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of individual differences in the audit process has been articulated by several authorl] for a review). The

importance of individual auditors in determining audit quality has received increasing attention in

recent years. For example, former SEC Commissioner Steven Wallman (1996, 78) suggests that in

assessing auditor independence, the focus should be on ‘‘the







be clarified (MOF 1995a, 1995b). There are usually two signing auditors for each audit report, with

the more senior signing auditor mainly performing the review work and the relatively junior signing





square model:

yit ¼ bXit þ
X

atYeart þ
X

ciClienti þ
X

jjFirmj þ
X

kkOfficek þ
X

dlAuditorl þ eit;



period. In this case, the auditor and the client indicator variables are perfectly correlated, and it is



Abnormal Accruals



financial characteristics such as operating performance, debt, growth, and size are found to affect

earnings quality. Moreover, previous studies find that in China earnings management is affected by

the listing age (Chen et al. 2001) and local state ownership (Wang et al. 2008; Chan et al. 2006).

We therefore include a variable to indicate that a client is ultimately controlled by a local

government (LGOV

http://edu.people.com.cn/GB/14057581.html
http://edu.people.com.cn/GB/14057581.html




IV. EMPIRICAL RESULTS

Sample and Data

We obtain accounting and stock return data from the China

their client portfolios tend to be almost the same. This leads to a high correlation between the

indicator variables for these two auditors. To mitigate the resulting multicollinearity problem, we

drop the auditor with the smaller client portfolio when the correlation coefficient between the two

http://cmis.cicpa.org.cn


0.023 0.006 0.034 0.057

BL 0.014 0.001 0.007 0.019 0.035

SP 0.116 0.000 0.000 0.000 0.320

Panel B: Independent Variables

Variables Mean Q1 Median Q3 Std. Dev.

ROA 0.029 0.010 0.036 0.066 0.082

Loss 0.129 0.000 0.000 0.000 0.335

Turnover 0.616 0.311 0.503 0.779 0.457

Size 21.142 20.445 21.031 21.733 1.039

B/M 0.399 0.203 0.336 0.545 0.301

Leverage 0.488 0.337 0.480 0.617 0.224

Age



clients. These features of our data enable us to separate individual effects from the effects of clients,

audit firms, and branch offices.





¼ R

2
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222;llR R2 R2
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contributed by client, audit firm, branch office, and individual auditor fixed effects, respectively.

We perform Vuong’s (1989) likelihood ratio test to assess whether the incremental R2 is significant.

We also scale each DR2



percent, 5 percent, and 10 percent levels are 4.30 percent, 12.66 percent, and 18.24 percent,

respectively.13

We next examine the economic significance of individual effects by analyzing the distribution





The Individual Effects of Auditors from Large and Small Audit Firms



TABLE 5



since they move between firms. There are a total of 85 job-hoppers in our sample. For a company

that has been audited by a job-hopper, we include both its annual audits performed by the job-
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auditors when outright audit failures occur, while accounting restatements are made when material

misrepresentation in financial statements is discovered. These exdisc45porese ¼ 76/861) of the auditors with

estimated fixed effects received regulatory sanctions. We use an indicator variable, Sanctioned, tofi n a n c i a l s . A b o u t 1 6 . 3

r e s t a t e m e n t s .

W e r e g r e s sS a n c t i o n e do rR e s t a t e m e n t



reporting and clients’ earnings quality are both statistically and economically significant and are

pronounced in both large and small audit firms. We also explore the extent to which individual
auditor effects can be explained by their demographic characteristics. We find that signing auditors



unanswered question is whether audit firms strategically match auditors with different styles tominimize the deviation ]y
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We use a modified version of the




