEV = REAMBART RBARBRUBEEHEZ -
OCF = BEFTHLRLANE UBFTETH -
LOSS = FRARTEHMEKRAHBRE > ASA L FAAO-
ROA = Nt BT ERBE -
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MB = PAHETIEHEDMELL

LOGMV = HARE - AN TERE RHBHEZ -

HIGHTECH = #23/MBAEARAEE LA 1 FAAO-

INST% = JBHEATHZEMILE -

BIGFIVE = HHEREHNEGEHABREINNMNSAH L FRIAO-

FORE = HERAHBEATHRMNE BRI FHAEEZIANANSA L FR KO-
ACCRUAL = 45 t-1 $x 4JE3t TDA(47 )14 & 5t TCDA) -

op T GHEEHEA SEHEAARRYGEABALA 1 FAAO
SZIE = NEATERAREH -

ROA = NG tHETERBE

LEV = e kIABHAETELE -

CACL = NEAREHLE  QRHE AR AR A HAEE

AR = NI JEIRIRR BT E o

INV = RABEHRULEE -

Panel B #2 C i — 3% Panel A 69tk A AL & B3R B » i —F Y
tb#% o Panel B LA E 89 3k B3t B4k (KDA>0) RKiER B AMETE
£ (CDA>0) W AAH S BRER  FTHAAFTFHHE BT > AT
B ZAE > LLP €3 6F E e E R R E3 B4k (KDA>0) KES A
B EH B (CDA>0) » BAERNASBEHACHGE—and)  b—&
R Panel A 48 » ko~ LLP B R AKFB| LS B eRIRIEE B4R
(incoming-increasing discretionary accrual ) #3814 » ZRLL A8 PAT 22 K3t A
B 3B M RIF K > BAo~ PAT 2B €3t 6R ey B3t s B &7 LLP 84 € 3165 - Panel C
AR MIEST B dr (KDA <0) S aaymgyteskatt st &4k (CDA<0)
R ARBE R BRER > RRLAFHEt RE > A PHBEZART > LLP
GITER B A BRI Ber (KDA < 0) RA&8ASMERAME T BH
(CDA<0) » BZ INEBEHAEHERE—a/N 35 > tb—% R Panel A
M E] > &5~ LLP E# R A%T] & &) BARRYE B3t B £ (incoming-decreasing
discretionary accrual ) #9758 » FRL A3 PAT B B R AMEME R AR > B
BAow > PAT S @3tenay 3t ot g > 45 LLP &) g 3t6m -
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RAFHB KA PREYEERT  BARIFARMBR 2 RIEHAER
W BERE Bt T—H 4% ot —FEPNBLEE GBS BE—F
AR B L3 3

Panel D tbk g &2 G E R (OP=1) 2 H & A (OP=0) Wtk > 485
G £E -Panel D BEov 0 BAE R AL (OP=1) T —% > 3 #HE (SIZE)
REAEH®EE (ROA) H-FHH X P REGRNECEFER (OP=0) a94k
Ao BEFBREKE S FEREXNETEMAERETERBERAE  FHAARE
HEEFYGHER > SAAPIRARMER - #Z > EFEER (OP=1) A48
BHHEEERL (OP=0) a9thAk > HAAFLE (LEV) 848> TETAHR4ERE -
BRI B MR B ML 0 BARE R AT (OP =1) 2 #HbE (CACL)
RFERULAETZWLE(INV) BFAHERPRET P BB ERTF(OP
=0)Z A BAMEFAMAG -5 —F @ BIRERKXB UL E ELLFE (AR) »
EEeEREER(OP=1) AT HnE e EHERL(OP=0)
BHRAKR > BIFERAE - &1L MEITER EH Ak EE (AUDITTYPE) m
TOHAEEMRERRA(OP=1) 9 RN A ¥ 85 5] 4 08173 & 1.000 >
AMEnEEER (OP=0) %% % 0.7608 & 1.0000 > 7% Bp 475 o] LABR f# 4 FR &
EEHFAReEEERERRAAOENR -

#% > £k 3 Panel A BMEAT  HAMBIAD BHMAH Y
(ABSKDA,ABSCDA) 1 ¥ # 7t k A f& (AUDITTYPE) 288 % EA8R] (P <
00524 F) > 4% 4 Panel BABR A8k & » @3t E T E RO E (OP) &
F5prask R & (AUDITTYPE) 283 4] (P<0.01 L) - Bubsiek 3
T UFE M F A ER RS GG EHAT BN ARREAKAE A LE
FREAERE  EMMBEREENHNET LY -
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© BEBAREEER M

k 4 AUBRAEMEFEARHEN BB R it h S HmiFe s
F o WG oA E F B R M (heteroskedasticity ) #9 B R8 - B stk @ &7k
18 §% 47 8 & A% %R A White-adjusted t-statistic  ( White » 1980) 2k Busk, — A% 49
t{E > GEAT K IR o

* 4 B BsHpEFER KDA
Absolute Income-Increasing Income-Decreasing
Variables Predicted Sign ~ Discretionary Accruals Discretionary Accruals Discretionary Accruals
(ABSKDA) (INCRKDA) (DECRKDA)
P 0.0693 0.0185 20.104
niercep (1.637) * (0.341) (-1.632) *
0.0081 0.0076 -0.0081
AUDITTYPE — # /= "5 440 ) %+ (1.815) ** (-1.586) *
0.0004 -0.0000 -0.0089
LEV /= (0.608) (-0.055) (-2.124 ) **
ok B -0.0509 -0.199 -0.0889
(-3.810) * (-11.498 ) *** (-4.301 ) **
-0.0046 -0.0060 -0.0037
LOSS i (0.964) (0.987) (0.487)
xOu 0.0441 0.0608 -0.0366
(3.402 ) *x* (4.114 ) *** (-1.352) *
0.0004 0.0003 -0.0011
MB i (1.446) * (1.194) (-1.269)
0.0009 0.0059 0.0033
LOGMV - (0.215) (1.023) (0.487)
0.0127 0.0132 -0.0108
HIGHTECH = (3.157) ** (2.571) *wx (-1.781) **
0.0001 0.0001 0.0000
INST += (1.822) ** (1.801) ** (0.505)
-0.0025 0.0044 -0.0070
BIGFIVE - (-0.544) (0.746) * (-1.025)
-0.0123 -0.0080 0.0132
FOREAUDIT - (-2.362) **x (-1248) (1.625) **
-0.0222 -0.0784 -0.0242
ACCRUAL - (-2.802) *** (-7.468) **+ (-2.075) **
N 30,671 15,948 14,723
F 6.170 18.259 4227
Pseudo-R 0.014 0.087 0.019

A sfeskokoskokok

"EVTE BRI REFLAER 2NN -

T&ASFRP <0010 ZSRP < 0050% AFP < 01 () A&y FAHtME -
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#X (1) AR MEET Bar@HE (ABSKDA) ARSH - L& RHA
O RIEEME AL ATNAEFBER SRR BHRGR FK 0 N5 TikTT
B3R AR B E N - AUDITTYPE 948382 AL > k57 LLP 9%
HALGEBAMTHFELETRILBR A AAHY 5B 316w PAT 89 R A
%?ﬁ@ﬁ%w#ﬁ*mw@¢’%Tn SBEHRABNG G an
wﬁﬁm H1IE lﬁ%%%ﬁ%f%%’@ﬁé%é%%ki@%ﬁﬁ%

@%a& ﬁ“&%z@% RS R o BIL R IIFBAR

7% (Lee and Mande > 2003 ) é’Jﬁi}% X (2) ¥ AFRUESRK
R BB HE (KDA>0) k% # > T4 28 > AUDITTYPE &
b S AL %rﬂf%éﬁkﬁ%@ﬁ@ﬁ?éﬁ-ﬁﬁiﬁﬁ#ﬁﬁ
EARBHME (KDA>0) 9182 RS a:16F PAT 9 R A sb—& R4
ETABERN e EEERDNERLT g8k FEF LY -

EREHEH TG BEFHRALME (OCF) S AMEFEBE AR
MG B AR (P <010 k) - S A7 SiAE R © 38 %378 5 & S
% (ROA) SBAMEHAR L Eh LS BAEAE (P <001) - AFEATH
2 3] B A R BORBE BB SHRA = 1 B A e R Rtk e (MB) AR
SUE ¥ %% AR A ¥ % (HIGHTECH) # » Al # AN BHIE B A « B4 #
Wi E A (INST) SR M B E B ZE0 MG RAHERBAG  B%
NE EEINERAT AT E T %3 (FOREAUDIT) @8 EAB 2 am A
FERBFARE (P <001) » REpgaARARMRRE > LBBHYHTAHR
L AR TARAARE o &k 0 ATHAI4EE B (TDA or TCDA) #4514 &
HIEB 2 AAEHBEAE (P<0.01) » JREPATHIMOE 1A B B4 ik B -

& 5 AUUREH SRR BAREON € 36 4 8% G 1 Hoqb i ) 4 B
FegE R - BEX (18 (2) qun.éﬂiﬁ/ﬁ M e T B R 42 H 3 (ABSCDA )
PRSI MR AR B2 (CDA) Aik4% 3 - T4 £ 857 ABSCDA #2 CDA
%%ﬁﬂ%%%i’ﬁ%%mm’%T%Tuyﬁéﬁkﬁﬁﬂﬁ%ﬁiﬁﬁ
MERLEKR - A SBGHEn PAT R A > HY ﬁ@%?ﬁﬁ&w
FMltbg ) R TR — B ERAAENG NG N AERRFEEE B
%%h%ﬁgﬁ%%’Hhé#éA%Azmm%é%%ﬁ%a& &ﬁ&z
PO EBES R LS -  FRERIFEA

WmAEH G B M T 0 B4R E A5 (LOSS) #iskkMEstaE 2 &% HiE 3|
@%mﬁ(p<0m)oﬁ%ﬁ%%éﬁM$(mmJﬁﬁ%ﬁ@ﬁ%ai%
mHEDREEAKE (P<001) > s1fafAfAR - 2NN REk#EEe (MB) -

M4t # (HIGHTECH ) &% #k#%45%E A (INST) s E % Et1E B £J£
% B4 o TREP & N 8 R Ak AR D TR R AR R AR AR B AT AR LB AR
B RISRAMBEIEBEAKR - KB Na BN EFHAETEITEH
(FOREAUDIT) 27848 2t38 8 (TDA or TCDA) #1452 E2t3E8 B 2 &
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0 ML AT RABF o

&S Bt BerEiFER C CDA

Income-Increasing

Predicted Absolute Discretiona Income-Decreasing
Variables Sign Discretionary Accruals Accrualsry Discretionary Accruals
(ABSCDA) (INCRCDA) (DECRCDA)
o terceny 0.0227 0.143 0.0279
ntercep (0.510) (2.586) *** (-0.396)
0.0069 0.0074 -0.0036
AUDITTYPE /= "} g99) (1.734) ** (-0.659)
-0.0003 0.0003 0.0074
LEV T Co407) (0.458) (1.784) **
ocr B -0.0091 -0.0338 0.0185
(-0.644) (-1.869) ** (0.867)
-0.0237 -0.0057 0.0293
LOSS FIT (401 we (-0.758) (4.089) ***
-0.203 0.171 0.277
ROA (-14.883) **x (5.227) *x* (13.319) *x*
0.0003 0.0004 0.000
MB e (o0 * (0.657) (0.033)
0.0072 -0.0082 -0.0083
LOGMV - (1.505) * (1396) * (-1.111)
0.0115 0.0229 0.0011
HIGHTECH o (2705) wex (4214) #** (0.174)
0.0001 0.0001 -0.0001
INST T (1.934) (1.605) * (-0.758)
-0.0026 0.0016 0.0087
BIGFIVE - (-0.549) (0.268) (1.135)
-0.0109 0.0013 0.0183
FOREAUDIT - (-2.001) ** (0.198) (2.143) #x%
-0.0184 -0.0712 -0.0292
ACCRUAL - (-2.210) *** (-6.650) *** (-2.333) *wx
N 30,671 15,948 14,723
F 24.614 8.716 28.206
Pseudo-R> 0.063 0.040 0.140

Ak

%57 P<0.01 > ** 1 &7 P<0.05 *: &7 P<0.1 -

"ETEAUBZIREFLAER2 RN -

= EHERLQRERI M

O RaBFHME-

(6 ARENHERABAHN G ASTYE R L H S HE TSR
B R 0 A% 3040 0 282 logit @784 Pseudo R2 % 38% @ £ 3¢m
SFe FRRE AR A 88.85% - B > HAE@EF ST o

% 6 %R BT AUDITTYPE 48 BE AL ( p<0.05) » 274 Ba
BATB ey astin ARG E LK G thA REEASRA Loy &3 60 A1
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SR I HFBR—_ LHRAR > GBAKRAMBE N CITERILBRBRA B LY -

MIEH M T TREBE TR T NARBE(SIZE) X EEZ#HBE (ROA)
HHE@eBEARE (P <001)  FREPERAEAAKR R EAZ > G316
MEeHEEFEER > AAARABMEE - MM HEME (LEV) mE > &%
BrAEGeyEEE (P <0.10) » BRARTABRF o sboh > A3 BH R E
MimT o ABk®E (CACL) it &E R (OP) 2HREEAE (P <0.01) -
TRBp g N E) R B AR > Rl e ARG B RANETRE - KW B
MR ARR LB E Z (AR) GFEHRUBEE (INV) BB ERZEH
Btk > A RFAI RS -

&6 FmEEFELER

Variables Predicted Sign coefficient Margin effect
Intercept -0.8797
SIZE + 0.4792%** 0.0006
ROA + 2.2064%** 0.0026
LEV - 0.7014* 0.0008
CACL + 2.5170%** 0.0029
AR + -2.7815%** -0.0032
INV + -4.46997% -0.0052
AUDITTYPE + 0.2361** 0.0003
N 30,671
Overall ratio 88.85%
-2 Log Likelihood 3040.016
Pseudo-R’ 38%

dakx D ESRP < 0010 % AR P < 0050% ATFP < 01 () NMHRFHzME -
PRPBEAYBZTKEFLER2 IR -

12~ BRI S#T
— - % %@ (rank regression)

BRI REAF B TARATH TREFESE LA ZRAROA
% > BRI E B SME R Rank 3@ EF 4R - Rank 3@ F ey Bkt E4h 0 AR &
RGMaERR - EEFEGERAMGMAAET - &R (R71E) RBRAZAT
a0 B EMEREIFARBENTE > & giaeE-

BTHEELERIERI B AEAZE > ARk Belsley, Kuh, and Welsch
(1980) 344!k DFFITS wa/n (n BHAY - p A 4HME) Wi
WAER EMRBIFEIFNERD —R(RFIE ) PRARR R ER S BB -
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=~ Panel EHEEHRE

RE AR A B 2000 2] 2014 F oy ERER Panel B e B 44 0 HN AR
ROFHEBERTHAEAMAE TR (spurious) &R - LA FTHEARME » B
—NEREBI ISR MiE 15 RYFEHEAH THRMEHEL - fldo - Na)i5E
THEA —MEAAHE LG R A ZMAARTREMET L Ait—F
B AR AR RS R GGABMEME - AFR T B — R 8] &8 year-firm P35 > & B
GHRRNGHUAHETY BmE— @A aEe ki d H5—R (Greene,
2003) - FHLERET (RRE) " SHhABAELEAEE  BEmos R
BIEFRNE — 25 S RERHG - THRERS BB -

M~ &3

bR 1994 FRAB TR T EAR LA R EME R E o AR L EME
3HER T SAEE W 3FR L A% (partnership ) & 3185 F55 A7 A IR AAE 8 AAR
RO FFHAT - S RBALSKA KO FHAT & 60T RER N EFRITAR > B
AR ERARNEBEL/AOEHE > B0 8 AT BA REEFHAA
Bt &3ten A £ 5] o AFFR A 2001 £ 2014 F 4 F BRI A LB 5 At b
TEAT A B Z 89N 3] BFF AR A 3 AH R BAR AN B A B AR Y
ER AN ESREH - FHLERER AR PR EIEFETITUAR
BHIEEEE TR MG S RIFEEARTENFTHAaBAE - #—F
R AN B ESAA R e A BRFME R A
HREAEFHAATR G > EMAARNFEEE BEmeBafB ey
GetenERAT 0 HAR e Gt E st st RN A REEFHATRG 6 &3t 6 o

AARBAE LR BAMTRAGHFEH/Fa®kA > T24RE%NTFH
SEM G BRI & bR AR TR 0 B TR LR S0 A8 A AR A B T AR 0 B R
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