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Abstract

This paper examines the effect of auditors’ supply chain expertise on discretionary
accruals of major suppliers or customers in supply chain relationships. With sufficient
industry knowledge and experience, a supply chain specialist auditor can provide quality-
differentiated audit services by integrating financial information of supply chain partners.
Therefore, this paper infers that supply chain specialist auditors enhance audit quality by
decreasing the usage of discretionary accruals for their understanding of real purchase and
sales transactions. This paper further categorizes supply chain specialist auditors into
downstream and upstream specialist auditors considering the differences in their acquired
financial information. Results indicate that supply chain specialist auditors decrease the
magnitude of discretionary accruals. Moreover, positive and negative discretionary
accruals decrease by employing downstream and upstream specialist auditors, respectively.
Furthermore, this paper provides evidence that the cross-period discretionary accrual
changes are made more by downstream specialist auditors than upstream when supply

chain partners hire a supply chain specialist auditor for the first time.
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%%%’f\ﬂ?l@ﬁfﬁ“@¢ BapTE K R H R IR R R
B A F RIS o FERETE TR VY T AR (CFFO) & & #03] ¢
vRFLIIE AT A g;'?»g R B(LnSIZE) e |DA|¥: 8 ¥ 5 § > & DA+
B DA-BF i & ¥ 'r BE Mg v F(LENIF - A E B4 g5

(v =
0%

.‘m&}

BRIz HI » SC CPA £1|DA|BE th2 46 » AFT 5 ik % %z@%ﬂw\ % DA+ DA-7A $7] » AW A 2
BB 0 SC CPA t DA+2 %#c5-00271» ¥ 3 Bg % o @ & DA-5 BB ¥ 2 M % (Gl
0.0382 > p=0.0115) o p %% ¥ i ,ﬂfm gra o f~f@;é¥1§’*ﬁﬂ“§+ DA-3% A eee g § TR Es o
LB R & R F] 0 skt H2 27 H3 8- Rt e R 4 § 35T i DA+ DA- :5 FRE



ST — A R

(INDSPE)R| t-. DA-tx A8 % 5 f » 2 7 A ¥ L # g**ﬁwi 2T o AP A
ESE 3 g‘—;LEWizZ»"Lr(INDSPE)W A T R B F R 0 AT
g P2k T L A XL R E R LA o
%25 AR FEL 1TSS HINHY)
H1:|DA| H2:DA" H3:DA H4:| DA
SC CPA -0.0357"
(0.0036)
DOWN SC -0.0345 -0.0198
(0.0769) (0.2541)
UP SC 0.0451" -0.0416
(0.0173) (0.0081)
PB 0.0016 0.0026 -0.0007 0.0016
(0.1998) (0.1033) (0.2797) (0.1998)
CFFO -0.4157 -0.6536 -0.1512° -0.4158""
(0.0000) (0.0000) (0.0553) (0.0000)
GROWTH 0.0032"" 0.0006 -0.0048 0.0032""
(0.0477) (0.5012) (0.1123) (0.0477)
LAGROA% 0.0017"" 0.0029"" 0.0007 0.0017""
(0.0056) (0.0000) (0.1679) (0.0056)
LnSIZE -0.0046" 0.0066 0.0115 -0.0046"
(0.0055) (0.0002) (0.0000) (0.0055)
SIZE AF 0.0002 0.0002 0.0004 0.0002
(0.7555) (0.7231) (0.6558) (0.7667)
INDSPE 0.0056 -0.0063 -0.0137 0.0057
(0.1969) (0.1158) (0.0571) (0.1921)
LOSS -0.0207 -0.0016 0.0094 -0.0207
(0.2129) (0.9067) (0.7543) (0.2132)
LEV 0.0291° -0.1152"" -0.1447 0.0289°
(0.0605) (0.0000) (0.0000) (0.0626)
Intercept 043517 02693 -0.5193™ 04352
(0.0000) (0.0000) (0.0000) (0.0000)
Year Fixed Effects Included Included Included Included
Sample size 10,821 5,463 5,358 10,821
Adjusted R* 25.70% 57.47% 17.97% 25.69%
F-value 442993 88.1994" 19.0758"" 4174217
Test DOWN SC = UP_SC
F-value 0.7004
P-value 0.4027
ES%BEEORE > T 1% FRE -

ELOM A S i 10%E F KR
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% 6 5wt ﬁﬂﬁf |(change model)z_ ﬂ&ﬁﬁf | B za HS - 3 %z HSa »
HSa 3252 ¥ pd 2 pdd g3 fm {2 R4 g > AP { #3
’P@QQ“W’iﬁﬁﬂﬁﬁﬁ%”%aﬁ@LWQOk*w’ﬁpi
AL LD AR R U D S R 5 8
LR B AP R oo FHEAER 73 ¥ AT R 7 E 2 (bootstrap) ‘a‘%ﬁ

FiF 100 =% o f- H G E’ %] ¢ (Normal regression) > Adjusted R’
2126% > VIF &% & 5 504> ¥ & X ﬁﬂl”*ﬁ}ﬁ°4zki%ﬁ'ixr),f’ﬁu-£§g;*ﬁﬂ7
wm@mwgf%&ﬂ;4nM6p;gﬂ5%@*«@@%oumod&?
oo B d LR g R {3 T BB E TR 0 0 B R MV R K
B ELIFR 0 A #F HSa- £4F 100 =2 $e¥ i F 3 Gl - &5 L e
Atk o

@5W$@¢#pfdt@@ﬁﬁ“ﬁiﬁAP@@%“ﬁﬁ BT

E ARG T o AP PRI RARE ET o A P R R R I A B A
%&W§7H%°p¥%m%p4iﬁpwﬁﬁgﬁﬁ BPIER G 41 £

iR REeE o - AL A FF 31 2 Adjusted R* % 20.14% > VIF BB AT
# 10> & Kennedy (1998)2. 2%k E > maZ# L RP g o ™ T FikBiag
EF (DOWN _SC)2. m&p01m7uvkiéiﬁkw@#,n,r @gﬁ
EF(UP_SC)énta BB & 0.3290 » 3% 5| 10%5F % -k & (p=0.0583) - @ f {4 #ikctk
%> Pl DOWN SC 2 E 4p R+ UP SC»> # F & % 5.0854 (p=0.0335) v & 5%
%#%¥§’%ﬁﬁﬁ&%¥%ko%%’%%J%%@gg?ﬁ,w@&
TAERRARE R o R A PR R R R T 2 THERER
%g%ﬁ@*iwﬁﬁgﬁﬁ’i%gﬁﬁﬁiﬁ%“&%%ﬁiwgo%
FERBEZD G AET GG M G G M E o
BT AR ARG R 2 P A i Y R R g R o
Beit 2 Dhded - AR 0 %0 UPSC B { B F 0 23] S%AE ¥R F
(p=0.0434) o
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36 B BPEIEFLS RS HS)
H5a: H5a: H5b: H5b:
Normal regression bootstrap 100 times Normal regression bootstrap 100 times
ChangetoSC -0.1446" -0.1446™
(0.0119) (0.0354)
DOWN _SC 0.1147 0.1147
(0.4855) (0.4826)
UP SC 0.3290" 0.3290™
(0.0583) (0.0434)
APB 0.0409 0.0409 0.1050 0.1050
(0.2199) (0.3890) (0.1484) (0.4468)
ACFFO -0.4031 -0.4031 -0.0040 -0.0040
(0.1062) (0.2389) (0.9929) (0.9922)
AGROWTH -0.0565 -0.0565 -0.1584 -0.1584
(0.4114) (0.4779) (0.3333) (0.3876)
ANLAGROA% -0.0072" -0.0072 -0.0054 -0.0054
(0.0372) (0.1550) (0.8025) (0.7540)
ALnSIZE 0.1410 0.1410 0.5298 0.5298
(0.4280) (0.5773) (0.1996) (0.2604)
ASIZE AF 0.0507 0.0507 -0.1994 -0.1994
(0.6231) (0.72006) (0.6949) (0.7607)
AINDSPE 0.0337 0.0337 0.1241 0.1241
(0.8030) (0.7864) (0.4782) (0.3677)
ALEV -0.7797 -0.7797 -1.8925" -1.8925
(0.0882) (0.1692) (0.0589) (0.2490)
Intercept 0.2379 0.2379 -0.0683 -0.0683
(0.1443) (0.1681) (0.8294) (0.8613)
Year Fixed Effects Included Included Included Included
Sample size 73 73 41 41
Adjusted R 21.26% 21.26% 20.14% 20.14%
Test DOWN_SC=UP_SC
F-value 5.0854™
Pa 4.8038"
P-value 0.0335 0.0284

HILOM AT R L

2. REEAE RS AIDA|

DB G BB 2 (BB R A
#1510 FRIE 03 DOWNSC & 2 @ L3 Pf~ ikl f 5
ﬁ;]ﬁ@gi’7 g*-‘—gﬁxif—rg’u‘ﬁ*}f—*’ﬂ = 1>
T 7 E R R
w2 fsHp R i Rg R ACFFO 5 %k p ?;@Iﬁ,ﬁ/
GROWTH & § $fcr 4 £ 52 (s i B e R 152 5 ZMAGMM%éﬁEV?,

*gum&%k?

i S%EE KR

***1?_ 1%%;,_%‘ J\}
H g > ;% 5 ik B Kothari et al. (2005)3* 8 ﬁ’z%’
PR RT

e

ChangetoSC %_% =

E.'Fs?'f"'r”

Jones model #* 412 &
£ A g L
N A AR
FRA 0 UPSC 527 B3B3t i fudt g 3567
J)‘%I—'i&r@’ ¢ J‘EWX&{‘?%"J—Ef*{—%IE]w T

7T

IRE 05 APB S
TRaFTARFL D FI YRR A
F2 g R

PR S ALRSIZE 5 F AR RHE2Z SPRDPARIGR ) ASIZE AF 5 57h § 7 FE T2 R

ﬁ_’ s 7T R
AINDSPE 5 ¢t/ ¢ 22 iaor 3 5 A £ & Fo ¥ 10
AMER R F RS o

X

GRS AR S AT ARE (Himny)
Hp R o B e R A

s X LIS HP R A P U B e B
B ALEV 5 b33
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=~ R

APETH T BRI B o P ARV RS S H IR
(Reynolds and Francis 2000; Frankel et al. 2002; Hribar and Collins 2002) « #*#=
% 1 & %% &4 Reynolds and Francis (2000)2. = ;2 3- 8 @ g2 dc e d 2235 5
w2 }I?% 7= 12 Hribar and Collins (2002)2. = j# 3+ & % gt e (X fcE ~ f XL 4
B E 4 2016) > A F ¥ 02 0% L AR 4 47 o Hribar and Collins
(2002)2 3+ 5 3 3 S F W AAA I E 2 R AR R B 2 2 )
REFH R FEEF2ZRETEITE BRI

HIFLEEIRIEPN - R ATR2ZFHERLS > HI 2 H4 29 #H
4] Adjusted R* 4 %% 17.90%3 57.63% » ® HAlig e A ' 5 ¥ o & HI 2384
SC CPA % § 2 7iE 1 %2 Ag¥ k% (h#5-0.0358 » p=0.0032) - 7& B35
Bt g 3hEr e " MP A R S e o A4 HL - B> H2> DOWN_SC
REFL e B#k5-0.0361 (p=0.0477)E 5%z EE-KE o 47 P AR
A HER A AR D I RO R EOSR F AR > L 4F H2 o BEY H3 o
UP SC #cit ® i 10 %2 gF k& (#cs: 0.0406 > p=0.0569) - 33
20 B R g R A E R I R I R A R U
£ 4% H3 - B> H4 > DOWN SC # 5 ¥ » % #c5-0.0218 » UP SC Pl R E ¥ 4
i (¥ 5-0.0401 > p=0.0108) > @ Rlz# DOWN SC & UP SC A % 4p 2 2
L T hlikc s 05038 ¥ R iEEEEKE o

& HS #%4 > HSa 2 Adjusted R® 5 22.51% > @ 5 = { # 1 £ /h4a g 37
(ChangetoSC)2_ 7% R 5 -0.1441 » ¥ £ 3] 5%% ¥ -k #(p=0.0111) » ™ &g F %
# HSa - 2 2 R " b om i HSb ¢ » W F ik R g 3HfF
(UP SC)kg % 5 & (Txdcs 03257 > p=0.0587) » M} 252 A7 L& %% -
oo Bl L F B3 0.0338 0 B 5% AEF R (p=0.0338) » & Bt ik
IR R R I S Raay PrY R R SRRy S S R
B0 PRI T4l € SRR 2 dr Al it i B EF R R E
PR e

% = ~ A5 3 & B Kothari et al. (2005):* & % 2% £ Jones model 3% /44 i
Pl REFLEL )?Je % * modified Jones model % %3+ 4% -+ B3tk
@ 2 Dechow et al. (1995):% % modified Jones model #t& T4 = & #iig o F]pt
*#2 3 2 Kothari et al. (2005)3- % $ 2% £ 2. % ;Y 2 * %4 modified Jones model
MR A R T S R AR AL SR BRI RA
Adjusted R® ¥ 221 B e %dpiueom & HL » > SC CPA % £ ® i 5%2
B K% (%#cs-0.0210 > p=0.0143) - H2 % 3 DOWN _SC % ¥ % -0.0077 -
T AERFLE -H3 ¢ > UPSC 32 10%28F k% (G#s
0.0176 > p=0.0626 ) - H4 2. F % 8P| 53 UP SC ¥ ¥ 5 f (¥ -
0.0363 » p=0.0010) ~ & & 3 H AT 40 £ Pl & T s 2.7806 0 ¥ E 10%
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F KB (p= 00954) B {é » H5a #-73|* ChangetoSC T:#c 5 -0.0301 » = §_%
FEF-LE ;A HSb ¥ » DOWN SC¥2 UP SC 2. ¥yt » 2 % » @ afk
oz ¢ H Gl TEE 10%5 F 4 (/l’ 3.3714 > p=0.0663 ) -

Bfs f*&q‘r] r.lie(ﬁxed effect)“K B LA ETE R RS
Lape A A ¥ oHl 3 He 2 %Gl A B2 % MY LR
Hl1-~H2 ¥ H3 > & —ELLH4 B L e 2 T 4 B2 ¥ o HS $i53] ¥ ChangetoSC % #x-
0.0912 i 10%A5 ¥ k2% » Bg% £ 3 H5a > @ HSb ¢ » DOWN SC & UP SC 2
Gl 3 0 Au 3 01500 (p=0.3950)2 0.4438 (p=0.0169) » @ 4 ks %
55104 BliE S%A F I > A7 T AR E FHEF 2 PR A R B P
P PER bR g T o
I ~FECHBIE

*pi*ﬁWTﬁﬁ}ﬂﬁ°%~’*qug“ﬁiﬁwﬁ%§?ﬁ

TRMME T EE ABFREE AT HE P FERF AT LS
Fapd AT 7 e BB T o ¥ R A G H (partner-level) £ =t 34 {7 4p
Fsgﬁefsﬁ;:m] o & g»—ﬁv N ]rﬁ ,P + ;;,k: /gﬁﬁ (2013) H;_ f:‘% g J.EH;_J ﬂ_\,,ka %—“L |
?‘rp B EOR k0 FAFT T %& partner-level 1——){%&%@ FREFLA R € 3NEF G A
L gy @ e L& 3 FFRIE A TEJ "Lrh%‘ ERyC Q’Lﬁ“‘o AF Y
%k SC_CPAI 3 2 7 ¥ Wi B da® > 4 & 1) /@- 2 F ﬁ;éﬂ:;
ERF A L %%ﬁﬁ"ﬁ Al 10 BRI 0 DOWN_CPAI P i
EE4aY > THEIRREEZ AR S%‘EW@-F%‘%LE%*%'%‘E‘J% 1> 2R % O ;
UP_CPAl % =@ FPle ikt » P AAERB LI E €7 EFET A1
'*F‘E‘JI% 1> FR 500

% 7 R HI I H4 2. Adjusted R* A+ 17.97%3 57.47% > ® ¥A1:4 fe B
TARE o  HRMMEIEF(SC CPAI) i fEhE 1 %2R EOkE (G
5-0.0470 » p=0.0028) - B ¥ % 4% Hl - H2 2. DOWN CPAI 3 -0.0197
v B XA E o H3 2 UP CPAl Hfics i ? iE 5%2 W% ki ( adics
0.0606 » p=0.0163) -+ A % * # H3 - b {4 » H4 #§ ¢ DOWN CPAI £
UP CPAI 5% % f » tadich ] % -0.0561 (p=0.0061)£2-0.0409 (p=0.0646) »
PlES G T AR 2T A hcs 02580 T AE A FORE o @ o HS 3N
Aod M FRRY gD R REE IR A > 2 E Y partner-level T & 2
AR E L 5 o 3k HSa 2 HSb {3484~ 0f] 56 82 30 B pLipl i -
ChangetoSC T+ #c%-0.0426 > v § A8 ¥ K% ; m H5b * » DOWN CPAI &
UP CPAI » j ZEHFAFRA O FEFET GBS R o

14 Lo A sl br 5 2 XY N #k 2 ey %k
TEIHAL R VLIRS Fazv kT Pzf 557 &

¥
F
I
ok
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%7 4E¢HiRIE : partner-level i td € 35 EF 2§ B 01 74 45 % % (H1~H4)

H1:|DA| H2:DA* H3:DA" H4:|DA|
SC CPAI -0.0470™"
(0.0028)
DOWN CPAI -0.0197 -0.0561""
(0.3632) (0.0061)
UP CPAI 0.0606"" -0.0409"
(0.0163) (0.0646)
PB 0.0016 0.0026 -0.0007 0.0016
(0.2002) (0.1031) (0.2798) (0.2003)
CFFO -0.4156™" 06536 -0.1515° -0.4156™"
(0.0000) (0.0000) (0.0547) (0.0000)
GROWTH 0.0032" 0.0006 -0.0048 0.0032"
(0.0477) (0.5011) (0.1125) (0.0477)
LAGROA% 0.0016™" 0.0029"™" 0.0007 0.0016™"
(0.0057) (0.0000) (0.1721) (0.0057)
LnSIZE -0.0046™" 0.0067"" 0.0115™ -0.0046™"
(0.0061) (0.0002) (0.0000) (0.0063)
SIZE AF 0.0001 0.0002 0.0004 0.0001
(0.8157) (0.7546) (0.6268) (0.8090)
INDSPE 0.0054 -0.0062 -0.0135" 0.0054
(0.2150) (0.1170) (0.0607) (0.2163)
LOSS -0.0206 -0.0016 0.0092 -0.0206
(0.2144) (0.9074) (0.7589) (0.2147)
LEV 0.0295" -0.1153™ -0.1460™" 0.0295"
(0.0566) (0.0000) (0.0000) (0.0572)
Intercept 0.4345™" 0.2691"" 05191 0.4344™
(0.0000) (0.0000) (0.0000) (0.0000)
Year Fixed Effects Included Included Included Included
Sample size 10,821 5,463 5,358 10,821
Adjusted R? 25.70% 57.47% 17.97% 25.69%
F-value 44.1783™ 88.2859™" 19.0336™ 41.6025°"
Test DOWN _CPAl= UP_CPAI
F-value 0.2589
P-value 0.6109

LM AT st TiE 10%AF R T S%AE KR T 1% ¥R
2. HBEE D RHBE|DA| > EHFE > N 5 % BB Kothari et al. (2005)3* & % »c¥ £ Jones model $* -4 B3t
B G p BB E AT (SC_CPAL 5 2P EF3F S dt? » LR P FERT A T L RAFE L
LEEPFEEFFAPERE 10 B RS 05 DOWN_CPAL % 2 7 Pt i lede? > T 253 RAFE 2
AEEVFFREFTAPERG 10 BRI 05 UP_CPAL 3 2 7 03 oty » 15l 2 2 §
EFEFEEFFAPERG L FRG0; BeRETAFLE 2
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Fo o AP THFERRAE Ik R A d HEERREYFR K
%&é%’f‘ﬁ”ﬁfm EAFEH Gt SR > I AR RIRE R A S
F 2ok o iR A ARG AF L L g Pk LT Y
d &2 X8 E Sk o 7}\1?31#3—1——){%4_ég—_u-53;,,&a BA YL E g’:“"gﬂ"féi}’ﬁﬁ kA
E9 07 F AR TZERIET 11 fedd o d 2 SC CPA 5 1 2 B#c:
94 Fpe¥tict & 5 188 ¢

RfEATR2 fedffE A% % c Hl 3 H4 2 \‘fé;% Adjusted R* # +*
22.36%% 5830% F WAl AR Y S E SC CPA 4 f® 7 5% %
k& (% # 5 -0.0505 0 p=0.0145) 5 d pF hro W n{l;/i’é_%%w g Tl
P AR g EF ARG SR F B E s MR A i 4 EE L
Hl - k& H2 ¢ DOWN SC #%#c%-0.0079 > e & % 2 &% - H3 2. UP SC
i HcAEE 5 0.0832 (p=0.0479) > kg ¥ & 3 H3 - H4 ¢ DOWN SC ¥ UP_SC
GRS FLEL 0 LR GHRLFPE LW ER TGRS 00295 ¥ A
BME-K®E-a b HS A ARA2Z 85t #31 fﬁ)@.@gg&g;ﬂ
(ChangetoSC) 2. T #ch 5-0.2624 » ¥ A BB ¥ o @ & H5b ¢ » @} 5
g P (UP SOK ¥ 50 (#ici 03290 > p=0.0583) - %ﬁn#ﬁaF ® %
50854 » & 5%t B E B (p=0.0335) > ¥ B T M5 h4R & 3HET 2 dr 4k
Bl dicis 4 b PE AR g fr ik o MRS B AP I HE- R FH
B LB AR AR € 2 sn kAR V)53 o B AP B K|DA| 0 AT B
e TR A ER L A AL TE -

B bFEHEBMME T LRER 0 VA RE S RN AP
r‘iitvx»\'r%v'){%ﬁé%;.,oa&g—;—a fﬁl;’g—;‘l-g;pp;,gg;ﬁﬁf‘-éy TR
BAbp L2 A EHE 07 BALALERNMAP I HEERFATHE S 0 1
A FZ e AR P TR S AT Jré%ﬂ%/wﬁ'&?%i » PpET
szf]-%g*p P o AT T Only]ndSClt ol E Rt EATEGES P

TR AESTZ 6L 10 BRIZ 0 DOWN _OnlylndSCyy 5 i = @ % ¢
EP EEHGEATHRAE T2 6365 10 2015 05 UP_OnlylndSC;, %
=P 5 AT GELE I ERARZ T Z g5 10 FRIG 00

HARL2Z @SR > H I H4 2 Adjusted R® 4> 18.39% 2
57.58% > X HCAIEFA T SHF o h TR AR ST § 3 (OnlylndSC)
il s f 2 mid 1 %z B EORE (a5 -0.0451 > p=0.0000) - B ¥ i
H1 - H2 2. DOWN OnlylndSC t #ck8 % % -0.0202 (p=0.0312) » %§ ¥ % 3%
H2 - H3 2 UP OnlylndSC %i¥cs & 2 & 1%2 8% k& (fad#ci: 0.0346
p=0.0016) > B F 4% H3 - bt > H4? DOWN SC 22 UP SCE ¥ % | >
% H A ) % -0.0391 (p=0.0000)£7-0.0419 (p=0.0000) » @ ;p:% ™ fa#c L F 49 B 2
B Lt e hlics 00533 T AEEFRE 4 LTV, WEFESTHRA
FOP 2L G AR F T R DA R A > W H TSR A X
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&ﬁﬂw?%%%ﬁWﬁg“ﬁﬁﬁﬁﬁfPfﬁéﬁ’ﬁriéﬁﬁ
PTIHFP R AELTL FHR BT EFRREFFREG R THE
%ﬁﬁﬁ’%@faﬁfkﬁi““’ﬁE?W“fwi%ﬁmﬁ“g“ﬁ
R RATBR A R R c B AP REkRED T B RARF R
BA G LPRAe L o 0 B @ﬁfw@@fﬂfvﬁﬁﬁp%%
MIEHRIES R o AT DR AP AR § T 0k R o

ﬁ.HST‘:"KAJ\’fE‘L"%J'Hsa—LF]’ki%-‘%—'_J_‘?EP LN I - SAR ISR -
EF (ChangetoSC OnlyIndSC)z_ % BB 5 0.0178 » I X £ k¢ ¥ I”JL o @ . HS5Sb
ﬁ’*n{ﬁ4W§T?%é%ﬁfigﬁﬁ@wm%@WMﬁﬂﬁﬁﬁiﬁ
B A %D P2 ¢ 3 fF(UP_OnlylndSC)2 i w5 0.0013 2 0.0084 » % 4 i
By ok® > Gk F &5 00890 77 & 51;*5*535)? ol PF AT, W
IHERTHERPAECTZETFAERAP I FA TR RAN T2 B
g hER o LA drdl R ke
F o AP TIRCHRIGEE R RS P FE T R s g R b 2
Fe kg A iy gR2eREE i A RL TR T
BER T @gg&wgﬁoﬂ%p %% SC CPA Both,, % i 22 % t
AFBr R PR T AR g i T 2 P 2 g R P
PAEPEERFETHIERELEYFEAFITAPHAS 10 FRIG
0o

-
-\-M

AET R 2RSS E - B RsR € P (SC_CPA=1)2 S & KB %
Broble PE 5 R8T 5kl § 35 F7(SC_CPA_Both)2 %% o d 4 8 2 2k A
PF AT e PR L PR T F I s § 3 7 (SC_CPA_Both) A ¥ 5 -0.0451
(p=0.0251) > # 7 FifIp P 5 b 581 T P51 b § 3+ 7 (SC_CPA_Both)ii B ¥
Pl R it # Y g R (IDA]) o A BB E - B R4E g
(SC_CPA=1)2_F $ & ¢ » SC_CPA_Both ##5-0.0249 * A E& ¥ K& - o
ST AR R ER T I S 2 R PR Rk 0 T - RF RN
HPE L b RS T R R g T
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78 ZEURIE PR A L MR T M5 R € 3 EF(SC_CPA_Both)2. § ¥
Al 4 15 5% % (HD)

iz - g

= # A (SC_CPA=1)z_ 5 ¥ +
SC CPA_Both -0.0451™ -0.0249
(0.0251) (0.1421)
PB 0.0016 -0.0021
(0.1995) (0.6444)
CFFO 04157 0.0570
(0.0000) (0.6198)
GROWTH 0.0032" 0.0645""
(0.0476) (0.0018)
LAGROA% 0.0017™" 0.0008
(0.0055) (0.5324)
LnSIZE -0.0047"" -0.0135"
(0.0048) (0.0282)
SIZE AF 0.0001 -0.0016
(0.8154) (0.8456)
INDSPE 0.0055 -0.0174
(0.2053) (0.2644)
LOSS -0.0206 -0.1496
(0.2159) (0.1284)
LEV 0.0293" 0.0229
(0.0588) (0.7019)
Intercept 0.4361"" 0.3731
(0.0000) (0.1116)
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Auditor’s Supply Chain Expertise and
Discretionary Accruals

1. INTRODUCTION

A company’s strategic interactions with supply chain partners can have
important performance implications (Johnstone et al. 2014). In Taiwan, the
dominant industry is manufacturing, in which a good supply chain relationship is
critical for operations. Thus, maintaining a good supply chain relationship is
important for companies in Taiwan.

However, as supply chain partners associate, they can possibly cover each
other. That is, if a major customer expects growth, then the demand for products
and services positively affects the supplier’s revenue. However, if a major customer
experiences financial distress, they may take actions, including decrease purchases,
delay payment, or default on long-term contracts. Consequently, the supplier’s
revenue reduces, resulting in negative effects on their financial performance
(Hertzel et al. 2008). Thus, auditors are important in enhancing the quality of
financial statements as their supply chain knowledge can help improve audit quality
and assurance regarding the reliability of financial statements of the respective
supply chain partners. Therefore, this paper focuses on auditors and examines their
role in a supply chain relationship.

Auditors’ supply chain knowledge is a specialized understanding of
information and processes regarding accounting and auditing issues related to both a
supplier and its major customer; this knowledge is useful for understanding revenue
cycle complexities (Johnstone et al. 2014). Therefore, this paper investigates the
association between auditors’ supply chain expertise and discretionary accruals of
major suppliers and customers in supply chain relationships. It categorizes supply
chain specialist auditors into downstream and upstream specialist auditors who
provide audit services to downstream and upstream partners in a supply chain
relationship, respectively.

2. RESEARCH HYPOTHESES AND RESEACH DESIGN

A supply chain specialist auditor has sufficient industry knowledge and
experience and thus can provide quality-differentiated audit services by integrating
the financial information of supply chain partners. This study infers H1, that is, a
supply chain specialist enhances audit quality and decreases usage of discretionary
accruals.
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H2 proposes that downstream specialist auditors realize the true condition of
sales transactions, for they audit major customers at the same time and therefore
limit the usage of positive discretionary accruals. On the contrary, H3 infers that
upstream specialist auditors restrain negative discretionary accruals by auditing
major suppliers and thus realizing true purchase transactions. H4 further compares
downstream specialist auditors with upstream specialist auditors in terms of their
ability to constrain discretionary accruals. Finally, H5 proposes that supply chain
specialist auditors (downstream specialist auditors) limit discretionary accruals
better than non-supply chain specialist auditors (upstream specialist auditors) when
companies hire supply chain specialist auditors for the first time.

This paper employs empirical models (1) to (5) to test H1 to HS, respectively,
and lists the models in the following manner.
\DA; | =B, +B,SC_CPA, +B,PB; +,CFFO; +f,GROWTH,, +
BsLAGROAY; +BLnSIZE; A, SIZE_AF, +BINDSPE;, +
ﬂgLOSSi,z+ﬂ10LEI/i,z+Z Year;, +e;,. (1)
DA;,"=p,+B,DOWN_SC, +B,PB; +p,CFFO; +§,GROWTH;, +
PsLAGROA%; +pLnSIZE; -+, SIZE_AF, P INDSPE; +f,LOSS;, +

ﬂloLEVi,t+ Z Yeari,t +8i,t' (2)

DA;; =P+, UP_SC, +B,PB; +p,CFFO,; +f,GROWTH;, +
BsLAGROA%; +PLnSIZE,; +B,SIZE_AF, +B INDSPE; +B LOSS;, +
B LEV; + X Year;, +¢;,. (3)
|DA;,|=p,+B,DOWN_SC, +p,UP_SC, +f,PB;,+B, CFFO, +
PsGROWTH, +B LAGROA%,; +,LnSIZE, +fSIZE_AF, +
PyINDSPE; + 3, LOSS, +f \LEV, + ¥ Year,, +e; . (4)
A|DA4; |=B,+p, ChangetoSC, +p,APB; +B,ACFFO; +B,AGROWTH, , +

BALAGROAY; +B ALnSIZE, +B.ASIZE_AF, +BAINDSPE;, +

ﬁgALEVi,t—i_ 2. Year;, +e;,. (5)
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3. FINFDING

The sample consists of firm-year observations of firms listed in the Taiwan
Stock Exchange and Taipei Exchange with available data from 2007 to 2013.
Empirical results support the hypotheses, that is, the results show that supply chain
specialist auditors decrease the magnitude of discretionary accruals. Moreover,
positive and negative discretionary accruals decrease by employing downstream and
upstream specialist auditors, respectively. Additionally, this paper provides
evidence that the cross-period discretionary accrual changes are made more by
downstream specialist auditors than upstream specialist auditors when supply chain
partners hire the supply chain specialist auditor for the first time. In sum, this paper
provides evidence that certified public accountants (CPAs) with supply chain
expertise provide high audit quality in terms of discretionary accruals.

4. CONTRIBUTIONS AND LIMITATION

This study not only enriches CPAs, industry specialization, and supply chain
literature but also provides several contributions to pital market practice. First, the
empirical result indicates that supply chain specialists improve the quality of supply
chain partners’ financial statements. Therefore, investors could evaluate the
reliability of financial statements by observing the auditor. Second, companies
could hire a supply chain specialist to enhance the quality of their financial
statements. Finally, this paper encourages CPAs to develop their supply chain
specialization.

Furthermore, this paper has certain limitation. To identify whether an auditor is
a supply chain specialist, the current paper focuses only on supplier companies that
report having major customer relationships and on customers who are reported by
the supplier companies in their financial statements. These disclosures may be
biased or incomplete and thus may introduce errors in the measurement of supply
chain specialists.
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