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Abstract

Following the development of new audit techniques, new audit regulations and
the keen competition of audit market, “growth by merger” becomes a competitive
strategy for CPA firms. As the size of a CPA firm 1s changed due to the merger, the
issue of whether auditor independence is affected by mergers has received much
attention. The purpose of the study is to examine the effect of the latest three major
CPA-firm mergers in Taiwan on auditor independence. Our sample includes the
financially distressed companies listed in Taiwan Stock Exchange and Taiwan OTC
and their auditors. The auditor’s decision on issuing a going concern opinion is used
as the proxy for auditor independence. We do not find consistent evidence for the
hypothesis that auditors are apt to issue going concern opinions after the merger due
to size increase. We also do not find empirical support for the argument that,
compared to big CPA firms, small CPA firms are apt to issue more going concern
opinions than big CPA firms after the merger because they become relatively larger
size through mergers. More data on mergers of CPA firms are needed to further
explore other likely factors for auditor independence.

Keywords: Merger of CPA firms, Going-concern opinion, Auditors report,
Auditor s independence.
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(stakeholder)

DeAngelo (1981b)

(Beresford 1998)

(DeAngelo 1981b; Reynolds and Francis 2000; DeFond et al. 2002)
(financial distress)

(Shockley 1981; McGrath, Siegel, Dunfee, Glazer and Jaenicke 2001)
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O’Clock and Devine (1995) DeFond et al. (2002)

DeAngelo (1981a, 1981b)
(bilateral monopoly)

DeAngelo (1981b)

(economic rent)
2003 DeAngelo 1981b; Citron and Taffler 1992
(Farmer, Rittenberg and Trompeter
1987; Reynolds and Francis 2000; DeFond et al. 2002)
(Wallace 1980)
(deep-pocket)

2003

(GAO 2003a)
(Wines 1994; Craswell, Stokes and Laughton 2002; DeFond et al. 2002)
S(Krishnan, Sami and Zhang 2005)

(DeFond et al. 2002)
(Chow and Rice 1982; Craswell 1988; Citron and
Taffler 1992)

(earnings response coefficient)



(Hla HIb)

Hla
Hib
(brand name capital)(Healy and Lys 1986)
(H2)
H2
(1 @ Hla Hlb H2

GC = a, + a,MERGE + o,TIME + o, MG*TM + o ,SIZE + a;OCFTA+ a;CR
+o,LEV +a,CLEV + a,FIN + a,,2LOSS + a,,GC _1+¢ (1)

GC = B, + B,SCPA+ B,TIME + B,SCPA*TM + o ,SIZE + a.;OCFTA+ a;CR
+o,LEV + a,CLEV + a,FIN + a,,2LOSS + a,,GC _1+¢ 2)
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GC

Hla

GC
MERGE
TIME
MG*TM

SIZE
OCFTA
CR

LEV
CLEV
FIN
2LOSS
GC_1
SCPA
SCPA*TM

Hlb
MERGE
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(logistic regression)

1 0 TIME
0 MG*TM

Hla
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((12+(13)7

Hlb
MG*TM
(03) H2 SCPA
1 0 SCPA*TM
1
0 SCPA*TM B3
16
(1999) 2005 Raghunandan
and Rama 1995; Reynolds and Francis 2000
(SIZE) (OCFTA) (CR)
(LEV) (CLEV) (FIN) (2LOSS)
(GC_1)
2002

(Reynolds and Francis 2000)

(Mutchler, Hopwood and McKeown 1997)

(Reynolds and Francis 2000)

(SIZE)
7 (o +axs) Hla o Hlb
GC

MERGE=1 MERGE=1

TIME =0 TIME =1

MG*TM=0 MG*TM=1

2> GC a, 2> GC o +OL O [eosyef
MERGE=0 MERGE=0

TIME =0 TIME =1

MG*TM=0 MG*TM=0

2> GC 0 2> GC oA, (e 0}
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GC (o]
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(DeFond et al. 2002)

(OCFTA) (CR)
Os5 Og
(Chen and Church 1992; Mutchler et al. 1997)
(LEV)
(CLEV) (Reynolds and Francis 2000;
DeFond et al. 2002)
07 Og
16 4
(Mutchler et al. 1997; Reynolds and
Francis 2000) Reynolds
and Francis (2000)
(FIN) 1 0
Olo
(CLEV) (FIN)

(Raghunandan and Rama 1995; Reynolds and Francis 2000)
2LOSS

(Reynolds and Francis 2000)
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(GC 1)
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(Raghunandan and Rama 1995)

2005

Raghunandam and Rama 1995; Mutchler et al. 1997; Reynolds and Francis 2000;
DeFond et al. 2002; Geiger and Raghunandan 2002

(Taiwan Economic Journal, TEJ)

PanelA B C

4,554 (firm/ year)
2,161
414 9.09 %
9
14,638
3,131
2,263
16
4,190
484
4,554
2004 1999
1998
1. 1994-1997 1998-2001
2. 1995-1998 1999-2002
3. 1999-2002 2006

2003-2005
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Panel A (n=3,024)
1994-1997 1998-2001
: 105 (3477 2 (0.07) 290 (9.59) 23 (0.76)
: 53 (1.75) 2 (0.07) 149 (4.93) 40  (1.32)
158  (5.22) 4 (0.13) 439 (14.52) 63 (2.08)
161 (5.32) 3 (0.10) 342 (11.31) 22 (0.73)
90  (2.98) 0  (0.00) 357 (11.81) 14 (0.46)
122 (4.03) 4 (0.13) 309 (10.22) 36 (1.19)
325 (10.75) 22 (0.73) 499  (16.50) 54 (1.79)
698 (23.08) 29  (0.96) 1507 (49.83) 126 (4.17)
856 (28.31) 33 (1.09) 1946  (64.35) 189  (6.25)
Panel B (n=2,870)
1995-1998 1999-2002
: 155 (5.40) 5 (0.17) 225 (7.84) 10 (0.35)
: 2 (0.07) 0  (0.00) 5 (0.17) 2 (0.07)
157 (5.47) 5 (0.17) 230 (8.01) 12 (0.42)
203 (7.07) 4 (0.14) 329  (11.46) 29  (1.01)
138 (4.81) 4 (0.14) 358 (12.47) 11 (0.38)
162 (5.64) 15 (0.52) 290  (10.10) 33 (1.15)
391 (13.62) 26 (0.91) 403 (14.04) 70 (2.44)
894  (31.15) 49 (171 1380 (48.08) 143  (4.98)
1051  (36.62) 54 (1.88) 1610  (56.10) 155  (5.40)
Panel C (n=2,316)
1999-2002 2003-2005
: 329 (14.21) 29 (1.25) 186  (8.03) 15  (0.65)
: 358 (15.46) 11 (047 161 (6.95) 4 (0.17)
687  (29.67) 40  (1.73) 347 (14.98) 19  (0.82)
290 (12.52) 33 (1.42) 145 (6.26) 23 (0.99)
403 (17.40) 70 (3.02) 168 (7.25) 91  (3.93)
693  (29.92) 103  (4.45) 313 (13.51) 114 (4.92)
1380  (59.59) 143  (6.17) 660 (28.50) 133 (5.74)




(SIZE)
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(LEV) (FIN)
71% (53%)
(CR)
(OCFTA) (CLEV)
t
(n=2,018) (n=143)
t
® )
SIZE 14.1481 1.5000 15.1246 1.0870 9764 7.643
(.000)
OCFTA -3705 14.7812 0221 1814 3926 l(gg)
CR 286.1853  1071.0498 94.4894  144.7002  -191.6959 -2.138
(%) (.033)
LEV 45.1310 19.8945 117.4825  118.2526 723515 23283
(%) (.000)
CLEV 3.6292 103.4162 2358 8830 -3.3934 -%.?le)
FIN 3700 4830 1300 3330 -.2460 -5.980
(.000)
2LOSS 2200 4160 7100 4570 4840 13(.%4(1)%)***
GC 1 .0000 .0440 5300 5010 5290 45.179
(.000)
1. SIZE
OCFTA -
CR ( = )
LEV ( = )
CLEV ( )
FIN 0
2LOSS 1 0
GC_1 0

2. %
*k

seksk

10%
5%
1%
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(FIN)
(p =002)
(2LOSS) (GC)
Hla
t
(n=1,051) (n=1,110)
t
® )
SIZE 14.2171 1.6039 14.2086 1.3865 -.0085 -.133
(.895)
OCFTA -.6680 20.4813 -.0383 .1814 .6298 1.024
(.3006)
CR 279.8771 1287.8311 267.4623 723.2824 -12.4147 -.274
(%) (.784)
LEV 49.7284 32.9474 50.0990 45.9656 .3706 216
(%) (.829)
CLEV 5.5245 139.3219 1.3974 32.6602 -4.1272 -.960
(.337)
FIN .3900 4880 .3200 4680 -.0640 -3.106
(.002)
2LOSS .2300 4190 .2800 4500 .0550 2918
(.004)
GC 1 .0300 .1720 .0400 .2030 .0130 1.575
(.115)
GC .0500 2110 .0800 2790 .0380 3.566
(.000)
1. SIZE
OCFTA =
CR +
LEV .
CLEV -
FIN 1 0
2LOSS 1 0
GC 1 1 0
GC 1 0

2 HH* 1%



(Pearson)
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MERGE MG*TM TIME MG*TM 662 342
0.341
(multicollinearity)
(Pearson)

TIME MG*TM SIZE OCFTA CR LEV CLEV FIN 2LOSS GC 1

ok

MERGE -.070" 6627 0477 -018  -.007 -.0427 011  -.009 004 -.049"
TIME 3427 0447 013 -.018 000 -.003  -.0917  .0907 053"
MG*TM 0307 004 -.005 -.027  -004 -0317 0277 -.021
SIZE 1057 -.0347 -0657  -.021  -2337 021 1097
OCFTA 001 -.003 -128"  .005 005 .004
CR -017  -001  .028°  -005  -.009
LEV -003  -.0377  .0817  309”
CLEV -001  -.009 -.007
FIN -056" -.138"
2LOSS 3417
1. MERGE 1 0

TIME 1 0

MG*TM 1 0

SIZE

OCFTA =

CR ( = )

LEV ( + )

CLEV ( )+

FIN 1 0

2LOSS 1 0

GC 1 1 0

2.0% 5%

Hla Hib
Hla HIlb
10
(aptas3) (MERGE=1)
(apta3) 2.964

1.649 0.172

1% (p 0.004 0.126  0.729) Hla
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Hla H1b
GC=a, +aMERGE + a,TIME + o, MG*TM + o ,SIZE + a;OCFTA+ a,CR + o, LEV
+a,CLEV +a,FIN + 0,,)2LOSS + ,,GC _1+¢
(n=3,024) (n=2,870) (n=2,219)
p p p
-14.894™"" .000 -16.309" .000 159337 .000
MERGE 9 -1.365 193 -875 381 491 201
TIME 9 9437 021 235 432 552 128
MG*TM + 2.021" 063 1.414 202 -380 535
SIZE 9 505 .000 6157 .000 457 .000
OCFTA - 170 824 -1.832" .030 -1.040 231
CR - -.002"" 015 -.003™" .002 -.003 184
LEV + 055 .000 062 .000 0927 .000
CLEV + 001 934 -.001 961 .000 977
FIN - 2.018" .000 -1.716™ .000 -993"" .007
2LOSS + 1.507"" .000 1.508"™" .000 21157 .000
GC 1 - 42947 .000 555777 .000 50067 .000
Nagelkerke R? 720 751 839
(11 df) 1052.496 1045.017 1321.781
.000 .000 .000
1. GC 1
MERGE 0
TIME 1 0
MG*TM 1
SIZE
OCFTA .
CR
LEV
CLEV +
FIN 1 0
2LOSS 1 0
GC_1 1 0
2. % 10%
03
o3 (03=2.021 p 0.063)
Hilb

(05)
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(0,=0.943)

(OCFTA)
(CR) (LEV) (FIN) (2LOSS)
2005 Raghunandan and
Rama 1995; Reynolds and Francis 2000; DeFond et al. 2002

GC 1
(2005) Reynolds and Francis
(2000) (SIZE)
Hla Hilb
Hla Hlb
(D) )
3) 4
1.
(opinion shopping) Chow and Rice (1982) Craswell (1988)

Magee and Tseng (1990) Teoh (1992)
""" Krishnan, Krishnan and Stephens (1996)

(Krishnan 1994;
Krishnan et al. 1996)

11 13 8
25 46 25 (54.35%)
5 (10.87%) 2 (4.35%)
14 (30.43%)
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(Hla H1b)
GC = a, + a,MERGE + a,TIME + a,MG*TM + a,SIZE +a,OCFTA + a,CR + a,LEV
+a,CLEV +a,FIN +a,,2LOSS +a,,GC l+¢

(n=2,765) (n=2,634) (n=2,137)

p p p
14249 .000 -15.028™" .000 -15.2317 .000
MERGE ? -1.559 171 -1.959 173 -.480 272
TIME ? 804" 058 -.067 836 232 592
MG*TM + 2217 .060 2.669" 079 190 778
SIZE ? 472 .000 559" .000 408" 001
OCFTA - 287 784 -.652 582 070 958
CR - -.002™" 041 -.003™"" .005 -.002 579
LEV + 052" .000 056" .000 086" .000
CLEV + .000 959 -.001 969 -.039 865
FIN - 191777 .000 -1.765" .000 11827 .007
2LOSS + 1.696 " .000 1.596 " .000 2342 000
GC 1 + 3.902° .000 538177 .000 508177 .000
Nagelkerke R? 706 741 827
(11.dD 882.333 878.804 1031.552
.000 .000 .000
1. GC 1 0
MERGE 1 0
TIME 1 0
MG*TM 1 0
SIZE
OCFTA =
CR +
LEV =
CLEV =
FIN 1 0
2LOSS 1 0
GC_1 1 0
2% 10%
o 5%
(o t03) 3.021 2.602 0.422
p 0.007 0.081 0422

Hla MG*TM (a3)
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2.669

Hi1b
(opto3) o3

47

10% p 0.060  0.079

Hla Hl1b

(O’Clock and

Devine 1995; DeFond et al. 2002)

(BIG4)
(0u12)
Hla
10%
3.
2000)
(INFLU)
(o tas)
p 0.007 0.084
o3 2.146
0.071 0.067

1 0 BIG4
02
(aptas3) 2968 2.613 0.407
p 0.008 0.081 0.440
03 2.619 2.703
p 0.067 0.077 Hl1b
Hla HIlb

(Reynolds and Francis

(larger portfolio of clients)
Reynolds and Francis (2000)

(INFLU *TM)

Hla Hl1b

3.023 2.617 0.416

0.429 Hla
2.840 10% p
Hlb
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(Hla H1b)

GC = a, + o,MERGE + a,TIME + a,MG*TM + o ,SIZE + a,OCFTA + a,CR + a,LEV
+a,CLEV + ayFIN + a,,2LOSS + a,,GC _1+ a,BIG4 + ¢

(n=2,765) (n=2,634) (n=2,137)

p p p
-14.318™ .000 -15.032" .000 15422 .000
MERGE ? -1.588 164 -2.038 161 -.824" 094
TIME ? 799" .060 -.090 784 163 707
MG*TM + 2.169" 067 2.703" 077 244 719
SIZE ? 4657 .000 55277 .000 399" 001
OCFTA - 258 804 -.660 575 023 987
CR - -.002™" 052 -003""  .006 -.002 .600
LEV + 0527 .000 056" .000 0877 .000
CLEV + .000 962 -.002 968 -.061 819
FIN - -1.929™ .000 177777 .000 12237006
2LOSS + 1.693"" .000 1.595"" .000 232077 .000
GC 1 + 3.907 .000 5376 .000 51367 .000
BIG4 + 220 504 149 657 628 146
Nagelkerke R* .706 741 .827
(12 df) 882.787 879.003 1031.552
.000 .000 .000
1. GC 1 0
MERGE 1 0
TIME 1 0
MG*TM 1 0
SIZE
OCFTA =
CR =+
LEV =
CLEV -
FIN 1 0
2LOSS 1 0
GC 1 1 0
BIG4 1 0
2.% 10%



(Hla

H1b)
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GC = a, + a,MERGE + a,TIME + a,MG*TM + a,SIZE + a,OCFTA + a,CR + a,LEV

+a,CLEV + a,FIN +a,,2LOSS + a,,GC 1+ a,,INFLU + a,INFLU*TM + ¢

(n=2,765)

(n=2,634)

(n=2,137)

p p p
-14.273" 000  -14.5917 .000 -14.832" .000
MERGE -1.517 186 2121 148 -.605 193
TIME 877" 056 -223 521 153 752
MG*TM 2.146" 071 2.840° 067 263 710
SIZE 4717 .000 537 .000 383" .002
OCFTA 279 790 -.627 594 223 871
CR -.002" 042 -003"™  .006 -.002 612
LEV 0527 .000 056" .000 088" .000
CLEV .000 961 -.002 966 -.044 857
FIN -1.904™" .000 -1.745™ .000 -1.152° .009
2LOSS 1.693° .000 1.583™ .000 2297 .000
GC_1 3.893" .000 5392 .000 5064 .000
INFLU 439 793 -2.633 271 -1.152 461
INFLU*TM -1.068 627 3.016 257 748 724
Nagelkerke R* 706 742 828
(13 df) 882.613 880.413 1032.276
.000 .000 .000
1. GC 1 0
MERGE 1
TIME
MG*TM 1 0
SIZE
OCFTA
CR -
LEV =
CLEV -
FIN 1
21.0SS 0
GC_1 1 0
INFLU
INFLU*TM INFLU TIME

2.%

ok

doksk

10%
5%
1%
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1994) Reynolds and Francis (2000)

€)
()
(7)

Raghunandan and Rama 1995; GAO 2003b

(IND4)

Hla

(IND)

(Hla

Hlb

(YR)

(o tas)

H1b)

47 2008 7

(Wines
(D
2)
4
(6)
2005
4263 2.167 1.035
0.001 0.154 0.198
03

GC = a, + aMERGE + a,TIME + a,MG*TM + a,SIZE + a;OCFTA + a,CR + a,LEV

6(5)

6
+ayCLEV + o FIN +a,y2LOSS + a,,GC _1+ Y  BIND,+ > y, YR, + ¢
Jj=1

i=1

(n=2,765) (n=2,634) (n=2,137)

p p p
-13.798™" .000 -12.823™ .000 -14.342" 000
MERGE ? -.862 491 -1.779 203 -467 322
TIME ? 2.818" .004 -.033 954 684 362
MG*TM + 1.445 263 2.200 139 351 623
SIZE ? 3637 .001 4787 .000 3737 .007
OCFTA - -.001 996 -1.257 314 124 930
CR - -.001 252 -.002° 062 -.002 516
LEV + 050" .000 054" .000 088 .000




(Hla Hib) ()
GC = a, + a,MERGE + o, TIME + a;MG*TM + a,SIZE + a;OCFTA + a,CR + a,LEV

6 6(5)
+ayCLEV + a,FIN +,,2LOSS +a,,GC _1+ Y BIND,+ > y, YR, + ¢
Jj=1

i=1

(n=2,765) (n=2,634) (n=2,137)
p p p
CLEV + .001 886 -.001 966 -.011 945
FIN - -1.482" .002 -1.403™ .004 -1.093™ 025
2LOSS + 1.688"" .000 1.587°" .000 2466 .000
GC 1 + 3.899 .000 5.199™ .000 550777 .000
IND1 351 .606 225 753 226 801
IND2 -295 635 -.642 339 -436 585
IND3 .030 969 -349 .689 -.761 .568
IND4 -1.5227 024 -1.8327 011 -.820 263
IND5 -.105 865 -437 516 -361 .649
IND6 -.844 347 -1.675" .099 -1.538 189
YR-4 1.173 306 135 845 -1.773 0527
YR-3 2.736" 012 -1.188 257 283 674
YR-2 1.444 275 986™ 027 493 429
YR+1 -264 507 6827 .080 24017 .008
YR+2 -1.544™ .003 573 614 .029 961
YR+3 -016 966 526 450
Nagelkerke R 730 765 844
(23 df) ° 917.549 912.458 1058.822
.000 .000 .000
1. GC 1 0
MERGE 1 0
TIME 1 0
MG*TM 1 0
SIZE
OCFTA .
CR -
LEV =
CLEV .
FIN 1 0
2LOSS 1 0
GC 1 1 0
6 4
El/}ilNDI.
6[(2:51)7 y 5 (YR-4,-3,-2, YR+1,4+2+3 432 1,2,3
2.0% 10%
skskk 1%
3 22
IND1~6 (1) 2) 3)
4 (%) (6)
5. TIME

0 1 TIME
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H2
1.
2004
2.
H2
(INFLU*TM)

H2

H2

(2003)

12 (2003)

47 2008

SCPA*TM

Bs

2006

H2

H2



H2
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GC = p, + B,SCPA + B,TIME + B,SCPA*TM + o,SIZE + a,OCFTA+ a,CR + a,LEV
+aCLEV + o FIN + a,,2LOSS + a,,GC _1+¢

(n=1,093)

(n=2,161) (n=664) (n=404)
P P P p
-14.2317° 000 -12.81977 000 -158.045 247 -14.866  .000
SCPA - -15.623 1.000 -332 840  23.894 999 -.666 270
TIME + 918"  .003 1.950° 099 31933 .39 -.061 926
SCPA*TM  + 17.291 999 307 858  -28.692  .999 407 .688
SIZE ? 44077000 424" 024 7.586 239 3917 015
OCFTA - 564 558 2.269 240 -58.076 340 -495 763
CR - -006"" 014 -0117 016 -207 215 -.000 947
LEV + 07277000 053" 000 430 265 088" .000
CLEV + .000 992 .001 884 1346 454 -.054 827
FIN - -1.784™ 000  -2.41577 002 -17.898 267  -1.196  .043
2LOSS + 1483 000 12657 .006 3235 .170 1.860"" .000
GC_1 + 39507 000 2778 002 82423 976  4.962" .000
Nagelkerke R* 710 731 948 713
(11 df) 691.456 287.013 132.263 306.810
.000 .000 .000 .000
1. GC 1 0
SCPA 1 0
1 0
TIME 1 0
SCPA*TM 1
0
SIZE
OCFTA
CR -
LEV =
CLEV -
FIN 0
2LOSS 0
GC 1 1 0
2.% 10%
kskk 1%
3.R? 0 (Gujarati 2003)
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(H2)

GC = B, + B,SCPA + B,TIME + B,SCPA*TM + o ,SIZE + a;OCFTA + a(CR + a,LEV
+ a,CLEV + a,FIN +a,,2LOSS +a,,GC 1+¢

(n=1,829) (n=545) (n=338) (n=946)

p p p p
-14.064™ 000  -12.7777 001  -419.17 956 -14.81°  .000
SCPA - -15.575 1.000  -.074 965  127.342 996 -676 254
TIME + 1.098™" 001  2274"  .080 50.561 .963 141 842
SCPA*TM  + 19.499 999 238 895  192.583 .995 887 405
SIZE ? 400" 001 380" 078 23.769 958 383" 015
OCFTA - 410 675 1.749 381 -287.09 954 669 677
CR - -005° 074  -0107 034 -1.003 946 000 981
LEV + 07577 .000 058 .000 369 985 089" .000
CLEV + .000 990 058 207 4295 982 -059 808
FIN - 16767 000 231377 004  -10.860 .989  -1.335" .030
2LOSS + 1.696"" 000 1.395™ 006 62.425 954 1.958™ .000
GC_1 + 348577 000 24557 007  369.683 .952 4247000
Nagelkerke R? 718 747 1.000 .696
(11 df) 618.389 257.570 122.774 264.461
.000 .000 .000 .000
1. GC 1 0
SCPA 1 0
1 0
TIME 1 0
SCPA*TM 1
0
SIZE
OCFTA +
CR +
LEV =
CLEV =
FIN 1 0
2LOSS 1 0
GC 1 1 0
2% 10%
kk 5%
skksk 1%

3.R? 0 (Gujarati 2003)



(H2)
GC = B, + B,SCPA + B,TIME + B,SCPA*TM + a,SIZE + a,OCFTA + a,CR + o, LEV
+ a,CLEV + a,FIN + a,,2LOSS + a,,GC 1+ a,INFLU + a,,INFLU*TM + ¢

55

(n=2,161) (n=664) (n=404) (n=1,093)
p p p p
-13.420™° .000 -16.696"°  .000 -100.205 .989 -16.011"" .000
SCPA . 28.555 999 -1.914 613 1624.18 993  -491 499
TIME + 135 872 6222 038  -25.598 997  3.266 257
SCPA*TM +  26.695 .999 1.916 616 -1628.79 993 045 967
SIZE ? 479" 000 55177 004 7.784 284 5207010
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