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Abstract

Using a sample of companies listed in Taiwan Stock Exchange and OTC market over
the period of 2005-2007, we investigate the effect of characteristics of internal auditors (1As)
on the quality of external financial reporting proxied by performance-matched abnormal
accruals. Guided by auditing standards, regulations, and the related literatures, we develop
five individual measures—on-the-job experience, percentage of I1As with external audit
experience in public accounting firms, percentage of 1As that are professionally certified,
training hours, and percentage of IAs with accounting major—and one composite measure
for the quality of internal audit function (IAF). The primary research findings indicate that
the composite IAF quality measure is negatively (positively) associated with the magnitude
of abnormal accruals (negative abnormal accruals). The results imply that the better the IAF
quality, the lower the magnitude of earnings management, including reduced downward
manipulation of earnings. With respect to individual IAF quality measures, the analyses
show that on-the-job experience is associated with more reliable financial reporting behavior.
These findings provide incremental contribution to both literatures of earnings management
and internal auditing.
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Messier and Schneider 1988; Gramling and Myers 1997)*8 -

?Q?‘H“%Qf%‘%%@ﬁﬂ’:'gwwfﬁwg%#’iﬁféW$* A
ZH f%?ﬁ%%#%F§?W *WH*F”%KfﬁkﬂFWHiﬂym
NHBENA KD LRGN HETS P g ERL G T
ERORLES IR RIS PR LR A iﬁ’F{ﬁ-_ ’P“Wﬂﬁ7’“ﬂﬁ&ﬁ
o RREFEEYRFEMBEESTI BE MﬂjLW mApHp o M FEA R B
BOIMF SR PRHEMBREST > T RAEA ST B HLb ~ Hlc &
Hld :

Hib : 2 & 2 jp &4 ﬂmgﬁmxiwﬁﬂ&saﬁﬂﬂﬁ%?

Hlc ??Lﬁﬁ*ﬁﬁ*gaﬁ PIFETFFRRT BB QP 2L HABE

e

Hid: 272 A 52 E RS2 AREB T HRLDP2LHBFESF -

PAARAF A2k & é“%ﬁﬁ%}ﬂ’%ﬁ%ﬁ‘gﬁiﬁﬁmigm
frv’—n IV 12 ﬁ’#‘ ‘En@l’T“- F\%Kﬁj"?}‘ 7].6;3%;_1.&?'[&,}.—%;‘«,?%

2 R ’»iﬁﬁﬁﬁ,%m@ﬁ wm% LEy A E R PR
R E R LAV P I AR BB fEMARERE A D aunAr s 4
ot FE AT R L S 0 I o PN € R R BB i A
LT Flt > AP B Hle !

Hle: 272 A A R ER €3 EHF BRI DPLHBEREN -

16 Ajer et al. (2005)2. § % ;%%}m’ 2P 2 ML L5 CPA T Hﬁ»% Yz g o Rz D
PR gL ﬂ»iﬁ # € %2 % - b3 Worldcom # % «hph 3vf24% 2§ Cynthia Cooper £ ¥+ %
BRo 2 F g3 ko ﬂa‘* FHEAFEVML LB ERE Fﬁj’pi‘i B DA BRI
P> 7R PR PrlcewaterhouseCoopers % Deloitte & Touche ¢ 37 ¥ 737 % +& 3% ™ (Lacayo and
Ripley 2002) -

Ve AR RS 2B P TR ARFPEAT SR AP RS E P PR

WA AR ) o N EREFFER Y 6105 TE BRI 0F o

Brown (1983) -~ Messier and Schneider (1988) * Gramllng and Myers (1997)3511 F* ¥ 2 52 5 > 5% > jet

FRFFA R Ao R LR HEY PP A R (T4 S T #F P P4 R it 4 (5%

)~ ERM (b2 s e ) 2107 (046 F - 3F) 3 22 BERF -

1

©
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oz REFE

AR 2RI A 2005 & 3 2007 & o p AP F R KRB P 1T RS

;@A?bﬁf&g\!‘ §P7 ’“‘—f..,ﬁ”‘—f P\*/&%P\%& ﬁ;fbﬁﬂfp ﬁi“_p"’: Fy Nz /_{fx;l,:/;‘,:\
BRZ 2P AR EE D D 0GR A N B g S BEARTIRAZ - &
éi@ﬁ%ﬁ%ﬁ?ﬁiﬁﬁfwﬂﬁ#@°”1%W*QLﬁﬁ‘y‘%&
THREHE

- S REEI

AFE gy g s BV R #i(Kothari, Leone, and Wasley 2005).% % &
(JAbnAcc|) ~ I+ £ ¥ &3+ #c(AbnAcc )2 § B ¥ B3t #ic(AbnAcc)) iF G B4 7AER H 5
B (FRQ)z 72 5 8 ; "f TN FRFEFE A ﬁ 2. F B3R (IAudexp) ~ #F 30 %
-5 A (EAudexp) ~ & ¥ R (CpaCia) ~ e BRiE i3 (Tralnlng) 2o A TE A
(EduAcc) ¥ 7 78 %ﬁm}w MFEA R H(IAC) P Y EFRFE T AP L
ez MRS T R(AQD) & 4l ¥ ¥ i B MR ES T2 R T
Fet b u p FHF(AC)E 57 & M #5 5 T 30 1R(IAQD) 4 P4 3348 ¥ 5 [T (FRQ) 2 7
o B o TR A AT T

FRQ,, = a, + o, IAC(IAQI; ) + a,ROA  + a,Growth , +a,MB, + a;L0ss;,

+aglev,, +a,0cf, +a,Complex;, +a,Big4,, + o, Bdseat;
+ay,Group,, +a,,Size; +a,;Ag€; +a,,DY1+a, ;DY2 +¢,. (1)

Jue

FRQi, t i P ¥ AR S JAbnAce] B R ¥ st B8 ¥ 0 AbnAcct ;

F R Rit#c AbnAcc i f R i

IACi. . =i 28t ﬁw BOENFEPEL > 5P £ T R (AUdexp) ~ HENE T
(EAudexp) ~ % ¥ e (CpaCia) ~ B & i3 (Training) ~ ¢ 3+ & “T§
(EduAcc)¢ o BN ERRERFE

IAQIi ¢ S i@tz p\fbw%‘*,«r#ﬂ#,

ROA 4\9 tH 2z F AP

Growthi; = j 2 ¢ tﬁﬂg1z$£$ SEESE YL B Bk A A
MB;, =i aP e pEEt o L HE R BRI ARE

Lossi. = PSP U @R LR Loss=1 3 R1E 0

i
I
|
I
Levi . =P APt E o SRR T AR A
Ocfi ¢ = i2}5tﬂﬂ?“%‘:,—é%ﬁ,?,ﬁﬂ’fllﬁﬁzwFx\é_ﬂ/,,\L—'*;
I
1
|
I
|
I

Complexic = i 27t 2 7 § iR + 113 & & SALHP§ AHEKHE
Blg =i aFtYEP g ERT e 2 B AE9TR Bigd=1> 2015 0
Bdseat;, S APUHFT RS NFE LR R

Groupi, t :'2}5’tﬁp)§!}§;)§]¢%ﬂ GI’OUle’@E!J@O

Sizei, = P27 tYRT AP R¥E

Agei, t S i@ tE ) HERK,

DYt = &)‘; T ¥t 5 B

&it i Fd tHR LA o



124 FriT# o0 % 643 > 2017 & 1 0

- s Rk AReTE
(- ) #AfEf % M3 $ 51 FRQ (JAbnAcc| ~ AbnAcc* ~ AbnAcc”)
SCOtt (2006)45 1 » B4 st A K AR ERGEL F700 4§

D@ PR ERFERA N2 Pg N2 LT 0P L FEOT R 5
AETHFRAE T SRR LBPAEFT o jREEFEeFL
FRGAFIILERAE REMDBFELETE ;;;(Bernstein 1993; Klein

2002)c AFTF S MNP ARMAT T M EF BV ERFLEE DR EST
2RI g (22F4R% 2008 ; Prawittetal.2009) » ¥ % & K %ra 12 & ;% Jones
BOA R @ AR e 4 v R R 5] 5 i (Bartov, Gul, and Tsui 2000) » 12 2 5
FAAE A AR T R T4 D R R AR S v 1)
(Kothari et al. 2005) » # > G s £ 2 B ¥ R #(FRQ) 5 A4 f2 18 ¥ ke

iP5 Prawittetal. (2009)2 FHE S *F R P EA R &FF 7 S D2 ¥V R
Pl A E o TR E P AL ,;éfaifu E} (big bath behavior)z\ 3 a“v AR »]4:;; 27
2_ g rcfis(reserve) » e ¥ F 2 F A B A2 (TR RER #ﬁ; v AR
AR R h N e R “"f“%ff@fr” LRl N O Lﬁf»p = &F:é’u ™
ﬂ#@?&%ﬁﬁuﬁp%&?ﬁgﬁiﬁgfm,ﬁﬁﬂp%vﬂ(%%é
Rertk4 p 2005 B % H5 0 3 f #8272 532 2012 Chenetal. 2008; Chi, Huang,
Liao, and Xie 2009; Mitra, Deis, and Hossain 2009; Choi, Kim, Kim, and Zang
2010) > 2R ¥ R EF A SR AFL T o AT TR ¥ RV EE
% & (JAbnAcc|) ~ & hR ¥ 3t #c AbnAcc TE? f ch B ¥ 3t #ic AbnAcc B E B A%
WESFT(FRQ) » AL S 2 P ZFFE R ¥ R sz M % o

TP B R ¥ R Ecen 2 o A 7 43 Kothari et al. (2005) & 3 #-
A > 12 JonestA e b F A P S (ROA)E 7 53t B % - #ic(AbnAcc) 7 5 i
A (2) 2 A £ (eir)

TA A, =og+a, (LA )+a,(ASALE, /A, )+a,(PPE, /A, )+a,ROA,

+e, . 3]

FQ)7 CTA G PtEaER TR (EF ﬁe,g#rxﬁg,g R W
) AL s IS PtLE ) kT A 5 ASALES, G i2 P tE gl £ o
FH R PPE (12 PtEHFEF A 5 ROALZIDAtEDT RIS -
SEFNQz B EuAESEE (H) $$ﬁﬁﬁizl~$‘?#/§r_i3)’;’
FEF R R ﬁ*%ﬁé;é TIPS > AF T H AT
MAXEaE 219 (T;’ﬁﬂi(ﬂbt’f ':}' 2 2003 ; 3B = #% - rg;/ﬂ\%‘._f*#@}% 2003 ; 3E
WE o RGEAYE 2008) {6 Mgt o

9 £ NP > LA IA A T AE éiﬂ&ﬁ&ﬂ&’%a§$ SHRE T EL S
YaFR i i‘v\i\?‘ o #H g ¥ s ms\i BE g CSRY-T B L*’H“r‘éi) ﬂfﬁﬁ#’?
BoE o TETHE) B (2% w% BoB) RS G (R FER R
R IR AR RN R RS = ﬁ$!“*%’r«f—*ri%7»’€‘_ém,n”af,,nu”xfo
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SRR ED N A 4 R 4512 IAC (IAudexp ~EAudexp~ CpaCia-~ Training ~
EduAcc) ~ P 355+ 5 5 (IAQI)

ALY NI A REER fib jg»’?{“}ﬁ’\g % B 2 DL_B%JQ@ i (Prawitt
et al. 2009); i F 'R S NPN r,%%gjapx ALY A ﬁig ke oz eh 2R
FEE g3 AT RTARR S AR RFIPMEL AT LEAEPED
%ﬁﬁ?’?éfﬁﬁﬁlmﬁﬁﬁk ﬁ%@maﬁﬁ%ﬁﬁigﬁm
FEEETRE AN APFELEY B ERLABRE eI LS R
ERMAPMPA LG AP ETHIE €3 AR T2 s 5%
PR BEEREL FARRE TS SRR E (FEREHE Y 20055 F&
B 2005 RlET &3 i]*x & 2008 ; Chenetal.2008) » # &&= S %0 it € 3+
ﬁﬂ;,ﬁm.%i?ﬁ?ﬁ'% ;\: s gg}»;l ﬁ'\,j\;}ﬁi]]\ fb;fa‘;}'} ’ ﬁ ¥ ﬁ g L g ,ﬂgtgu ﬁ& , %JJ
BEEFENEFR O TLEERIEPHEOAEREED - )£ T F(IAudexp)
% Lp‘é@(Training)a LB AN ENAEY BRI L 1o FRIE 00 20

4 W~

oo

Rl
\cm = e B g

\-\-

\

\e

bR % - S (EAudexp) ~ ¢ 3k 78 fr(EduAcc) & % ¥ 3 R ¥ #(CpaCia) > ¥
S ML i FgFL/“Tg/ﬁ"t’”‘ ER R & 1’? 1 & 0°ﬂ‘£ﬁ§Zé
-~ HEF LA REZEL IAQLIAQI B4 RAPEET A EP AP Y

&
R BHBEET T p\yf@,fi-}'}%gt(p\ﬁp)ﬁ\? 20 2 ;;ﬁ\g;_;)_g_
® S AR ) MR T AR MR ST B M

_%xefaﬂ%%&éﬂﬁ@?&’ﬁ@%wwéﬁ’@»ﬁ%%ﬂ@
B0 2RI 2P B AN R LR AL AN BRF I s o
Aot F (Lev) =& F 7% £ 5 3% %] (Press and Weintrop 1990; DeFond and
Jiambalvo 1994) ~ # % = &+ (MB) =& # 334 F](Ahmed and Duellman 2011) -
gLk, 2 /gkr‘wfm YERERE o §l "#7’ J& 3+ #ic 1 (Dechow and Dichev 2002;
Frankel, Johnson, and Nelson 2002) ; P @ B Y82 AT a0 LT
Ab o FIEE R G APFILY A ﬁn %"»”’3; & 4 12 (Menon and W|II|ams

DEFMEAFEP FORFFIRZ FTHRRE 55 L8 o A2 FE P £5F 2 % 52 Prawitt et al.
(2009)2. # | B AFT 3 FR ¢ IRF S AEAudexp € 3tk Ak v 42 & EduAcc - % ¥ @ Prawittetal.
(009)R) 4 p 2 FAF o FH AR G402 AILMBF LT A PR £ R R I E
M FEBRIS TR IAudexp ~ B R E P@CpaOaE’ B E Trammgﬂlrﬁ Prawitt et al. (2009)4p & o gt ¢ >
Prawnttetal (2009) WiF st w it e b F 2 FE STtk X AFH BN FRHEEF 0 A2 RIFEH
F\ SR B ﬂ’rr‘r‘?ﬁ

HrA 2P 2007 #F 3EPEAR CPREFANLL 224 MU AELL HPREETF
B Aoz Y o FEG - Y IR E g’LEFiﬂ» T 2¥F£’f fFaod At 17 PIH hIRF LT

= HE 5
e liFF - CEREFFAPIEPFEEER MNHLEERL: 1) F2 02 BB PFERA Y
2 612 pE2 18 )P RIHEBPEEL 18 P e - 4G £ A TE O RIE R
1o

g A2 ZRPFAFHNEFE (BF) O HBRES TR L2 EINE> > o e i P IVER
LERLEE B ERAPMEPN 2T %Y spkPrawittetal. (2009)2 R 2 0 R BEHERE
Mg L R R HCL LR o A B AL T REEERE LT BE
#% > 7513t 2 Prawitt et al. (2009)2- 77 3 % % 1F1t g o
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2004) ; ¥ EAESH A Y ER G 7 H P A2 T # % (Healy 1985
Ashbaugh LaFond, and Mayhew 2003) ; @ X FAERERE R 0 EEE A F‘&**ﬁv g
#5298 (PraW|tt et al. 2009) o F]pt > & Bl x FiF _45 B (Ocf) ~ & 4o £ &
(Growth) ~ ¥ ¥ 454 (Loss) '—}’*;’a’ 3F Y 5 (ROA)~ A 547 E:)i(CompIex)ﬁ Dt T
peo @i #B&?%ﬁm TRV TR R ‘#ff‘%&ﬁx (Franmsetal 1999) ; &
¥ EREA %o FAELT NS (Klein2002) ; EENREY HB G4 EiE
FRMFLMAATE S PRILIFR (F 1\[’. 1999) » rﬂv\‘%' SR
dow X g3 ERTEP(BIg)  £F B4 (Bdseat) ~ £ F B EBAEE
(group) i% & 4] o I 3 o & iz dp i %ﬁx’ PR 0 B Y R ERRE T
(Francis et al. 1999; Dechow and Dichev 2002) ; @ £ % B3 #c ¢ e & ¥ 2 4
g oA 25 FF %78 % (Anthony and Ramesh 1992) T~ %
1i(Size) # i W Bo(Age)S Al o bt By R EBORBET N R I ERZ A
B’%(Myers etal. 2003) » #& ¥ p » & B (DY)= 4] > M| B K =2 xﬂ
CCAES Bl TRBGE 2 gﬁiﬁﬁfﬁ:i"fi%ﬁiﬁﬂ%nﬁ——mﬁo

BE-FEEEELH

- PRI ER

Az AP IR EE 2005 £ 3 2007 # 2 L E mEAAYE AP M T F128
RAeBEBRE S 3,570 =N ’WJ“,/TT A /p,—%ﬂt}a ik BB E (8514 )
ELELINS AR AE S AL R B L R #”fayiia;ree
T A HEEZ TS A Y (1055 ) {8 B A2614 5 miE - &1
WEP R RFEL 4TS

# 1 Panel A #77] & B B2 sct it A lEr o P AT RETEE T
(¢ %)% 62905)% & (&) 4 35(1)& PN E2 T ¥R F O Prawitt
etal. (2009)4F ¥2 635 « B AP 2B 70 PG H L LB F L 40% 0 @

N g"—'-g?v R “Kf‘ﬁ"gﬂ? v}ém I ot X 4 26%,@—[-]:\%& ﬁ Higw &8 o

“Kg; Fog o Mtz 2 LR & EER ik 4 Prawittetal. (2009)3F # 47 59%
PR 5 FER e THEy L 1231 ) 63 12 B S
Fmﬂ%évzﬂﬂfﬁmﬂuf-«‘@%'?fﬁ%?sé@%ﬁ;aazéﬂ\ﬂ’%ﬁﬁ Fa o FR7R g B3R B A
Riei Al 12 [ pF > BB 300 /) PF o 230 E X & g3 K apE gL T
B2 5 60% A QTS SR A BT AR SR €A

_\uP 2. se
BN F FURE ©

BREPFARE 2 0 A 2T R & E 2005 £ 1 2007 £ -
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1 PISEREEE PREETRERFLA G

[ R Tia HLBEEX B E B4l ¢ i@k T5AEk Bt E
Panel A : R¥sE
N fEEF 6.29 4.36 1.00 3.00 5.00 8.00 35.00
kIR F 0.40 0.49 0.00 0.00 0.00 1.00 1.00
L ERER 0.26 0.44 0.00 0.00 0.00 1.00 1.00
B Pk 12.31 16.11 0.00 6.00 7.00 12.00  300.00
g3 F A 0.60 0.49 0.00 0.00 1.00 1.00 1.00
Panel B : s % ¥
|Audexp 0.55 0.50 0.00 0.00 1.00 1.00 1.00
EAudexp 0.40 0.49 0.00 0.00 0.00 1.00 1.00
CpaCia 0.26 0.44 0.00 0.00 0.00 1.00 1.00
Training 0.71 0.45 0.00 0.00 1.00 1.00 1.00
EduAcc 0.67 0.47 0.00 0.00 1.00 1.00 1.00
PanelC : pP f#& 5% ¢t
IAQI 2.59 1.22 0.00 2.00 3.00 3.00 5.00
ORRET P L PP R EN A TR H GRS p 202 PR ARG R g

’ﬂxi;a 1 ERG0;BERER: EOF ““‘ﬁ’i“f’”‘ ﬁ 2 éé*?ﬁi“l’\%"%ﬁﬁ—‘ﬁ HEE L
TR0 EBPE: & @ NN A R R CE PEOPPIEEARRTARR S
g'*JL@‘g?Ljﬁ HiE i1 ZFR50; ?F\ﬁj‘—&?‘ B%‘c?: giéﬁ)ﬁ7 TiaE x5 =8 B
IAudexp ~ Training ~ EduAcc & #3525 1> F R 5 05 *hIng -5~ % £ B+ » 0 B| CpaCia=1- EAudexp
=1-ZFR % 0;1AQI - T 5 p #£4¥ 122 & 3+ iE=IAudexp + EAudexp + CpaCia + Training + EduAcc » # &3 %
[0.5] -

Panel B 7|7 #o 38 % g;é«g ## % m #t % # (IAudexp, EAudexp, CpaCia,
Training, EduAcc) 2. 4xif 33t ig o &2 38 2 78 45 12 % #cz. @ 5 Panel C #77)]
IAQI » # 3% 5[05] Tatm % 259 hiE 3> p\ BETFEEHEEREY T
2 3% o 3 O Prawittetal. (2009) #1738 2 2 2 BRI N & F 3p 1R 12 2.42 (&
#5023 6)

F2FEPNIFEPTABEELLAE ST oM @}_Wﬁﬂ\ LAFE TN
Fr S (IAQI) > 11 kik #2315 4 55 > R A W 2 HOB % 279 4 ~ B3
2694 > WEEKE 19445 LMo REWIREZ IAQI T ofcs ARtV
'J'g R AP ﬁfif"*ﬁé%%?(lAQl)i/&#H;‘j 2.5 AR 4 Bd o RREAER
R ILA e 2 B
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22 AF~ERZPIFPETRHF(IAQNZL & F jein

2005 2006 2007 2005-2007
N =35 i N Sso@ i N o ki N S8 BEL
6 317 075 7 314 069 7 314 135 20 315 093
15 253 130 22 227 108 22 273 128 59 251 121
20 250 124 25 292 081 25 288 093 70 279 0.99
28 271 098 46 259 105 46 278 096 120 2.69 0.99
38 261 075 52 285 085 51 257 090 141 268 0.85
243 113 12 200 141 12 250 138 31 229 132
40 223 119 56 266 110 59 258 110 155 252 1.13

a7

B P EEREEEET
\‘

S o 1

-

19 263 09 30 203 133 31 242 106 80 233 116
He 10 190 120 11 245 169 11 245 163 32 228 151
T 457 255 128 589 242 126 604 285 122 1650 2.61 1.26
¥ 28 221 132 41 249 116 43 265 129 112 248 125
Bk 4 175 09 6 183 098 7 214 121 17 194 103
Ph 11 264 163 14 236 145 14 200 124 39 231 142

Hi 24 221 159 32 300 102 32 266 112 88 266 1.26
#3707 251 124 943 248 121 964 2 76 119 2614 259 1.22
IAQEH(R & PR At O ARREFE P EE T IR SRR L0 5 ST AP

M2 L@ A
= AR E AP Rl A 4T

i 3R LT PR Sy E o B F r@;iﬁ:%a ¥t @ |[AbnAcc|z. T 35
(¢ =% ) % 0.182(0.067) - = i+ § & % 4~ |AbnAcc| > B/ £ ¥ &3 % AbnAcc*
2. T3¥aE (¢ =#) 5 0153 (0.069) - f B % Bt AbnAcc 2 T iam (¢
#) 5-0.207(-0.065) o p &5 F4n & IAQI 2 T 35i (¢ f=#) 3 2.59(3.000)
A o jp st Prawitt et al. (2009) > A7 7 2 ¥4 8 > ?ﬁiﬁﬁw * ROA z_ %
B2iE i 9.604% > § 18.6%2 th A 4 ¥ ERSAE(LOSS) A %] B T PraW|tt et al.
(2009) 2. 4% 2% 15%; @ 3z = & & (Growth)l 2iE s 9.775%% § G- K Lev T
¥iE 5 44.2%%% Prawitt et al. (2009)4p 07 5 A= £ 4% ¢ MB T35 5 1. 821 5}
W B Age T35 iE 5 2446 & - 33143t Prawitt et al. (2009)z. 2.68 %
44,06 & -

% 4 35 ¥ 57 7 % Yoo Pearson 2 Spearman A0 BE BRI RS T iR R
B gks ﬁ*ﬁ REFELT MM 2 LSRR LE 7 A LR -
# 4 =7 X2 Pearson 4p M i BEML AT 0 B AR 5 [ADnAcc|E p A4
IAQI> 2 28 % f Ap B » @ &7 P54 Loss~ 20 @+ F iR EBcAge R A F L AP M >

B0 P RHSize R EHER #B B o % 4 + }+ L2 Spearman 4p B % et B o
P4 jﬁﬁ B ?lAbnAch’ AP F ROA Hofe £ F Growth S E45¢ MB -
Y 3)&5#? Loss % i#4F e B Complex g% gﬁ 4 Bdseat % AR R o g

T gt EFFizZ-“rBlg4 a8 | & ¥ Group o 7 ﬁ%&Slze‘J?ﬁ&gﬁAge
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REREFL M o AR E S E(Audexp, EAudexp, CpaCia, Training, EduAcc) 2.
Pearson % Spearman #p i M #c A Ap e o 2 R FHCT > “f ROA £ Loss ~ Ocf 7]
B REE Ay 7 BB e4p B % $(-0.619, 0.605) ¢t » H A B R 2 4p B TR ik
T AAREOS ERP 2 BPEHEH FE?o
% 3 4k 3uit
R KAk TivE Pl BAedk SArEk HFFL RS E B @

|AbnAcc| 2,614 0.182 0.067 0.030 0.141 0.959 22.274  0.000
AbnAcc * 1,195 0.153 0.069 0.030 0.155 0.316 4.020  0.000

AbnAcc- 1,419 -0.207 -0.065 -0.132 -0.029 1.268 0.000 -22.274
1AQI 2,614 2.59 3.00 2.00 3.000 1.22 5.000 0.000
ROA 2,614 9.604 9.180 4,300 15.000 9.937 36.820 -23.800
Growth 2,614 9.775 6.390 -6.140 21.420 31.496 146.810 -67.330
MB 2,614 1.821 1.450 0.980 2.220 1.301 8.120 0.440
Loss 2,614 0.186 0.000 0.000 0.000 0.389 1.000 0.000
Lev 2,614 44154 44640 31.182 56.450 17.355 86.600 8.228
Ocf 2,614 7.574 7.242 1164 13936 11.815 42.154 -30.537
Complex 2,614 1.328 1.386 1.099 1.609 0.539 3.638 0.000
Big4 2,614 0.750 1.000 0.000 1.000 0.433 1.000 0.000
Bdseat 2,614 56.109 51470 40.000 71430 21.628 100.000 9.090
Group 2,614 0.595 1.000 0.000 1.000 0.491 1.000 0.000
Size 2,614 15264 15.071 14.268 15.978 1.388 19.602 12.737
Age 2,614 24455 22000 16.000 32.000 11.573 62.000 2.000
:x : |AbnAcc| ~ AbnAcc* ~ AbnAcc - : 17\):‘ PRV RV ESHE-TE L EIAQII P EEFIFE 4p 1% s ROA:

T AdRF S ; Growth : 'g Jed £ MBI B iz E s Loss: B E AR s Lev: g Ocf: ¥ ¥

# &£ ; Complex: ﬁ&;iaﬁg Bigd: £ F 2w * g3 FF ¥ 477 A % ) Bdseat: & ¥ € #5418 =t 5
Group : A% f’%%[ﬁlﬁ% ;Size r T AP-p AN Age: A R E ko

ﬂﬁbﬁ%%%

AP A AFAE RGP S EA NP FP T o P AL
Z_ 1k ) % ﬁx(lAudexp, EAudexp, CpaCia, Training, EduAcc): p #5 & 1 5 & 3o 1%
(IAQN - AR AN  FHP A ZTHMHBEFELT (N2 ¥ A ke HE
LR ¥ s AbnAccTer f R ¥ it B AbnAce TR ) 2 B 0 5
WA A 52 F W~ %2 2 % Z 4 &k A 3R #|AbnAcc| ~ AbnAcct¥2 AbnAcc
R

24VIF (Variance Inflation Factors)z- # % % % " k% » #rF p ¥#2 T E5 > 10> KA KL £ R
B 3% o AbnAcc* ~ AbnAcc z 4p B G EkAEL A T 2 %V xriﬁ FPo pEA R AEE N AR 2B
PR AERPETPESFEFS G LR BT B EERAN -

B @AY E 4P § MIADNACClL OLS i fF A 474 %55 D (52 fhilics BF K EER -
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% 5 PA744F ¥ & F (JAbnAcc| ~ AbnAcc* ~ AbnAcc ) g p 2 5K

ZREFLITRE

pred |AbnAcc| (n=2,614) AbnAcc* (n=1,195) AbnAcc- (n=1,419)
Variable sign coefficient p-value coefficient p-value coefficient p-value
Panel A : %% & p #& T3 HF(AQI) L 478 %
Cons 0.547" 0.005 0.451™  0.000 -1.225™ 0.004
IAQI - -0.023" 0.061 -0.006 0.433 0.037" 0.103
ROA - -0.002 0.504 -0.001 0.650 0.007 0.247
Growth + 0.001 0.302 0.001 0.667 -0.001 0.414
MB - 0.028 0.220 0.033""  0.000 -0.017 0.686
Loss + 0.113 0.150 0.006 0.831 -0.202 0.142
Lev + -0.005 0.971 0.011 0.856 0.050 0.858
Ocf - 0.277 0.133 -0.206™ 0.036 -0.970™ 0.018
Complex  + 0.002 0.944 0.047 0.007 0.036 0.579
Big4 - 0.006 0.899 -0.021 0.282 -0.036 0.687
Bdseat + 0.002 0.202 0.001™ 0.011 -0.002 0.387
Group + -0.013 0.775 -0.014 0.481 0.019 0.811
Size - -0.046™" 0.001 -0.025™  0.002 0.063™" 0.007
Age - 0.005 0.168 0.002™ 0.022 -0.008 0.235
R (e &d) e &4 (e i)
F-stat (Wald) 8.530 (186.850) (61.990)
PanelB: Bup 5Tk (PHFTE) 2FL¥RE
|Audexp - -0.082™ 0.042 -0.011 0.511 0.125" 0.064
Panel C: BuP & FHhik CHEFH58) e FA 11585
EAudexp - -0.027 0.246 0.005 0.789 0.065 0.131
Panel D : B ulp & Fihth (* ¥@R) FL 1155
CpaCia - 0.019 0.700 -0.001 0.948 -0.040 0.644
Panel E : B wp 5Ttk (ARER) 2 Fiiis*
Training - -0.021 0.484 -0.002 0.907 0.027 0.608
Panel F: By p 5T htk (§358) alfitr s
EduAcc - -0.025 0.559 -0.026 0.177 0.042 0.607
Panel G : p ¥t gL 78 %
|Audexp - -0.085™ 0.044 -0.012 0.478 0.130" 0.068
EAudexp - -0.026 0.441 0.018 0.375 0.068 0.270
CpaCia - 0.030 0.558 0.001 0.960 -0.063 0.487
Training - -0.017 0.556 -0.001 0.975 0.019 0.714
EduAcc - -0.020 0.692 -0.034" 0.099 0.022 0.819
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7. 5 Koo T2 AbnAcc™ i AL fE R % B2 & A F-stat/Wald

B % 853+186.85 112 6199 A2 RS o F LR £ 5P
PaneIA FHEES T P 7}”“\,«%‘“ @iﬁ 1= 1AQI ( 7% #c-0.023 » p-value<0.10)
SIADPACCIE BEF £ e M Tk s R P2 MR AR B F BT ELITA G
)| PR éﬁrn«%’r i - 1AQI ( xﬁﬁﬁit-0.00G) 22 AbnAcc™ R f e M 2o e A B
F ok o JAQI ( ff‘ﬁﬁx 0.037 » p-value=0.103) 22 AbnAcc™ 5+ w R 2> " £ ¥
EEEKE  AF27 2P EETE T REERSE MFHITE » BB ISR
e i o Y ER HL EFAE . 2P NBREF G S RLHBRE
el

Panel B i*w[#‘%' P AR R S TR 0 N EBGE TR IAudexp (k-
0.082 > p-value<0.05) I'}’|AbnAcc| BMEFL MG 203 pEARLPETRER
Fo B B R ) 2 PAGRAR F S R HE o B KR Y R ik
B> w BTl ol (f ) i # R+ #c ~ AbnAcc* (AbnACC')i A S R
R #E 7 R |Audexp ( % #c-0.011) 22 AbnAcc*E f o B % > fR R REE K > e
22 AbnAcc P & & o » B 1% (%8 0.125 > p-value<0.10) - & 3F Hla B3 o
FEia s > 20 P A RBEEN R TREFEADBFES T M B
PR TRERFL AR ESTRE

Panel C &+ > #b %% -5 A EAudexp £ |AbnAcc| ~ AbnAcc™ ~ AbnAcc 35 4

9‘??*?&@ %o gt 4o 3R B 2 5 A EAudexp 2278 Mk P P N T 22k
T e RE B %ab ¥y BEH Hlb  PanelD &7 » & ¥z & CpaCia &

|AbnACC|a¢t, 2 -g B 7% > 22 AbnAcc*~AbnAcc R % f w B o e RE kg F Lo
i B EER CpaCia B G T AR ~AEDIHw & T 2305357
ﬁ@%%ﬁo¢@m€’avW%&ﬁméis%m%?%ﬁﬁ%w?%ﬁ&
B2 BEM G Hlc B AEE L 4F -

Panel E &7+ - 2B &2 Training £ |AbnAcc| + AbnAcc *#2 AbnAcc 327 i3
EREFMIBE ANAFP AL RFIER A RAMBFEST LAY &
TERHID A EF L0 £ 12 kﬁmFmpﬁwﬁ%ﬁﬁlb%&uﬁ
W6 L 12 mEER G BB EFRE 0ﬁa7é*“%ﬁ@ﬂ )R 2
BRI R MR ES T2 B o Panel F 2 24787 0 £ R E5 R
EduAcc £7]|AbnAcc| ~ AbnAcc*~ 2 AbnAcc % f (&) v M G 1255 A L T F
R bR R o AP P FEAR x?a"ﬁ ¢ 3+ 4 *7 5 i EduAcc £ p4ix
R S TEBEM G A7 BEFR Hle A EEF L -

A AR S EC R A o PR ] ﬁp: B o F S % 71 > Panel G - Panel G
2. FEBGE TR |Audexp 2 |AbnAcc| & & ¥ w0 (%%-0.085 > p-value<
0.05) » 2 AbnAcc* ( %#c-0.012) & f w B % - Ja KAiE & ¥ K& > {v &2 AbnAcc”
P EEEFT MG (%8 013 p-value< 0.10) - &1 p 7?1% Rz p 5 R
o B F R BRI 0 P 2 PAIRER %E-é«}frﬁif » 2 4F Hla # 7 BGh o
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¥ €3 k78 Fr EduAcc ( 7% #c-0.034 > p-value<0.10 ) £ AbnAcc™* i & ¥ f = B
ot AR R o RRELE P B €3 75 fF EduAce £ F K P
A2 P % 3 M I o 3t b 2 m i EAudexp ~ & £ % R CpaCia » &
B g i3 Training £2|AbnAcc| ~ AbnAcc™ ~ AbnAcc 354 & & ¥ B 1% o

B W] P a b % B ORI ¥ s 17 55 % 292 Panel A dp i o A0
iiv s W JAQA 2o i % ik B 4%|AbnAcc| ~ AbnAcct ~ AbnAccA IR o 3k
Fhb S % 8cn 3 554 & 7 Loss( % #< 0.113 > p-value=0.150 ) £z |AbnAcc|
“Ew%’aiéﬁ&%¥¢ﬁ’%%iﬁﬁmﬁq’ﬁﬂﬁﬁﬁﬁﬁﬁﬁﬁ
<o D H B AR EACT ASEPY S ROA ~ o 7 ¥ @ AF 2R Complex » F o=
£ F Growth » 2> 22 £ ¢ MB~ f & Lev ¥ #/ w3 £ & Ocf » 3
i@Ag ek Complex £ |AbnAcc|: = 88 F M B o ¥ FEH IR &0 E Ocf (k-
0.206 - p-value<0.05) #7 AbnAcc* & & ¥ § = B u,"ﬁ ' e 5T % FEBREE F
TRF VR AP ZMHBEREEST R 27 2K ¢ MB £ AbnAcc
tR @ r;»&pfs;rﬁg % FAMMSF ROA & AbnAcc+fL foo B Y E S
Growth ~ = & & % 3 4 g54p Loss ~ f F vt 5 Lev ~ ¢ i@ 4f se /& Complex % #c2
% i @&E’i"r‘ EIpE o e J’K%xie‘ipi‘ R o j‘i/é e g Ocf (k-
0970 p-value< 0.05) £ AbnAcc LA % g =M %> R FF j‘i mWIE T

A RN RV O MBFREET AR FTAFP I ROA S F A £ X
Grovvth SR P Loss AR R ELAp o e AR F R E o

’

NP eI e gE? % 3 d e & gfis’wﬁﬁ Big4 ( % #c-0.021)
2EAEHTREBEE GrourJ(n‘*ﬁicOOM) 22 AbnAcc* % f An B o fE A EREF K
®oFFEBEA (401 5 ) Bdseat (ki 0.0001) » Bl¥2 AbnAcc*k &

w B 40 i &«g% | ﬁ.};é Pz Sk 2 0 P R HCSize ((h#c-0.046 -
p-value< 001) B # B BB HEEHF L v MG m T2 7 RS B F
iG] > MR ES T E 0 o % % 22 Beckeretal. (1998) - Francisetal.
(1999) ~ Dechow and Dichev (2002)2_#7 3 % % - Ik o = @ + 3 1% & #c Age (7%
#0005) 28 ¥ Rl HERT I v M G RAERFLE o pLob s 07 R4
Size 22 AbnAcc* % B ¥ f v B 7% (T2 %c-0.025 > p-value<0 01) ~ ¥ AbnAcc % &

it B % (282 0.063 > p-value<0.01) » 4 77 = & R+ » £ 5 drd]| P4k
ra»i B TRk S F 2R E S TR E o b %‘%&&Age( %
#0.002) ¢ AbnAcc* % & & B 15 > i BEF K o

N RFRA DT T R FEFTRRE R EpP RSP TRE > &
ﬁ*@%ﬁéﬁﬁﬁé%mwm&J’ﬁ$ﬂﬁ#@%%Wﬁ’@aﬁﬂw%
SR T2 SR BN AP EETE T AN AR A5
¢ AT » AbnAcc * ~ AbnAcc - # 3 A M B > @ Size B2

Brpehpr AEFTFES AP HEEHT uT\ IAQI %A kitd R s 8 kot 3y
ﬁy:_r«g,: @,b%&;l—gr'}l— i‘”}:% 57 u._\;:__i(c,
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*AbnAcc® ~ AbnAcc 2. T #iciasE B F R > AT F F]M K-Size por 3
PEELA AT Y e - FEECS AT o

PIRFEP T RS P R PR E RS Ey M (R i 20115
Carcello et al. 2005; Prawitt et al. 2009; Sarens and Abdolmohammadi 2011) - %]
B XPREA ) AR B M HBEARELAHY ARG ER
7 Fz2. £ B - Reiss and Wolak (2007)#2 Larcker and Rusticus (2008)#5: 3% ¢ *
1Ee %@:& SFEE A TR A R EEY o Fpt s A S - é;?er;z:i Prawitt

(2009)3‘7# FoORFERAT O AN AR A FREEZFES AP

SE & xé R 2 A E T E8(AQI-INd) ~ F FRIFETRAT A
(Iana)— P12 gE? fah P S TERE(AQI_P) » 4r » 2 P 245 (Size)
foigoe (Lev)ﬁ ¥ 84 32 & (Complex) & S iy 12 Hp NPT R G 2
B (Hhw ¥ st © 2011 ; Carcello et al. 2005; Sarens and Abdolmohammadi
2011) o A PPEAITZFHEEE > & uIRE 4 6 2 Panel A £ Panel B -

% 6Panel A 5 % - FFE A 474 % > Panel B 2. » #7 % % % 7+ - 12|AbnAcc
AbnAcc *#2 AbnAcc " : & 3 % fic2. & #073) F-stat/Wald 4 %] 5 8.37 ~ 184.45 12
Z 63.83) Hfr a4 o g ¥ L}op\ Fooe 5 & dp iR FRRIE TAQIL P( %
#c-0.213 > p-value< 0.1) .t;i?|AbnAcc|;L BBl iz gy -L® - JAQILP (4
0.206 > p-value< 0.01) & AbnAcc i 3 ¥ f = B %> & 27 2 p £ 5 %ﬁf‘:’g_ﬁ
ARHP R B RG e IR B P AR b R K MR ST RS IAQILP

( % #c0.210) .ki’ AbnAcc P & &+ B TR 0 2 RiE R ERKE o 3 4 ROA (Size)
*AbnAcc* ~ AbnAcc 2z & #c 4 | % -0.002~0.001 ~0.007 (0.012+0.034 ~
0009) 32 A E A F kB~ PR AT T S8 - PR IZE P ST

A)

?" Reiss and Wolak (2007)% Larcker and Rusticus (2008):% 5 » € 35F7 3 £ * if § 01 & % fcr
PFoRPERNENIEHEAGEPNAREAFZREPM > AEA L EM > P E FHAIIN
i ‘3‘\7 % a‘!ﬁ’ PEN

BAFPT2ZAR P FHUPFEETE L P RETHMBRESTLEE a P EEFELE F 2
P - 7 E dp & (IAQI) 4 £ i N f5 & F o Prawittetal. (2009)#51 I s (AQI) 2
APERRE Bt AR R T A 62 A PR T AP S T (IAQD) - B 2 MR AR (7 FR CHRIE
B RETLT > U FERP CHP R A ﬁr-r'?ﬁrﬁ [a% e p?’fﬁ‘fﬁ%’w%‘r-sﬁ oy FIp FE A R
ER B L AN BUBTE RN F iﬁvmﬂﬁ7ﬁ%ﬁy#%%ﬁ’ﬁi
FART 7 B E o s 73 BRI A 47 0 F A fl%"t«' 'fﬁF\ RET R

2 Erickson, Hanlon, and Maydew (2006) £ Prawitt et al. (2009)3% 5 » & * p f& 2 A ¥ Lo iT i 1
SREGHEE  FIAETORELAE L P BFEAAN > LEPRERMBP L TEY - PR
FLE A 2 MRS FERIE > VR E AP LR ABEESTAM G s R R A 2P
¥ & cp 4 4 (Ge and McVay 2005) » ® E?F€K%€L‘? B oA BB AREFF MRS A
FREAB DT E o T 3 REAPTEPAREI ARG AR - 0 P AR
FdFRGEHRDARPET 3L F*Fﬁﬁﬁé‘eﬁl”* SRR EE R EE LR 3T S ﬁ”“r%fﬂvf
_&;7;;4 c P AR AT ERNF L ES 1AM fERY i‘_’« FAHREC S AR FEF R
el E2 iy ABPP IR AR o Flp s B R ERPE P EalEns g KRG M f@;r?
R RS ( umﬁ?ﬁ‘*W%f@% L Eam e b BRED - fi A TEEGEN Ml
E) 3 Mt v T F R e AP R TR A F R 3 AR EM o ot InvTa iF
FEERLE 3

| N
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8 Ap B A TRER £ rr%‘rmfﬁé BTy R0 o m ROA & Size R|327 LA ¥ o
BERA S o NI AR 2 A R EN AR R T N SRS e
Fhe PR R RN THELES T HABREST LR -

P A g - EF A5 (Dechow and Dichev 2002; Francis,
LaFond, Olsson, and Schipper 2004, 2005) & p4 7448 % & & 735 L il > 3 &
BERET o REHD A 9.

%6 pf&ﬁ&ﬁﬁﬂ%&?aﬁmﬂbﬁ

Panel A: first stage it jF 4 5%

B #c Cons IAQI-Ind InvTa Size Lev Complex
TS P + + + + +

% e -4.253 0.927 0.652 0.319 -0.579 -0.007
tiE -11.690 7.710 3.030 18.470 -4.140 -0.160

Panel B: s p #& ¥ (IAQI_P)2 two stageit §# 4 478 %

pred |AbnAcc| (n=2,614) AbnAcc* (n=1,195) AbnAcc- (n=1,419)

Variable sign coefficient  p-value  coefficient p-value  coefficient  p-value

Cons 0.215 0.384 0.181 0.211 -0.949" 0.051
IAQI_P - -0.213" 0.059 -0.206™"  0.004 0.210 0.288
ROA - -0.002 0.538 0.001 0.806 0.007 0.264
Growth + 0.001 0.341 0.001 0.418 -0.001 0.379
MB - 0.026 0.236 0.031™"  0.000 -0.015 0.717
Loss + 0.113 0.147 0.005 0.857 -0.208 0.129
Lev + -0.104 0.516 -0.099" 0.098 0.129 0.663
Ocf - 0.264 0.151 -0.225™ 0.016 -0.957" 0.020
Complex + -0.002 0.961 0.043™ 0.012 0.038 0.569
Big4 - 0.004 0.930 -0.018 0.362 -0.031 0.729
Bdseat + 0.001 0.290 0.001™ 0.045 -0.002 0.457
Group + -0.008 0.856 -0.008 0.667 0.013 0.865
Size - 0.012 0.716 0.034 0.135 0.009 0.883
Age - 0.004 0.197 0.002" 0.094 -0.008 0.242
ER (e 44) (e 44) (e 44
F-stat
(m/ld) 8.370 (184.450) (63.830)

B ARELA LE A 3o %&( LR RACE ) A kb LGRS ERE R AL R SR L

HERE TN, w4 7] 10% ~ 5% ~ 1%z et A EF -k E o

L~ Bk
PRRAER A - b RRLFEE B e E o PR S R 2 k
itz o nE A RAFEFE RIETSE R %?W*\“fﬁm%
PAR e PRSAET R B OER R NG oc i BRE 0 5 S P a2 -
(Anderson et al. 1993; Adams 1994) > m B L A 6 ~ FILfF R - hIRF P
FlgE > o @ a3 2w % F 7 (Treadway Commission 1987; Hermanson and

0 E Ay S

*‘“}}
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Rittenberg 2003; Prawitt et al. 2009) » F]g* » 24 e F8FE17 a0 B = & ) 308
(7 4 % 1 o IRAE o R T30 2 74 i (Baker 2007) » # ¥ 0 8 4 P4 A34R H A 8
FERAABREST

AETT LSRR AL M %o A s E 2005 £ 3 2007 £ 2
REREPN IETE CARM TR SERARM Y PR MR f 2 PR
B~ FIERE R RAER ARER & é’Lﬁfﬁi RHGT B P I AL
T - HEEFEDIEFEFEE N f&‘r-r'%‘r ﬂ'r#ﬁﬁ" P KR AR S AT B R
ﬁﬁ%%?f%Zoﬁﬁﬁﬁ&?@uﬂW%&%eﬁmﬁa’waﬁ@%

BPARYE TR e b o AP RETHERES AR R NG A
2 7% A% F # 2 B 5F(Dechow and Ge 2006) -

AT 2ZARFTREREHET P IVEPSET (NFERIREE ) B
el PEETE BY BV RS HEM ) R B Rk
FRFLIZMG RFPEETRAMDBFEST 2L o &5 B 50
PRz s 1T 2P REBEEN T RHEARFL ML R 03 B
B 2 FHEREL > RAHBREST -

rEEY ;L;},,u@;vquj R Hﬁ% pAEEEE SR T AR E R LD
S PO FETRET LG A FENE RN AP SN R STl
ﬂ’ﬁﬁmwﬁﬁﬁﬂﬁﬂizi.“%p@@wwﬁﬁw%&apﬁwii
2 g o T A R Prawitt et al. (2009) & st 3t BB B fEHF AP HE &
B2 Fauht T7REARFIREMFFIELL 54 0% AP

i* 2

ZHERTRREERS LI PRE A R EFEr L S RSP A

%Fﬁgﬁ:?&gﬂ P~ “'K;FL‘%‘?‘7 I%Hbyii/;z-ﬁ s 1] & 'Fpﬁ;'#ﬂ%‘f?[ { T \Ag%iﬁ./\ﬁ
ERkT o

CREE

KT R G 0 N INFEPUL G ook ] B AR B Bt oo PN AR
L s Sl D I o (Rl
EFTEFF o AL ANERAG B BTV PHBFERST
FAEPEREP 2P AP AP > S s LR L RA Fla
BIRGP A R S TREEY > LRI G ARFNLE o

54 2

PEARP R 0 2009 0 poIRAE P FE R > B on
https://www.iia.org.tw/news_list.aspx?news_item=06 - ifzv pHp:2011 & 7 °*
15 p - (The Institute of Internal Auditors-Chinese Taiwan. 2009. The
professional practice of internal auditing. Available at: https://www.iia.org
tw/news_list.aspx?news_item=06. Accessed: July 15, 2011.)
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%24% % 4% (10* ) :103-126 - (Lee, J. Z.,and H. F. Lin. 2005. The relations
between auditor tenure and abnormal accruals. Management Review 24
(October): 103-126.) (DOI 10.6656/MR.2005.24.4.CHI.103)

FERFE FEF R T 2008 0 pOIRAEYE S H L M AR A 5T 2 BB
WiopEi=h - 5155 % 3% (97 ) :33-62- (Lee,J. Z,S.W. Hsu, and
L. F. Tang. 2008. The relation of internal audit quality and financial reporting
quality. Fu Jen Management Review 15 (September): 33-62.)

TS aE > 2011 o %: g & b‘ CEERRDBE PR HE ST
ZBFFREeF > % 12%8% 1% (57 ) 11-30° (Guan,Y.D.,andT.
C. Kuo. 2011. The impact of client importance, non-audit service, and auditor
tenure on audit quality. Journal of Contemporary Accounting 12 (May): 1-30.)

e gt £ 2011 p3v g R 2 FF > P P ET $TES
28 (7 7 ):187-217 - (Lin, W. Y., and K. H. Cheng. 2011. Demand for internal
audit. Taiwan Accounting Review 7 (July): 187-217.) (DOI: 10.6538/TAR.2011
.0702. 03)

AR E > 1999 » R IE I 51‘{9‘:@4Lq:bt’}%§5§'_iﬁﬂ%’§}&ﬂ:
http://ntur.lib.ntu.edu.tw/bitstream/246246/18367/1/882416H002012.pdf » #=
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Characteristics of Internal Auditors and
Financial Reporting Quality

Internal auditing is an integral part of high quality corporate governance (Skousen et al.
2005). Despite of the limited and inconsistent empirical evidence, there is good reason to
believe that high quality internal auditing may play an incremental role in external financial
reporting. Internal auditors serve as an additional third party that monitors management’s
action on a year-round basis (Lee et al. 2008; Prawitt et al. 2009). The effectiveness of
internal auditing contributes to the effectiveness of an internal control system, which in turn
affects the financial reporting quality. Therefore, whether the quality of internal auditing
influences the quality of financial reporting deserves an empirical study.

Although the external audit auditing and internal auditing both contribute to the quality
of financial reporting, there are some differences between these two functions. External
auditors attend more to upward earnings manipulation by management, in the hope of
reducing potential litigation risks. However, internal auditors may not target specifically on
upward or downward earnings manipulation because their duty is to ensure the reliability of
financial reporting as well as the operating efficiency of the organization. In practice, the
implementation of internal auditing can differ significantly across companies. Whether
internal auditing can curb earnings management depends on the functional role of internal
auditors. Due to the lack of prior evidence, it is an open empirical question to examine
whether internal auditors can provide incremental contribution to better financial reporting
other than external auditors. We predict that higher quality internal audit function improves
financial reporting quality by lowering the use of abnormal accruals.

We use a sample composed of 2,614 firm-year observations of listed non-financial
companies from years 2005 to 2007 to investigate our research question. As the quality of
internal auditing cannot be observed directly, we build on prior research and external
auditing standards to develop the empirical measures for internal auditing quality. More
specifically, we consider five measures as follows: the on-the-job experience of internal
auditors, the percentage of internal auditors with external audit experience, the percentage
of internal auditors that are professionally certified, the number of hours spent on
professional training, and the percentage of internal auditors with accounting-related
education degrees (Brown 1983; Messier and Schneider 1988; Gramling and Myers 1997).
In order to capture internal auditing quality more comprehensively, we also develop a
composite quality measure. We measure the quality of financial reporting using both the
absolute value of abnormal accruals as well as signed abnormal accruals.
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After controlling for various factors identified by prior research, we find a significant
negative association between composite internal auditing quality and absolute abnormal
accruals. A test of signed abnormal accruals indicates that this relation is largely driven by
lower use of negative abnormal accruals. With respect to individual quality measures, the
analyses show that internal auditors’ on-the-job experience (measured by number of years in
internal audit function) is negatively associated with abnormal accruals.

As a robustness test, we also employ a two-stage least-squares approach to mitigate the
validity threats to potential endogeneity concerns. After controlling for the endogeneity issue
and optimal size of the internal audit function, we find that the negative effect of internal
auditing quality on upward earnings management is stronger than on downward earnings
management. In other words, better internal audit function significantly reduces the use of
positive abnormal accruals. Our results remain the same when we use accruals quality
(Dechow and Dichev 2002; Francis et al. 2004, 2005) as an alternative measure of financial
reporting quality.

This study makes several contributions to the literature. First, we fill in the gap of
internal auditing literature by providing evidence that individual attributes of internal
auditors have a significant effect on financial reporting quality. Second, we measure different
aspects of the characteristics of internal auditors and find that on-the-job experience of
internal auditors is associated with significant reductions in abnormal accruals. These results
have important implications to regulators and companies. Regulators can increase the
qualifications requirement for internal auditors through policy making. Companies can pay
more attention to the competence of internal auditors in the recruiting process. Last, after
controlling for internal auditing quality, we fail to find that BigN auditors have significant
influences on earnings management. These findings suggest that external auditors and
internal auditors can be substitutes and highlight the importance of considering the quality
of internal auditing in studies of earnings management.



