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Abstract

The main obstacle of audit fee research lies in fees collection. In the past, audit fees were
usually collected by questionnaire survey method. This study however features itself by
collecting first-hand audit fees data from the MOE directly via legislators and from the
announcement after CPA association public bidding. This study examines not only types of
tendering procedures but also audit revenue premiums about private universities and colleges
in Taiwan in both brand name reputation and industry specialist perspectives. The results give
support to our hypotheses. This study contributes some findings and significance. Firstly, the
most important significance in the study, different from prior researches in which audit fees
are paid by the client, we collect the unique data that audit fees are paid by the MOE. We can
examine whether the effects of independent variables on audit fees are different from prior
studies. Secondly, prior studies give evidence to support the agency theory, while we didn’t
find any research focused on real audit fees of NPOs applied the agency theory in Taiwan.
Applying real audit fees, our results show that the agency theory is tenable for NPOs,
especialy the private universities and colleges. Thirdly, we propose some determinants of
audit fees about the private universities and colleges. Finaly, audit revenue premiums exist
not only in profit organizations but also in NPOs.

Keywords. Audit fees, Audit Revenue Premium, Types of tendering procedures, Brand name
reputation, Industry specialist
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1. Introduction

Numerous studies have investigated audit fees for profit organizations. However, nonprofit
organizations (NPQOs), one of the three biggest organization systems in society, have not
received similar attention.” Thorne et al. (2001), examined audit prices for government.
They tested whether audit fees charged differently for different audit engagements using local
governmental data collected from northern California. Nonprofit organizations (NPOs) cover
a wide range of entities from hospitals, foundations, churches, and schools to museums.
However, due to the difficulty of collecting audit fee information, only a few studies have
focused on audit fees for NPOs. This research has not found a study focusing on audit
premiums using actual NPO audit fees in Taiwan, especialy for private universities and
colleges.?

Following a financia crisis at Hualien Da-Han Industrial and Business College in 1988 and
an accounting scandal at Kaohsiung International Business College, the Ministry of
Education (MOE) adopted strict controls over financial operations of private universities and
colleges. Since then, the MOE has required that financial statements of universities and
colleges be audited by auditing firms. The recent deregulation of founding private
universities and colleges has increased public and private universities and colleges to a tota
number of 162 in 2006. The MOE started hiring auditors to audit private universities and
colleges through open tendering procedures between 2001 and 2002. The MOE restricted
bidder qualifications in 2003 to enhance auditors abilities, and adopted limited tendering
procedures to choose auditors and auditing fees. The tendering procedure uniquely appoints
auditorsin Taiwan.

What factors determine audit fees of private universities and colleges? Researches
demonstrate that the main factors for profit organizations are client size (Simunic, 1980;
Palmrose, 1986), client risk (Simunic, 1980), client complexity (Thornton and Zeghal, 1994),
and auditor brand name reputation (Simunic, 1980; Craswell et al., 1995). Prior studies show
that large audit firms systematically charge higher audit fees. According to the product
differentiation economic theory (Klein and Leffler, 1981; Shapiro, 1983), large audit firms
investing in a brand name for better audit quality positively relates to higher audit fees in
competitive markets. The demand for audit quality differentiation can be explained as
agent/contract costs (Simunic and Stein, 1987; Watts and Zimmerman, 1986). Most
knowledge or experience of organizational management and audit are mainly obtained from
profit organizations, and the mission and performance evaluation criteria of NPOs are
different from those of profit organizations. Thus, studies on managing NPOs will face some
obvious challenges. This study focuses not only on types of tendering procedures, but also on
audit revenue premiums charged for better auditor brand name reputation and auditor
industry specialization.

The purpose of this research is three-fold. Firstly, this investigation tests not only the effects
of open tendering procedures, but also the effects of limited tendering procedures on audit
fees. Secondly, this work examines the Big 4 audit fee-premiums behavior using samples
collected from non-profit (private colleges and universities) rather than profit organizations.
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Thirdly, the current study divides the Big 4 audit fee-premiums into two components in terms
of NPO features. brand name reputation and auditor industry specialization and different
audit periods. The first component refers to the general auditor brand name premium,
representing that audit revenue premium positively relates to auditor brand name. The second
component is the auditor specialist premium, indicating that a positive relationship exists
between audit revenue premiums and industry specialists of the Big 4.
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The results give support to our hypotheses that: (1) CPA firms can get more revenue (audit
fees) under limited tendering procedures are higher than those under open tendering
procedures; (2) specialist Big 4 auditors can get more revenue (audit fees) than non-specialist
Big 4 auditors, and (3) speciaist Big 4 auditors can get more revenue (audit fees) than
non-specialist Big 4 auditors. These findings are similar to the evidence from profit
organizations and extend the literature.

Some findings and significance in the study include the following. Firstly, the current study
significantly differs from prior researches in which the client pays audit fees. This work
collects unique data and shows that the MOE is the responsible party for paying audit fees.
This study also examines whether the effects of independent variables on audit fees are
different from prior studies. Secondly, prior studies give evidence to support the agency
theory, while this research does not find any research that focuses on real audit fees of NPOs
applying the agency theory in Taiwan. Results from applying real audit fees show that the
agency theory is tenable for NPOs, especially for private universities and colleges. Thirdly,
this work proposes some determinants of audit fees concerning private universities and
colleges. Finally, revenue premiums exist not only in profit organizations, but also in NPOs.

The remainder of this paper is organized into four sections. Section 2 reviews related
literature and devel ops the hypotheses. Section 3 describes the sample selection and empirical
design. Section 4 not only shows the empirical results but also contains sensitivity analyses to
determine robustness of the results to alternative specifications. Section 5 provides a
summary and conclusion.

2. Literature Review and Research Hypotheses
2.1 Types of Tendering Procedures

The MOE, in order to promote auditor independence, encouraged private school audits by
auditors assigned by the MOE. As shown in Table 1, during the 1997-2000 academic years,
the right to appoint auditors and the responsibility to pay for audit services was left to schools
or remained with the MOE. The MOE changed the auditor selection process to enhance
bidder qualifications, following the biggest educational scandal in 2000. As aresult, the MOE
selected auditors through tendering procedures, and was responsible for audit fees from 2001
to 2003. Since such practices represented different cost expenses, this study sampled data
adopted from 2001-2003 to study the effects of different tendering procedures on audit fees.
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Table 1. Audit selector and responsible party for paying audit fees
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Academic Auditor selector Responsible party for paying
year® audit fees
1992 Private universities and colleges Private universities and

colleges
1995  [Private universities and colleges Half of the audit fees was
subsidized by the MOE
1997 1.Private universities and colleges, or 1.Private universities and
2.assigned by the MOE colleges, or
2.the MOE when CPA was
assigned by the MOE
2001 |The MOE entrusted the specia caseto audit |The MOE
(Open tendering procedure)
2003  |The MOE entrusted the specia caseto audit |The MOE
(Limited tendering procedure)
2004  |Private universities and colleges Private universities and
colleges

Regulators in many countries have recently taken initiatives to enhance competition in the
audit market. Changes to government regulations may provide the external impetus necessary
to ater the underlying competitive environment. These changes can affect audit fees. Maher
et al. (1992) report a decline in audit fees resulting from deregulation from 1977 to 1981 in a
study of seventy-eight audits. Sanders et al. (1995) find a similar decline in audit fees from
1985 to 1989 in a study of 159 municipa audits. Their results support the argument that
deregulation may enhance competition in the audit market and result in a decline in audit fees.
That is, audit fees under regulation will be higher. Hackenbrack et al. (2000) examine the
price and quality effects of an unusua state-mandated market restriction that required
nonprice competition and prohibited price competition among auditors. They document that
municipalities covered by the statute paid higher audit fees. The MOE entrusted auditors to
audit the special case after examining bidder qualifications under a limited tendering
procedure. This study expects that audit fees under limited tendering procedure will be higher
and devel ops the following hypothesis:

H1: Ceteris paribus, audit fees under limited tendering procedures will be higher than those
under open tendering procedures.

2.2 Auditor Brand Name Reputation

According to the product differentiation economic theory (Klein and Leffler, 1981; Shapior,
1983), large audit firms investing in brand name for better audit quality positively relates to
higher audit fees in competitive markets. The demand for audit quality differentiation can be
explained as agent/contract cost (Simunic and Stein, 1987; Watts and Zimmerman, 1986).
Higher audit fees might result when firms recognize an auditor to be of superior quality to
other firms. If firms perceive auditors as providing different quality services, some clients
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may demand, and be willing to pay more for, higher quality (Hay et a., 2006). Researchers
have attempted to use a large number of different proxy variables to represent audit quality
but the four that are most common are dummy variables for firms classified as being in the
Big 8/6/5/4. For example, in the US audit market, Francis and Simon (1987) find an auditor
brand name premium. Using UK data, Chan et al. (1993), Pong and Whittington (1994), and
McMeeking et al. (2006) provide evidence supporting brand name premium. Francis (1984),
DeFond et a. (2000) find existing brand name premiums in Australia, New Zealand, and
Hong Kong, respectively. Craswell et a. (1995) examine audit revenue premiums received
by the Big 8 using a sample of 1,484 Australian listed companies. On average, the Big 8
brand name premium over the non-Big 8 averages around 30%. Klein and Leffer (1981),
Palmrose (1986), and Simunic and Stein (1987) provide evidence consistent with existing
brand name premiums due to better quality provided. In Taiwan, Wong (1999) find a brand
name premium in his studies. In the meta-analysis papers which they consider, published
over twenty-five years (1977-2002) and including more than twenty countries, Hay et al.
(2006) find that the Big 8/6/5 associates with higher audit fees with 67% of all studies finding
asignificant positive result.

As for NPOs, Ward et al. (1994) document a Big-6 audit fee premium in their sample of
Michigan municipalities comprising cities. In this research, the ratio of subsidiaries from
government to total ordinary revenues is 13% for private universities and colleges. Agency
theory about private universities and colleges indicates that CPA firms monitor schools on
behalf of the government. Meanwhile, the ratio of tuition fees to total ordinary revenues is
approximately 65% for private universities and colleges. The government also monitors
schools on behalf of the students and the students’ parents. This research expects that agency
theory can be applied in NPOs, private universities and colleges, and the following
hypothesis is devel oped:

H2: Ceteris paribus, non-specialist Big 4 auditors will have higher audit fees than non-Big 4
auditors.

2.3 Auditor Industry Specialist Premium

Accounting technology is an accounting system or accounting policies businesses use for
reporting economic activities. In a general sense, accounting policies mainly relate to
recognizing and measuring assets, debt and income from economic activities. If accounting
technology is for a specific industry, both agent and contract problems of a business and
accounting solutions will contain specific industrial characteristics. For example, specific
industries may require some complicated contracts such as advanced contracts, long-term
lease contracts, risk portfolio management contracts and off-balance sheet arrangements.
Certain industries, such as the natural resources industry or the financial service industry may
require specific accounting principles or financia reporting. An electronic data processing
system and internal control system for the financial service industry are complicated and
specific. Industrial specialization has led to auditor’'s speciaizing. This trend, however,
significantly leads auditors to win a group of “specialism-based” clients. Therefore, specialist
audit firms provide greater assurance for industries with specific contracts or accounting
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technology than those of non-specialist audit firms.
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Many audit firms also recognize that investing in in-depth industry specific knowledge can
have a valuable effect, contributing to firm brand name. Apart from normal requested returns,
the large audit firm seeks higher audit fees to compensate for additional costs spent on
industry specialization, compared to non-specialist audit firms. Alternatively, audit firms can
achieve specidization by expanding market share.

Early researches of auditor industry specialists focused on industries with greater than thirty
client firms (e.g. Craswell et a., 1995). Later studies (e.g. Ferguson et al., 2003) estimated
revenue premiums in all industries, irrespective of the number of client firms within an
industry. Craswell et al. (1995) examined audit revenue premiums received by the Big 8
using of a sample of 1,484 Australian listed companies. On average, industry specialist Big 8
auditors earn a 34% premium over the non-specialist Big 8. In the meta-analysis covering a
twenty-five-year period, Hay et a. (2006) found evidence consistent with an industry
specialist premium. Carson and Fargher (2007) found an industry specialist premium in the
Australian market for audit services. Industry leadership expecting afee premium arises from
expected returns for investing in specialization and from higher quality audits (Craswell et a.,
1995) and also from city level reputation effects (DeFond et al., 2000; Ferguson et al., 2003).
Higher audit quality associates with higher audit fee levels. The current study develops the
following hypothesis:

H3: Ceteris paribus, specialist Big 4 auditors will have higher audit fees than non-specialist
Big 4 auditors.

3. Sampling and M odeling
3.1 Sampling

The data of this research is collected from CPA firms appointed by the MOE to audit private
universities and colleges for academic years 1998-2002. This research obtains information
about audit fees and CPA audit firms from the MOE directly via legislators. The current work
also obtains audit fees information for the 2003 academic year from the announcement after
CPA association public bidding. According to the regulation in ‘The Must-Dos list for CPA
auditing, the Financial Statements of Junior Colleges and above’, Article 6 regulates that
service fees are limited to the audit fees on financial statements. The manually collected data
contains not only the audit report, but also financial statements of private universities and
colleges from each school website.

Table 2 lists audit fees of the MOE appointed CPA firms, public bidding and limited bidding
CPA firms for the 1998-2003 academic years. The current study expects data shown in the
table to be more accurate than using questionnaires by previous literature. Table 2 shows nine,
ten, and fourteen schools between the 1998 and 2000 academic year that were audited by
appointed CPAs, accounting for 10% of the whole. Due to the limited sample size for the
1998-2000 academic years, this investigation was unable to compare audit fee difference
between academic years 1998-2000 and 2001-2003. The table obviously shows that the
means of audit fees are not significantly different from each other during the academic year
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2001 and 2002; however, the mean of audit fees during the 2003 academic year is
significantly higher than those of the previous two academic years.
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Table 2. Audit fees of private colleges and universities by the MOE appointed project CPAs
(expressed in New Taiwan dollars)

Year  No. of Obs. Min Mean Max SD

1998 9 300,000 388,889 700,000 151,186
1999 10 380,000 563,000 930,000 151,375
2000 14 410,000 613,714 950,000 196,656
2001 101 142,500 293,350 850,480 128,495
2002 101 142,500 292,237 830,000 126,863
2003 100 175,000 448,936 775,000 167,036

"There are 104 private universities and collegesin 2003 academic years, with 4 schools’ audit fees unavailable.

3.2 Modeling

The regression model used to examine the effects of tendering procedures and brand name
reputation over audit fees (H1 and H2), is specified as follows:

LNAU; =a +b, YEARO3, +b,YEARO2 +bsBIG4; + b, LNASSET;
+ b, DEBT+ b, INT/EARN; + b, BOARD; +b, DONATE, +b,EARN,  +b,, SUBSIDY;
+b, UNIVi+ b, OPP/TA +¢, ©

Where,

LNAU: natural log of the audit fee.

Y EARO3: dummy variable, equals to one if academic year is 2003, and zero otherwise.
Y EARO2: dummy variable, equals to one if academic year is 2002, and zero otherwise.

BIG4 : dummy variable, proxy for audit quality, equals to one if audited by Big 4, and zero
otherwise.

LNASSET: natural log of total assets of private universities and colleges, proxy for size.
DEBT: the ratio of debt to total assets, proxy for risks.
INT/EARN: interest expenses divided by current net income/loss, proxy for risks.

BOARD: theratio of board expenditures to current revenues, proxy for risks.
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DONATE: the ratio of personal donations to current revenues, proxy for risks.
EARN: the ratio of current earnings to current revenues, proxy for risks.
SUBSIDY: theratio of subsidy to current revenues, proxy for risks.

UNIV : equalsto oneif university, and zero otherwise; proxy for complexity.
OPP/TA: theratio of operating funds to total assets, proxy for complexity.
3.2.1 Dependent variable

This study uses the natural log of the audit fee (LNAU) as the dependent variable to reduce
heteroskedasticity of the residual terms (Pamrose, 1986; Gul, 1999).

3.2.2 Independent variables

YEARO3 is a dummy variable, which equals to one if academic year is 2003, and zero
otherwise and tests H1. This study predicts that audit fees under limited tendering procedures

will be higher than those under open tendering procedures. We predict coefficient b, in Eq
(2) to be positive.

BIG4 is a dummy variable, proxy for audit quality, which equals to one if audited by Big 4,
and zero otherwise and tests H2. This study predicts an existing Big 4 premium. That is, we
predict coefficient bz in Eq (1) to be positive.

3.2.3 Control variables

Simunic (1980) presented a production view of the audit process and hypothesized that
certain drivers associated with varying audit fees because those drivers caused an auditor to
perform more (or less) work during the course of the audit. The general audit fee model is
common to most studiesin the literature represents audit fees as a function of client size, risk,
client complexity, and quality (e.g. Craswell and Francis, 1999). Lin (1997) ams to generate
audit fee models for listed companies in Taiwan. The results show that client size, audit risk,
client complexity, and audit firm reputation significantly relate to audit fee variability. This
study tests audit quality or audit firm reputation by hypotheses 2 and 3.

A meta-analysis provides a means of understanding the body of knowledge developed over
more than twenty years in audit fee research. The study of Hay et al. (2006) confirms that
well-established control variables for size, risk, and complexity relate to audit fees. Therefore,
the current work uses size, risk, and complexity as control variables.

This study uses YEARO2 to control year effects. The main control variables are stated as
follows:

Client size

The larger the clients, the greater the number of individual elements comprising the
accounting systems as well as the greater the required number of formal control activities and
thus the greater amount of input hours, audit efforts and audit fees required. Previous
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literature adopts the total asset variable to measure client size and to significantly explain
audit fee variability in cross-sectiona studies (Simunic, 1980; Francis, 1984; Craswell et al.,
1995). Chow (1982) applies agency theory to observe motivations behind companies
appointing auditors. Results indicate that client size appears to be vital in explaining why
managers request audit services. Accordingly companies pay greater audit costs when audit
efforts need to expand for large clients. Results across virtually al published studies found
size to be the most dominant determinant of audit fees, which is expected to have a positive
relationship with fees (Simunic 1980). The results of Hay et al. (2006), find size measures are
overwhelmingly positive and significant.
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Likewise, audit firms charge higher audit fees for private universities and colleges perceived
to be larger. Therefore, this study uses a natural log of NPOs' total assets (LNASSET) as a
proxy for client size to control the effects of client size on audit fees.

Client risk

Auditors consider auditee's risks in determining audit fees. Auditors may reduce follow-up
audits to cut costs since auditors recognize NPO clients (private universities and colleges)
with steady and strong financial structures as having low audit risk. In contrast, the higher the
assessment level of auditee'srisk, the higher the level of audit risk. A client with higher audit
risk requires a greater amount of evidence to reduce audit risk, resulting in a correspondingly
high audit fee. In a word, audit fees reflect the risk level of NPOs. Financia structures of
private universities and colleges differ from those of profit organizations; the current study
lacks insight into the relationship between debt ratio to total assets and audit fees. However,
auditors consider other measures as a proxy for auditee’s risk in deciding audit fees. This
study proposes some proxy risk variables for private universities and colleges.

Leverage measures the risk of client failure, which potentially exposes the auditor to loss
(Simunic, 1980). Consequently, researchers generally expect to find an association between
leverage of acompany and its audit fees. The first proxy this study usesfor risk is the ratio of
debt to total assets (DEBT). The second proxy for risk is the ratio of interest expenses to net
income (INT/EARN).This research predicts a positive correlation between INT/EARN and
the natural log of audit fees (LNAU). NPOs achieving better performance receive more
donations from the private sector and greater financia support from the government, whichin
turn brings about a positive image for these NPOs. Thus, this work uses the ratio of subsidy
to current revenues as a proxy for risk. In the same way, the ratio of personal donation to
current revenues (DONATE) is also a proxy for risk. High ratio of current earnings to current
revenue (EARN) represents a steady financial structure of an organization that leads to lower
operational risk. These measures, except for INT/EARN, have an entirely negative impact on
risks faced by NPOs, showing that such measures are negatively connected with audit fees.

Vafeas (1999) suggest that increasing number of board meetings increases board effectiveness.
An effective board of directors of NPOs results in sound corporate governance of the school
due to reduced organization’s operational risk. All board expenditures should be debited to
the Board's expense account which usually includes freight costs and operation costs.® It
states that all operation expenditures should relate to Board operation only, and does not
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allow any personal spending to be recorded on the accounts. This study therefore reasonably
predicts that amount the board of directors spends closely depends on how effective the
Board operates. A negative relationship between corporate governance of organization and
audit fees is accordingly expected. The current work uses the ratio of board expenditures to
current revenue (BOARD) as a proxy for corporate governance soundness with regard to
private colleges and universities. The more effective NPO operations are, the better the
corporate governance, hence the higher the related board expenditures. Therefore, this work
expects a negative correlation between BOARD and the natural log of the audit fee (LNAU).
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Client complexity

Researchers typically expect that the more complex a client, the harder it is to audit and the
more time is consumed (Simunic, 1980; Hackenbrack and Knechel, 1994). The most typical
indicator of complexity for profit organizations is the number of subsidiaries (Hay et al.,
2006).

Compared with profit organizations or subsidiaries, private universities and colleges have
subsidiary (e.g., hospital or kindergarten) operations that require more audit services and time
astypical school operations and subsidiaries are totally different. Therefore, client complexity
positively correlates to audit fees. A university organization is also larger and more complex
compared to a college so that the universities have greater potential and more opportunitiesto
acquire proposed projects and to develop continuous education than most colleges do. The
current study also conjectures that auditors will charge a university higher audit fees than a
college. As discussed above, this study uses two variables UNIV and OPP/TA to measure
client complexity.

Since industry experts are all Big 4, the variable BIG4 very likely correlates with SPE,
leading to the problem of variance inflation, and hence the multicollinearity problem. To
avoid the above hiases, when examining whether audit fees of the professional Big 4 are
higher than those of the non-professional Big 4 in the industry with professional CPA firms,
this research uses only the schools audited by the Big 4 to test hypothesis 3. The model is as
follows:

LNAU; = a + b YEARO3 + boYEARO2 + bsSPE; + b, LNASSET;
+ b, DEBT;+ by INT/EARN; + b, BOARD; + b, DONATE; +b, EARN; +
b, SUBSDY;+b, UNIVi+b, OPP/TA + ¢, (2

where, SPE: professional CPA firms; equals to 1 when the ratio of audit fees over total audit

fees of the schools is greater than 10%, O otherwise.® The other variables are defined the
same asthosein Eq ().

Finally, this study uses the whole sample to test again: are audit fees of the professional Big 4
greater than those of the non-professional Big 4 CPA firms in the industry with professional
CPA firms? The current work also tests whether audit fees charged by the non-professiona
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Big 4 contain trademark premiums not found in the non-Big 4 CPA firms, i.e., when the
reputation of attested CPA is higher, is the information value greater? Because professional
CPA firms are all Big 4, therefore, the interaction term of BIG4 and SPE is the same as SPE;

thus, we only employ SPE. Eq (3) is again used to test the hypotheses.

LNAU; = a + b YEARO3, + b,YEAR0Z + bs BIG4 + bs SPE+ b, LNASSET,

+ b, DEBT+ b, INT/EARN; + b, BOARD; + b, DONATE; +b, EARN, -+
b, SUBSIDY; +b, UNIVi+ b, OPP/TA + ¢, 3)

Where, SPE: professional CPA firms; equals to 1 when the ratio of audit fees over total audit
fees of the schools is greater than 10%, O otherwise. The other variables are defined the same
asthosein Eq ().

To test robustness of the results, we use 15% as the threshold to define professional CPA
firms in the sensitivity test. We aso use (1) the ratio of the number of audited schools over
total schools and (2) the ratio of total assets of schools audited over total schools assets as
the indicators of industry experts, and adopt 10% and 15% thresholds, separately, to do the
sensitivity tests.

Table 3. Expected empirical results

Independent Expected
Variables Eq(1) Eq(2) Eq(3) Signs

YEARO3 Hypothesis 1 Hypothesis 1 Hypothesis 1 +
YEARO2 Control variable Control variable Control variable ?
BIG4 Hypothesis 2 -- Hypothesis 2 +
SPE -- Hypothesis 3 Hypothesis 3 +
LNASSET Control variable Control variable Control variable +
DEBT Control variable Control variable Control variable ?
INT/EARN Control variable Control variable Control variable +
BOARD Control variable Control variable Control variable —
DONATE Control variable Control variable Control variable —
EARN Control variable Control variable Control variable —
SUBSIDY Control variable Control variable Control variable —
UNIV Control variable Control variable Control variable +
OPP/TA Control variable Control variable Control variable +

Y EARO3:dummy variable, equalsto oneif academic year 2003, and zero otherwise.

Y EARO2:dummy variable, equalsto oneif academic year 2002, and zero otherwise.

BIG4 :dummy variable, proxy for audit quality, equalsto oneif audited by Big 4, and zero otherwise.

SPE:professional CPA firms; equalsto 1 when the ratio of audit fees over total audit fees of the schoolsis greater than 10% or
15%, 0 otherwise.

LNASSET :natural log of total assets of private universities and junior colleges, proxy for size.

DEBT :theratio of debt to total assets, proxy for risks.

INT/EARN:interest expenses divided by current net income/loss, proxy for risks.

BOARD:theratio of board expenditures to current revenues, proxy for risks.

DONATE:the ratio of personal donation to current revenues, proxy for risks.

EARN:theratio of current earnings to current revenues, proxy for risks.
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SUBSIDY:the ratio of subsidy to current revenues, proxy for risks.
UNIV  :equalsto oneif university, and zero otherwise; proxy for complexity.
OPP/TA:the ratio of operating funds to total assets, proxy for complexity.

4. Empirical Resultsand Analysis
4.1 Descriptive statistics

Table 4 indicates the descriptive statistics of audit fees and financial data of sample schools
for the 2001-2003 academic years. The average audit fee for the sample schools is
NT$344,496, and the minimum of that is NT$142,500 whereas the maximum is NT$850,480.
Both the academic year 2002 and 2003 consists of 33% of the sample. Approximately 39% of
the sample schools are audited by the Big 4. The biggest school had total assets equivalent to
NT$14.74 billion and the smallest one had total assets about NT$430 million; however,
average total assets are NT$3.52 billion. Generally speaking, the ratio of debt to total assets
for private universities and colleges cannot be that high and so it ranges from 1% to 73% with
amean of 14%. On average, the ratio of interest expenses to net income is 5% (maximum of
65%). As for the ratio of personal donations to current revenues, the mean is 5% (maximum
of 79%). On average, the ratio of subsidy to current revenues is 13% (minimum of 3%,
maximum of 35%). The average ratio of current earnings to current revenues is 28%
(minimum of -26%, maximum of 70%). Private universities made up 33% of the sample. As
for the ratio of operating funds to total assets, the mean is 2% (maximum of 61%)

4.2 Test of Multicollinearity

Table 5 presents results of the Pearson correlation analysis. Among the independent variables,
as Table 5 indicates, there are relatively high correlations between LNASSET and UNIV
(0.692, significant at the 0.01 level), YEARO3 and BIG 4 (0.561, significant at the 0.01 level),
BIG 4 and SPE(both 10% and 15%), SPE(10%) and SPE(15%) ,and the remaining
coefficients are not higher than 0.5. This work computes the variance inflation factor (VIF) to
assess the susceptibility of the model to problems of multicollinearity. All the VIFs of
variables fell below 3.0 which suggest that multicollinearity is unlikely to be problematic.
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Table 4. Descriptive statistics ( n=302;expressed in New Taiwan dollars)

Variables Mean Minimum Maximum Std. Deviation
AUDIT FEES 344,496 142,500 850,480 159,459
YEARO3 0.33 0.00 1.00 0.47
YEARO2 0.33 0.00 1.00 0.47
BIG4 0.39 0.00 1.00 0.49
SPE (10%) 0.31 0 1 0.46
SPE (15%) 0.20 0 1 0.40
ASSET 3,523,678,688 429,949,870  14,740,416,907 2,689,134,236
DEBT 0.14 0.01 0.73 0.13
INT/EARN 0.05 -0.33 0.65 0.09
BOARD 0.0029 0.00 0.02 0.0035
DONATE 0.05 0.00 0.79 0.11
EARN 0.28 -0.26 0.70 0.12
SUBSIDY 0.13 0.03 0.35 0.05
UNIV 0.33 0.00 1.00 0.47
OPP/TA 0.02 0.00 0.61 0.08

AUDIT FEES:audit fees.

Y EARO03:dummy variable, equalsto oneif academic year 2003, and zero otherwise.

Y EARO02:dummy variable, equalsto oneif academic year 2002, and zero otherwise.

BIG4 :dummy variable, proxy for audit quality, equalsto oneif audited by Big 4, and zero otherwise.

SPE:professional CPA firms; equals to 1 when the ratio of audit fees over total audit fees of the schools is greater than 10%
or 15%, 0 otherwise.

ASSET :total assets of private universities and junior colleges, proxy for size.

DEBT :theratio of debt to total assets, proxy for risks.

INT/EARN:interest expenses divided by current net income/loss, proxy for risks.

BOARD:theratio of board expenditures to current revenues, proxy for risks.

DONATE:the ratio of personal donation to current revenues, proxy for risks.

EARN:theratio of current earnings to current revenues, proxy for risks.

SUBSIDY:the ratio of subsidy to current revenues, proxy for risks.

UNIV  :equasto oneif university, and zero otherwise; proxy for complexity.

OPP/TA:the ratio of operating funds to total assets, proxy for complexity.
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Table 5. Pearson correl ation matrices

YEARO3 YEARO02 BIG4 E E LNASSET DEBT |INT/EARN BOARD DONATE SUBSIDY EARN UNIV  OPPTA
a0  (15%)

YEAR03 1  -0499** 0561+ 0500 0452**  og72 0079 -0148* 0018 -0022 -0174** -0213** 0053 0005
YEARQ2 1 0280+ 0219 0225 0019 0009 -0008 0011 -0008 0067 0053 0003 0005
BIG4 1 0839 0615 (o211** 0017 0010 -0174** 0133 -0218* -0225** 0209** 0058
SPE(10%) 1 0733** 0201** 0000 0016 -0161** -0143* -0209** -0204** 0206** 0084
SPE(15%) 1 0179** 0091 -0039 -0189** 0108 -0223** -0197** 0129 -0.006
LNASSET 1 0343 -0177* -0469** 0006 -0122* 0063 0692** 0371**
DEBT 1 0655** 0063 0075 -0106 -0021 -0.225** _0'149*
INT/EARN 1 0006 0041 0107 0071 -0132* -009
BOARD 1 0068 0122¢ -0194** -0308** -0075
DONATE 1 0017 048%* -0038 0075
SUBSIDY 1 0114+ 0013 -0055
EARN 1 0016 0.239**
UNIV 1 0219
OPPITA 1

Y EARO3:dummy variable, equalsto oneif academic year 2003, and zero otherwise.
Y EARO2:dummy variable, equalsto oneif academic year 2002, and zero otherwise.

BIG4 :dummy variable, proxy for audit quality, equalsto oneif audited by Big 4, and zero otherwise.
SPE:professional CPA firms; equalsto 1 when the ratio of audit fees over total audit fees of the schoolsis greater than 10% or 15%, 0 otherwise.

LNASSET :natural log of total assets of private universities and junior colleges, proxy for size.
DEBT :theratio of debt to total assets, proxy for risks.

INT/EARN:interest expenses divided by current net income/loss, proxy for risks.
BOARD:theratio of board expenditures to current revenues, proxy for risks.

DONATE:the ratio of personal donation to current revenues, proxy for risks.

EARN:theratio of current earnings to current revenues, proxy for risks.

SUBSIDY:theratio of subsidy to current revenues, proxy for risks.

UNIV  :equalsto oneif university, and zero otherwise; proxy for complexity.
OPP/TA:the ratio of operating fundsto total assets, proxy for complexity.

**Correlation is significant at the 0.01 level (2-tailed).
* Correlation is significant at the 0.05 level (2-tailed).
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4.3 Results of regression models
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As Table 6 shows, of the 302 samples conducted for the 2001-2003 academic years, more than
10% of the entire sample group, defined as audit fees provided by one single audit firm, are
industry specialists, and after filtration, ninety-four samples in total are cases handled by the
B1G4 audit firms. When the threshold is increased to 15%, fifty-nine sample cases are industry
specialists.

Table 6. CPAs and types of private universities and colleges

CPAs Specialist Specialist
(10% threshold) (15% threshold)
Universities | Institutes of Universities | Institutes of
and colleges | technology Tota and colleges | technology Tota
Specialist 33 61 94 19 40 59
Non-specialist 11 13 24 25 34 59
Big4
Non- Big 4 61 123 184 61 123 184
Total 105 197 302 105 197 302

Because of the close relationships between these two variables, the four major audit firms
(BIG4) and the industry specialist (SPE), when the industry specialist accounts for 10% of the
sampling population, the Pearson coefficient is 0.839 with 1% significance level and at 15%,
the Pearson coefficient is 0.731 at the 1% significance level. Therefore, when the regression
model consists of both the BIG4 and SPE variables simultaneously, problems of collinearality
may surface. Hence, when conducting the demonstration, Eq (1) is used to independently test
the non-industry specialist samples, and to examine whether trademark premiums exist as
stated in hypothesis 2. This is followed by an independent test using Eq (2) to examine the
B1G4 samples to see whether an industry specialist premium exists in hypothesis 3. Finally, Eq
(3) is used to test the entire sample group for existing auditor brand name and industry
specialist premiums.

When this research sets the specialist threshold at 10%, there are two industry specialist firms:
PricewaterhouseCoopers, which conducted audit services for fifty-nine schools (accounting for
29.38% of the total sample during the three-year period) and Deloitte & Touch, which
completed audit services for thirty-five schools (not including cases before merging) during
the three-year sampling period which accounts for 13.64% of the total sampling number. The
percentages of audit fees accounted by the rest of the auditing firms are all below 10%. When
using (1) to exam the total occupancy rate of the school and (2) to exam the percentage of total
school capital that accounts for the overall total school capital of the representative auditor
industry specialists, the outcomes for categorized results and categorized audit fees are the
same.

When proceeding with the demonstration, the sample is then separated into two groups of
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industry specialists and non-industry specialists; when the definition for industry specialistsis
set at 10%, the samples collected of industry specialists and non-industry specialists are 94
and 208, respectively. When the threshold is defined at 15%, the samples are 59 and 243.
First, non-industry specialist samples were used to examine hypothesis 2. In an industry
consisting of professional audit firms (specialists), the audit fees of the BIG4 non-specialist
audit firms are higher than the non-BIG4 auditing firms, which demonstrate that the model is
the same as Eq (1).

\\ MacrOthi“k Asian Journal of Finance & Accounting

In the research conducted by Francis (1984), Craswell et a. (1995) and Palmrose (1986), the
BIG6 audit firms charged higher fees due to higher quality auditing services they provided.
Therefore when we use the scale of an auditing firm to represent its auditing quality, this
work considers the scale as a variable element that affects audit fees. Table 7 shows the
effects of trademarks on audit fees in an industry with specialized audit firms. By eliminating
the four major specialized audit firms, this study compares the four major non-specialized
firms to the four non-maor firms to avoid confusions created by industry specialization.
Because this particular test is limited to non-specialized firm samples, any differences in
audit fees can be referred to trademark effects. Table 7 shows, when the speciaization
definition is set at 10%, the four major non-specialized firms achieve the required
significance level; and when the threshold is 15%, the four maor non-specialized firms have
a coefficient of 0.1083 at the 1% significance level. This result is the same as anticipated by
hypothesis 2. In an industry with specialized auditing firms, audit fees of the BIG4
non-specialized audit firms are higher than those of non-BIG4 audit firms. The differences
between the BIG4 and non-BlG4 have already eliminated the effects caused by specialization.
This result can independently refer to trademark effects of the BIG4. Other than DEBT and
INT/EARN, which do not achieve significance, the other control variables are the same as
anticipated and at the significance level.

This section examines whether audit fees of the BIG4 specialized audit firms are higher than
the BIG4 non-specializing audit firms in an industry with specialized audit firms. This study
uses 118 samples extracted from the school data examined by the four major audit firms to
test hypothesis 3. When using a 10% audit fee threshold to decide the industry specialists,
ninety-four samples of the 118 total samples belong to industry specialists; when using 15%
audit fee threshold, fifty-nine samples of the 118 total samples belong to industry specialists.
Table 8 shows the results. The coefficient of YEARO3 is significantly positive, supporting
hypothesis 1 that audit fees under limited tendering procedures will be higher than those
under open tendering procedures. When 10% is used as a threshold for deciding industry
specialists, the specialist variable (SPE) does not reach the significance level. But when the
threshold is set to a stricter 15%, the coefficient on the SPE is 0.1689 at the 5% significance
level. This proves that in an industry with specialists, limiting the samples to BIG4 clients
controls the confusion created by trademark (BIG4 against non-BIG4) effects. There are
differences between audit fees because the BIG4 are industry speciaists. The result is
consistent with hypothesis 3 that audit fees of the four major specialized audit firms are
higher than the four major non-specialized audit firms. Results in Table 7 and Table 8
demonstrate that the Big 4 possesses trademark reputation and that the SPE variable of audit
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fee premium represents the positive return of the BIG 4 auditors and their investment in
industry specialization.

Finaly, in order to consolidate the results, Eq (3) is used with the entire 302 samples for
demonstration. When the percentage of audit fee over the industry is at the 10% and 15%
thresholds to decide industry specialist, ninety-four and fifty-nine cases belong to the
specialist, respectively. Results in Table 9 show that all variables with VIFs values less than 4
have no serious variable inflation problems. The coefficient of YEARO3 is significantly
positive, supporting hypothesis 1 that audit fees under limited tendering procedures will be
higher than those under open tendering procedures. When the audit fee is over the 10%
threshold of the entire industry audit fees, the BIG4 has a variable of 0.1437 at the 1%
significance level. After controlling for the four major audit firms' influences, the industry
specialist (SPE) variable coefficient is 0.0985, the P-value is 0.0757, and these gave
hypotheses 2 and 3 very weak supporting evidence. When a stricter threshold is applied at
15%, the coefficients of BIG4 and SPE are 0.1526 and 0.1674, respectively, at the 1%
significance level. Results show support for hypotheses 2 and 3 when Table 7 and Table 8 are
analyzed separately. After controlling for possible effects of confusion created by the
trademark premium (Big 4 against the non-Big 4 audit firms), the difference between audit
feesis due to a public expense premium when the BIG4 are industry specialists.

321 www.macrothink.org/ajfa



- Asian Journal of Finance & Accounting
A\\ Macrothi Tll;lk 1SN 1946.052%
Institute 2013, Vol. 5, No. 2

Table 7. Brand name effect of non-specialist audit firms
LNAU; = a + b YEARO3 + byYEARO02 + bsBIG4 + b, LNASSET;

+b, DEBT;+b, INT/EARN,; + b, BOARD; + b, DONATE; + b,EARN; +

b, SUBSIDY;+ b, UNIV+b, OPP/TA +¢, Eq(1)
specialization is set to be over specialization is set to be over
10% of market share 15% of market share
Vari abbe: LNA Coefficient  p-value VIF Coefficient  p-value VIF
| ntercept 7.2144 0.0000 6.4308 0.0000
YEARO3 0.2325 0.0000 1.4449 0.2714 0.0000 1.6723
YEARO02 -0.0600 0.0204 1.2176 -0.0528 0.0608 1.2604
BIG4 0.1238 0.0022 1.2499 0.1083 0.0015 1.4039
LNASSET 0.2556 0.0000 2.6664 0.2903 0.0000 2.8452
DEBT -0.0167 0.8883 1.9432 -0.0803 0.5244 1.9700
INT/EARN -0.2067 0.2412 1.8794 0.0937 0.5814 1.7988
BOARD -9.9654 0.0036 1.3835 -11.3069 0.0035 1.4340
DONATE -0.3598 0.0013 1.5872 -0.3616 0.0027 1.4298
EARN -0.2955 0.0278 1.9701 -0.2927 0.0240 1.7020
SUBSIDY -1.3090 0.0000 11680  -0.9987 0.0001 1.1074
UNIV 0.1432 0.0001 1.8934 0.0845 0.0257 2.0260
OPP/TA 0.9353 0.0000 1.2660 0.4986 0.0024 1.3034
R-squared 0.785 0.751
Adjusted R-squared 0.772 0.738
F-statistic 59.304 57.817
Prob(F-statistic) 0.000 0.000
N 208 243

LNAU: the natural log of the audit fee.

Y EARO3:dummy variable, equalsto oneif academic year 2003, and zero otherwise.

Y EARO2:dummy variable, equalsto oneif academic year 2002, and zero otherwise.

BIG4 :dummy variable, proxy for audit quality, equalsto oneif audited by big 4, and zero otherwise.
LNASSET :natural log of total assets of private universities and junior colleges, proxy for size.
DEBT :theratio of debt to total assets, proxy for risks.

INT/EARN:interest expenses divided by current net income/loss, proxy for risks.
BOARD:theratio of board expenditures to current revenues, proxy for risks.

DONATE:the ratio of personal donation to current revenues, proxy for risks.

EARN:theratio of current earnings to current revenues, proxy for risks.

SUBSIDY:the ratio of subsidy to current revenues, proxy for risks.

UNIV  :equalsto oneif university, and zero otherwise; proxy for complexity.
OPP/TA:theratio of operating funds to total assets, proxy for complexity.
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Table 8. Brand name premium of specialist audit firms

LNAU; = a + b YEARO3 + byYEAR02 + bsSPE + b, LNASSET;
+ b, DEBTi+ b, INT/EARN; + b, BOARD; + b, DONATE; + b, EARN; +

b, SUBSIDY;+ b, UNIVi+b, OPP/TA; +¢ Eq(2)
specializationisset to beover  specialization is set to be over 15%
10% of market share of market share
VariableLNAU Coefficient p-value  VIF Coefficient p-value VIF
Intercept 9.5709 0.0000 9.1745 0.0000
YEARO3 0.3545 0.0002 2.2323 0.3310 0.0003 2.2520
YEARO2 0.0404 0.7005 1.8772 0.0441 0.6642 1.8313
SPE 0.1042 0.1671 1.1046 0.1689 0.0123 1.3934
LNASSET 0.1497 0.0827 3.8665 0.1619 0.0563 3.8834
DEBT -0.9201 0.0239 29264  -0.7534 0.0599 2.9682
INT/EARN 1.4869 0.0019 2.8510 1.4598 0.0018 2.8518
BOARD -26.3068 0.1838 18105 -8.3736 0.6887 2.1223
DONATE -0.1461 0.7193 12599  -0.1502 0.7044 1.2456
EARN -0.5054 0.0940 13960 -0.3712 0.2176 1.4573
SUBSIDY -0.2163 0.7879 1.2402 0.0979 0.9027 1.2831
UNIV 0.1007 0.2639 2.4243 0.1268 0.1536 2.4465
OPP/TA 0.1942 0.5740 1.3498 0.2438 0.4678 1.3271
R-squared 0.447 0.470
Adjusted R-squared 0.384 0.409
F-statistic 7.075 7.748
Prob(F-statistic) 0.000 0.000
N 118 118

LNAU:the natural log of the audit fee.

Y EARO3:dummy variable, equalsto oneif academic year 2003, and zero otherwise.

Y EARO02:dummy variable, equalsto oneif academic year 2002, and zero otherwise.

SPE:professional CPA firms; equals to one when the ratio of audit fees over total audit fees is greater than 10% or 15%,
and zero otherwise.

LNASSET :natural log of total assets of private universities and junior colleges, proxy for size.

DEBT :theratio of debt to total assets, proxy for risks.

INT/EARN:interest expenses divided by current net income/loss, proxy for risks.

BOARD:theratio of board expendituresto current revenues, proxy for risks.

DONATE:the ratio of personal donation to current revenues, proxy for risks.

EARN:theratio of current earnings to current revenues, proxy for risks.

SUBSIDY:the ratio of subsidy to current revenues, proxy for risks.

UNIV  :equalsto oneif university, and zero otherwise; proxy for complexity.

OPP/TA:theratio of operating funds to total assets, proxy for complexity.
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Table 9. Results of regression model for brand name premium and industry specialist with
full sample
LNAU; = a + b YEARO3 + b,YEARO02 + bsBIG4 + bsSPE+ b, LNASSET;

+b, DEBT+b, INT/EARN; + b,BOARD; -+ b, DONATE; + b,, EARN;

+ b, SUBSIDY+ b, UNIV+b,OPP/TA; +¢ Eq(3)
speciaization is set to be over specialization is set to be over
10% of market share 15% of market share
VariableLNAU Coefficient p-value VIF Coefficient p-value VIF
Intercept 7.5382 0.0000 7.5596 0.0000
YEARO3 0.2153 0.0000 2.0267 0.2020 0.0000 2.0447
YEARO2 -0.0408 0.2315 1.3661  -0.0356 0.2869 1.3610
BIG4 0.1437 0.0099 3.8622 0.1526 0.0002 2.1006
SPE 0.0985 0.0757 3.4708 0.1674 0.0002 1.7438
LNASSET 0.2406 0.0000 2.8276 0.2376 0.0000 2.8271
DEBT -0.2074 0.1717 1.9987  -0.1508 0.3131 2.0144
INT/EARN 0.4337 0.0356 1.8807 0.4244 0.0362 1.8810
BOARD -14.0938 0.0028 14364 -12.2554 0.0086 1.4568
DONATE -0.3457 0.0148 13743  -0.3538 0.0110 1.3710
EARN -0.3511 0.0160 1.6583  -0.3119 0.0297 1.6690
SUBSIDY -0.9973 0.0010 1.1669  -0.8893 0.0030 1.1812
UNIV 0.0684 0.0982 2.0070 0.0772 0.0577 2.0045
OPP/TA 0.5242 0.0054 1.2805 0.5796 0.0017 1.2773
R-squared 0.698 0.708
Adjusted R-squared 0.684 0.695
F-statistic 51.095 53.786
Prob(F-statistic) 0.000 0.000
N 302 302

LNAU:the natural log of the audit fee.

Y EARO3:dummy variable, equalsto oneif academic year 2003, and zero otherwise.

Y EARO2:dummy variable, equalsto oneif academic year 2002, and zero otherwise.

BIG4 :dummy variable, proxy for audit quality, equalsto oneif audited by Big 4, and zero otherwise.

SPE:professional CPA firms; equals to one when the ratio of audit fees over total audit fees is greater than 10% or 15%,
and zero otherwise.

LNASSET :natural log of total assets of private universities and junior colleges, proxy for size.

DEBT :theratio of debt to total assets, proxy for risks.

INT/EARN:interest expenses divided by current net income/loss, proxy for risks.

BOARD:theratio of board expenditures to current revenues, proxy for risks.

DONATE:the ratio of personal donation to current revenues, proxy for risks.

EARN:theratio of current earnings to current revenues, proxy for risks.

SUBSIDY:the ratio of subsidy to current revenues, proxy for risks.

UNIV  :equalsto oneif university, and zero otherwise; proxy for complexity.

OPP/TA:theratio of operating funds to total assets, proxy for complexity.
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5. Conclusions

The main obstacle of audit fee research lies in fees collection. Previous audit fees were
usually collected by questionnaire survey method. This study however collects audit fee data
from audited financial statements of private colleges and universities for the 2001-2003
academic years. This study examines not only types of tendering procedures, but also audit
revenue premiums for private universities and colleges in Taiwan according to both brand
name reputation and industry specialist perspectives.

The evidence gives support for our first hypothesis (H1) that audit fees under limited
tendering procedures will be higher than those under open tendering procedures. By
excluding industry specialist Big 4, findings show a comparable result consistent with our
second hypothesis (H2). The result shows that the auditor brand name reputation premium
exists between non-specialist Big 4 and non-Big 4 while non-specialist Big 4 defined as an
audit firm, has industry audit fees less than 15 percent. As auditing is a high specialization
industry, an increase in audit fees charged by non-specialist Big 4 is expected to be naturally
greater than those of non-Big 4. The coefficient estimated on SPE is aso significant at the
0.05 level, revedling that speciaist Big 4 has higher audit fees than those of non-Big 4. To
assess robustness of the results, we reran the regression model with the full sample and the
results remain consistent with those derived from subsamples. In sum, we conclude that
differences in audit fee charges may attribute to revenue premiums for specialist Big 4 that
supports our third hypothesis (H3), providing additional evidence to sustain auditor brand
name reputation premium and industry specialist effects. The findings extend the literature.

This study contributes some findings and significance. Firstly, the most important
significance in the study, different from prior researches in which audit fees are paid by the
client, we collect the unique data that audit fees are paid by the MOE. We can examine
whether the effects of dependent variables on audit fees are different from prior studies.
Secondly, prior studies give evidence to support the agency theory, while we didn’t find any
research focused on real audit fees of NPOs applied the agency theory in Taiwan. Applying
real audit fees, our results show that the agency theory is tenable for NPOs, especialy the
private universities and colleges. Thirdly, we propose some determinants of audit fees about
the private universities and colleges. Finaly, revenue premiums exist not only in profit
organizations but also in NPOs.

Our study has several limitations. Nine, ten, and fourteen schools between the academic year
1998 and 2000 were audited by appointed CPAs, accounting for 10% of the whole. Due to
limited research data, we were unable to compare audit fee differences between academic
years 1998-2000 and 2001-2003. Furthermore, we were unable to collect audit fees from
academic year 2004 and onward. Thus, this study cannot explore the effects of different
auditor selectors, the MOE or private universities or colleges, on audit fees.

Notes

1. The three biggest organizations are profit organizations, non-profit organizations and
government organi zations.
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2. Universities and colleges include universities, colleges, and institutes of technology in
this study, unless otherwise stated.

3. Academic years of schools are different from those of firms. For example, academic year
1992 started from August 1, 1992 and went to July 31, 1993.

4. According to Article 33 of the Private School Law, “The positions of chairman, director,
and consultant shall al be non-paid, provided that stipends may be paid for meeting
attendance and transportation.” Under the Administrative Rules Governing Special Audit at
the Private Junior College and Higher Levels, the MOE specifies that the engaged auditors
must pay attention to examining Board's expenditures.

5. According to Article 33 of the Private School Law, “The positions of chairman, director,
and consultant shall al be non-paid, provided that stipends may be paid for meeting
attendance and transportation.” Under the Administrative Rules Governing Special Audit at
the Private Junior College and Higher Levels, the MOE specifies that the engaged auditors
must pay attention to examining Board's expenditures.
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