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SUMMARY

We examine whether Sarbanes-Oxley Act’s (SOX) prohibition of non-audit services (NAS) is effective in enhancing audit quality as measured by firms’ accrual behaviors. If NAS impair auditor independence and thus audit quality, the prohibition of NAS should restore audit quality for firms who previously purchased large amount of NAS. Empirical results show that discretionary accruals (DA) decreased after SOX and the decreased DA were more pronounced for firms with large prior purchases of NAS. This is consistent with our hypothesis that the prohibition of NAS is effective in enhancing audit quality. Further analyses reveal that, after the enactment of SOX, large purchasers had smaller income-increasing DA compared to small purchasers, while there was no difference in income-decreasing DA. We infer from these results that large NAS impaired auditor independence and the prohibition of NAS was effective in enhancing audit quality especially for large prior purchasers of NAS. 
Keywords: Sarbanes-Oxley Act; Non-Audit Service Fees; Discretionary Accruals; Audit quality
Data Availability: Data are publicly available from sources identified in the paper.

INTRODUCTION
The impact of non-audit services (NAS) on audit quality has been an issue of great concern to investors, regulators, and accounting professionals. Many believe that joint supply of audit services and NAS impairs auditor independence, one reason being increases in economic dependence on audit clients when auditors also provide NAS to the client. Recent accounting scandals that involved auditors who also provided NAS raised the level of this concern and led to the passage of Sarbanes-Oxley Act (SOX) in July 2002. The purpose of SOX is to improve the accuracy and reliability of corporate financial reports. 
One provision of the SOX banned certain types of NAS
 by an incumbent auditor. In restricting NAS performed by an incumbent auditor, Congress is of the opinion that these restrictions strengthen auditors’ independence and improve the quality of financial reporting. However, the validity of such a position is yet to be verified.   

The purpose of this study is to assess regulators’ argument that certain NAS impair auditor independence and the prohibition of such NAS should increase audit quality after enactment of SOX. However, since specific fee data for the prohibited NAS are not available, it is impossible to test directly whether the prohibition increases audit quality. 

Instead, we take an alternative approach. We expect that the impact of NAS on audit quality varies depending on the magnitude of NAS fees, rather than NAS type. Economic reasons are cited as a primary cause of impaired auditor independence from joint provision of audit and NAS to the same client. If this is true, it follows that large NAS fees, compared to small NAS fees, are more likely to compromise auditor independence. Therefore, if NAS impaired audit quality prior to SOX as claimed by regulators, and SOX was effective in its attempt to increase audit quality by prohibiting certain NAS, then firms purchasing significant amounts of NAS in the past should experience an increase in audit quality, while there should be little change in audit quality of firms who purchased small amounts of NAS.  

Using discretionary accruals (DA) as a proxy for audit quality, we find that, after implementation of SOX, financial reporting quality for firms purchasing large amounts of NAS prior to SOX was enhanced more than firms purchasing small amounts of NAS. Further analyses reveal that the incremental effect for large purchasers (greater decrease of DA) was due to decreased positive DA. Firms purchasing large NAS had smaller income-increasing DA after enactment of SOX compared to their counterparts. There was no difference in income-decreasing DA between the two groups. We infer from these results that the prohibition of NAS was effective in enhancing audit quality especially for firms with large NAS purchases prior to SOX. This conclusion remains unchanged when we conducted additional sensitivity analyses including using a different measure of NAS specification and allowing each industry to have its own intercept.

This study is among the first in providing evidence on whether SOX’s prohibition of NAS is effective as reflected by changes in audit client accrual behaviors. The result documents the effectiveness of the prohibition in enhancing audit quality/financial reporting quality. This result is of interest to regulators faced with concerns about possible effects of SOX on financial reporting quality. 
The remainder of this study comprises four sections. Section 2 reviews relevant literature. Section 3 discusses the research design, and Section 4 reports and discusses empirical results. The last section concludes the study, examines implications of this study, and points out opportunities for further studies.

LITERATURE REVIEW
NAS Effects on Audit Quality
Whether joint supply of NAS and audits impairs auditor independence (and thus audit quality) has been a concern of parties that regulate, use, or prepare financial statements including SEC, investors, and audit profession. An auditor is hired and paid by a company’s management, and thus there are suspicions that some auditors may be tempted to please the management and acquiesce to the management’s accounting choices. Providing NAS to the audit client only increases this temptation because of increased pecuniary payoffs. DeAngelo (1981) demonstrates, theoretically, that as the economic bond between an auditor and a client increases, so does the likelihood for the auditor to compromise auditor independence. Coffee (2004) also notes that NAS fees have a greater potential to compromise auditors’ independence than do audit fees. Client firms could tempt or punish auditors unobtrusively by awarding or withholding NAS contracts instead of drawing greater public attention by firing their auditors. 

This potential economic dependence has led investors and regulators to question the independence of auditors who also earn revenues by providing NAS to their audit clients, especially when the NAS fee is substantial or material. Many believe that providing NAS compromises auditor independence and results in low quality financial reporting.

Empirical studies, however, have been so far unable to find consistent results concerning effects of providing NAS to audit clients on audit quality. Frankel et al. (2002) find a positive association between non-audit fees and biased financial reporting, suggesting a negative impact of non-audit fees on audit quality. Using UK data, Firth (2002) find a significant positive association between NAS fees and incidence of clean audit reports, implying that auditors are more inclined to render a clean audit opinion for audit clients who also purchase NAS from the same auditor.
In contrast, a number of other studies (Ashbaugh et al. 2003; Chung and Kallapur 2003; DeFond et al. 2002) find no systematic evidence supporting the claim that auditors violate their independence as a result of providing NAS to audit clients. Furthermore, several studies that use discretionary accrual as the surrogate for financial reporting quality (e.g., Larcker and Richardson 2004; Antle et al. 2002) find positive impacts of NAS on the quality of financial reports. These researchers attribute the positive effect to “knowledge spillover” or economic efficiency from joint supply of audits and NAS. The contradictory findings make it difficult to assess effects of NAS on audit quality and render paltry guidance on the issue of whether or not audit firms should be allowed to provide NAS to audit clients. 
Sarbanes-Oxley Act (2002)

Following several high-profile accounting scandals
 that resulted in billions of dollars in losses by investors, President Bush signed the Public Accounting Reform and Investor Protection Act (the Sarbanes-Oxley Act) into law On July 30, 2002. The Sarbanes-Oxley Act (SOX), which is deemed to be the most significant change to U.S. securities law since 1934 (Koehn and Del Vecchio 2004), is intended to enhance quality of financial reporting through (1) higher standards for corporate governance; (2) executive certification of financial reports and internal controls; (3) creating an independent regulatory body for the auditing profession; and (4) establishing new civil and criminal remedies for violations of federal securities laws (Jain and Rezaee 2004).   

One provision of SOX prohibits audit firms from providing any information system services, internal audit, and “certain other services” to their audit clients. In adopting selective ban, regulators apparently presume that providing any level of the banned NAS compromises auditor independence while providing the allowed NAS, regardless of the amount, does little or no harm on auditor independence (Reynolds et al. 2004; SEC 2000). To illustrate, a small amount of information system service fees (a banned NAS) will compromise auditor independence, while a large amount of tax fees (an allowed NAS) will not. 
We believe that impacts of NAS on audit quality depend on the magnitude of NAS rather than the type. If the impairment of auditors’ independence is due to economic dependence, immaterial NAS are not likely to impair auditors’ independence or objectivity. It follows that the determining factor on the impacts of NAS on audit quality is the magnitude of NAS, not the type of NAS.  

If large NAS fees impaired audit quality and the prohibition enacted by the SOX was effective in raising audit quality, we should observe, after the SOX became effective, improvements in audit quality of firms with large prior NAS purchases to be greater than those of firms with small prior NAS purchases. We hypothesize that changes in audit quality after SOX differ between firms with large NAS purchases and firms with small NAS purchases.
If the evidence support the hypothesis that impacts of NAS on audit quality vary with the magnitude of NAS, either monetary amount or percentage limits on fees for NAS, rather than types of NAS, should be the basis for prohibition. 
Accounting Accruals and Audit Quality

Since the accrual component of earnings contains accounting estimates based on forecasts, accruals are more likely to be subject to manipulations than cash flows. Judgment allowed in determining accruals enables managers to manipulate earnings and the magnitude of accruals can be a useful measure of financial reporting quality. A large amount of discretionary accruals (DA) can be a signal of earnings management and low financial reporting quality. Many researchers have used DA to measure financial reporting quality (e.g., Frankel et al. 2002; Reynolds et al. 2004).

One important role of auditors is to reduce earnings management in reported net earnings and distortions in net assets by eliminating or reducing DA (Kinney and Martin 1994). High-quality audits should eliminate or mitigate earnings management and the resulting low DA reflect success of the auditor in restricting earnings management (Myers et al. 2003). Becker et al. (1998) also note that high quality audits deter management from exercising large accounting discretion and result in small DA. Hence, large DA can be a result of an ineffective audit (Reynolds et al. 2004) or be viewed to imply low audit quality resulting from impaired independence, ceteris paribus (Dopuch et al. 2003). Based on these notions, discretionary accruals have served as a proxy for the unobservable audit quality in the literature. Using magnitude of DA estimated using the modified Jones Model as a proxy of audit quality, we develop the following hypothesis, stated in alternative form:

Hypothesis: After implementation of SOX, decreases in discretionary accruals of firms with large NAS purchases before SOX are greater than those of firms with small NAS purchases. 

RESEARCH DESIGN
Sample Selection

The initial sample includes all firms listed in the NYSE, NASDAQ, or AMEX that disclosed fees paid to auditors in their 2002 proxy statements filed for the 2001 fiscal year
. Financial institutions (SIC codes between 6000 and 6999) are excluded because of the unique procedure required to estimate DA for these firms (Frankel et al. 2002). The sample is further reduced due to lack of Compustat data necessary for multivariate regressions for both fiscal years 2001 and 2003. The sample period consists of the two years immediately surrounding SOX’s passage. We refer to fiscal year 2001 as the pre-SOX period and fiscal year 2003 as the post-SOX period. Since 2002 is the year when SOX was enacted, it is eliminated from analyses to avoid confounding effects that the enactment of the new regulation may have. Requiring two year data reduces our sample to 2,746 firms in each year. 

The sample firms are partitioned into deciles by total assets to categorize firms by size. The purpose of this procedure is to control differences in client size when examining NAS fee ratio
. Each of the deciles is further partitioned into three equal-sized groups based on NAS fee ratio (nonaudit fees divided by total auditor fees) in 2001: small, medium, and large NAS purchasers. These procedures assign each firm to a group of firms similar in both size and NAS fee ratio. 

To allow for a clear comparison of effects of NAS prohibition on audit quality this study excludes medium NAS purchasers and includes only large and small NAS purchasers in the analyses. This procedure reduces the final sample to 1,828 firms for each of the two years.    
The SEC rule (SEC 2000) required firms to disclose in proxy statements, separately, fees paid to auditors for 1) audit, 2) financial information system design and implementation services (FISDI), and 3) all other services
. This study defines NAS to include both FISDI and all other services, as done in prior studies. Using this definition, an auditor renders NAS if the auditor receives payment from the client for any service other than audit. Fee data are obtained from SEC’s EDGAR database. Other financial data are collected from Compustat.  

Model for Testing Effects of Prohibiting NAS

Accruals are non-cash components of a firm’s reported income and accounts for the difference between net income and cash flows. Discretionary (abnormal) accruals represent the unexpected portion of accruals and are estimated based on reported financial data. Researchers have used several different methods to estimate DA (Dechow et al. 1995). This study uses the cross-sectional modified Jones model to partition accruals into discretionary and non-discretionary accruals. 

The modified Jones model requires firms grouped by industry. To improve precision in estimating DA, this study excludes industries with fewer than ten observations. Assuming homogeneity across firms in the same industry
, all firms in the same industry use the same coefficients estimated for the industry.
The modified Jones model requires regressing total accruals on variables that are expected to vary with normal accruals, which include changes in revenues and accounts receivable and capital intensity. We use the following modified Jones model: 

ACCRUAL = a0 1/ASSET + a1 (∆ SALES - ∆ AR) / ASSET + a2 PPE/ASSET + e                        (1)

where:

ACCRUAL
= 
total accruals deflated by total assets at the beginning of the year.                            Accruals are defined as the difference between earnings before                            extraordinary items and discontinued operations (DATA #123) and cash                             from operations (DATA #308);

ASSET
= 
total assets at the beginning of the year (DATA #6);

SALES
= 
sales (DATA #12);

AR
= 
accounts receivable (DATA #302); and

PPE
= 
property, plant, and equipment (DATA #7).

DA is the difference between a firm’s total accruals and its normal accrual (non-discretionary accruals): 
DA = ACCRUAL – (â01/ASSET + â1(∆SALES - ∆AR)/ASSET + â2(PPE/ASSET))                       (2)

Prior studies have used either directional or absolute DA measures to detect earning management. There is little consensus, however, on which of the two is a better measure of earning management (Larcker and Richardson 2004). If the concern is the effect of NAS on income-increasing earnings managements, directional (signed) DA is a better measure because it renders information on the direction of earnings management. However, if the concern is on magnitude of earnings management, absolute DA is a more appropriate measure. Considering both direction and magnitude of earnings managements to be important, this study uses both absolute DA and directional DA as dependent variables in the following regression model:

DA (ABSDA) = a0 + a1 NAS + a2 ACT + a3 NAS_ACT + a4 LOGTA + a5 OCF + a6 ABSOCF + a7 ROAt-1 + a8 ACCRUAL + a9 ABSACCRUAL + a10 AUDCODE + a11MKT/BOOK + 
            a12 CHGTA + a13 ACQUISION + a14 ISSUE + a15 LEVERAGE + a16 LOSS + a17 CHGNI + a18 LITRISK + ε    
            (3)                                                        

where:

DA

= discretionary accruals;

ABSDA
= absolute values of DA;

NAS 

= 1 for large NAS purchasers, 0 for small NAS purchasers;

ACT

= 1 if the fiscal year ends after the SOX, 0 otherwise;

NAS_ACT
= interaction between NAS and ACT;

LOGTA
= log of total assets (DATA #6);

OCF

= operating cash flows (DATA #308) ÷ beginning TA (DATA #6);

ABSOCF
= absolute values of OCF;

ROA t – 1
= net income in year t – 1 (DATA #172) ÷ TA in year t – 2 (DATA #6);

ACCRUAL
= total accruals ÷ beginning TA (DATA #6);

ABSACCRUAL= absolute values of ACCRUAL;

AUDCODE     = 1 if audited by a Big 5 auditing firm, 0 otherwise (DATA #149);

MKT/BOOK
= market to book, a proxy of growth (DATA #199 * #25 / #60); 

CHGTA
= change in total assets (∆ DATA #6);


ACQUISION
= 1 if a firm acquires another firm during the year (if DATA #129 > 0), 

                            0 otherwise;

ISSUE

= 1 if the number of shares outstanding, adjusted for splits and dividends, 

                            increases (∆ DATA #25) by more than 10 percent over the previous 

                            year, 0 otherwise;

LEVERAGE
= ratio of total liabilities to total assets ((DATA #6 - #60) / #6);     

LOSS

= 1 if a firm reported a loss (DATA #172), 0 otherwise;

CHGNI
= the percentage change in net income from the previous to the current 

                            Year (∆ DATA #172); 
LITRISK
= 1 if the firm operates in a high-litigation industry, 0 otherwise.  

                           High-litigation industries are industries with SIC codes of 2833-2836, 

                           3570-3577, 3600-3674, 5200-5961, and 7370-7374.

Based on the results of prior research, we control several variables that may affect accounting accruals. These variables include size (Chung and Kallapur 2003), financial health and performance (Dechow et al. 1995; Frankel et al. 2002), auditor type (Becker et al. 1998; Francis et al. 1999), growth (Reynolds et al. 2004), acquisitions and new issues (Chung and Kallapur 2003), leverage (DeFond and Jiambalvo 1994), and compensation plan (Lee and Mande 2003). 
Following Chung and Kallapur (2003), we measure a firm size by the log of total assets (LOGTA). Prior studies show several measures of financial health such as past ROA, current OCF, and current ABSOCF to be determinants of discretionary accruals (Dechow et al. 1995). This study includes these measures as control variables. Cash flows from operations (OCF) are expected to vary inversely with DA (Chung and Kallapur 2003). Following Frankel et al. (2002), this study includes two more financial performance measures, ACCRUAL and ABSACCRUAL, to address the issue that discretionary accrual models do not completely extract nondiscretionary accruals that are correlated with firm performance. We expect total accruals to associate positively with DA. AUDCODE represents auditor type (Big 5 or Non Big 5). Prior studies (Becker et al. 1998; Francis et al. 1999) suggest that Big 5 (currently Big 4) auditors are more likely to restrict managers’ opportunistic behaviors. 

This study includes two growth measures as control variables: potential and experienced growth. Market multiple (MKT/BOOK), market value divided by book value, indicates growth potentials. Firms with high growth potentials (high MKT/BOOK) are more likely to meet earnings benchmarks, implying positive relationship between MKT/BOOK and DA (Chung and Kallapur 2003). Changes in total assets (CHGTA), the difference between year-end and beginning total assets, measure experienced growth (Reynolds et al. 2004). 

Chung and Kallapur (2003) suggest that changes in equity through acquisitions of firms or issuances of stocks increase NAS and abnormal accruals. Since these changes are not reflections of changes in audit quality, this study controls these two variables, represented by ACQUISION and ISSUE, respectively. We also include a variable, LEVERAGE, to control leverage effects on discretionary accruals. High leverage firms are more likely than low leverage firms to violate debt covenants (DeFond and Jiambalvo 1994). To avoid debt covenant violations, managers of highly leveraged firms may make income-increasing discretionary accruals. Therefore, we expect high leverages to associate positively with discretionary accruals.
Burgstahler and Dichev (1997) note that managers of firms experiencing losses often use discretionary accruals opportunistically to meet or beat market expectations and increase discretionary accruals. This study includes a dummy variable, LOSS, to identify firms that suffered losses. 

To address the issue that managers may manipulate earnings to maximize their compensations (Lee and Mande 2003), this study includes percentage changes in net income from the year before (CHGNI) as a measure of earnings growth to control for management’s incentives to manipulate earnings. This is based on DeFond and Jiambalvo (1993) which document that management compensation correlates positively with earnings growth. 

Prior studies (e.g., Frankel et al. 2002) suggest that firms in industries with high litigation risk have high discretionary accruals. This study includes a variable (LITRISK) to identify firms in such industries. 

As discussed earlier, we classify all sample firms into small, medium, and large groups based on the ratio of NAS to total auditor fees in 2001. This study compares changes in DA and ABSDA after SOX to test whether the prohibition of NAS has different impacts on audit quality between large and small NAS purchasers. 
The test uses two years of data with an indicator variable, ACT, and an interaction term (NAS_ACT). The variable, ACT, distinguishes pre-SOX from post-SOX and its coefficient measures impacts of SOX on DA. The variable of interest for the test is NAS_ACT, which measures incremental impacts of the large over the small NAS purchasers on changes in audit quality after SOX. A negative coefficient of NAS_ACT supports the hypothesis.   

EMPIRICAL RESULTS
Descriptive Statistics 


TABLE 1 presents means, medians, and standard deviations of variables. The mean DA, 
-0.3132, indicates that, on average, discretionary accruals are income decreasing. The mean value of ABSDA, 0.7401, is much larger than those reported in other studies. For example, Larcker and Richardson (2004) report 0.08 with a pooled sample of fiscal years 2000 and 2001 data and Reynolds et al. (2004) report 0.1094 with fiscal year 2000 data. The higher mean value of ABSDA suggests that the sample firms in this study, on average, exercise greater discretion in determining accruals than firms in the two studies cited above. Also, the table shows that Big 5 audited 88.59% of the sample firms (AUDCODE), 33.59 % of the sample firms acquired additional units (ACQUISION), 18.93% issued new stocks (ISSUE), 40.86% suffered net loss (LOSS), and 37.09 % operated in a high-litigation industry during the sample period (LITRISK).

(Insert TABLE 1 Here)
Univariate Results


If the prohibited NAS had negative effects on audit quality as claimed by regulators, the prohibition of these NAS should restore audit quality. TABLE 2 reports univariate test results on the changes in DA and ABSDA, our proxies of audit quality, after SOX. 

Panel A reports changes in DA and ABSDA for large NAS purchasers after SOX. Both proxies, DA and ABSDA, changed significantly in both t-test and Wicoxon test. The changes in the two measures of audit quality, however, are in opposite directions. DA decreased after SOX, implying audit quality increased, while ABSDA increased, suggesting decreased audit quality.   


Panel B presents changes in DA and ABSDA after SOX for small NAS purchasers. Similar to the results for large NAS purchasers reported in Panel A, DA decreased and ABSDA increased. Changes in DA are not significant in Wilcoxon test, but significant in t-test, while changes in ABSDA are significant in both tests.


Taken together, these univariate statistics suggest that DA decreased and ABSDA increased significantly for both the small and large NAS purchasers prior to SOX
. Decreased DA suggest that audit quality increased after SOX. Increased ABSDA generally imply decreased audit quality. However, increased ABSDA may also result from increased magnitude of negative DA, which makes the reported earnings more conservative
. A more conservative financial reporting means enhanced audit quality. We explore this issue further in multivariate analyses. 
(Insert TABLE 2 Here)
Multivariate Results

TABLE 3 presents the multivariate regression results for both DA and ABSDA. Model 1 investigates overall effects of SOX on audit quality with an indicative variable of ACT as the test variable. Model 2 represents the full model to test the hypothesis. All regressions are statistically significant at p<0.001. The signs of regression coefficients for the control variables are generally as expected
. 
Model 1 with DA as the dependent variable shows a negative coefficient of ACT (p<0.001), implying that financial reporting quality increased after implementation of SOX. It appears that SOX increased overall audit quality as measured by discretionary accruals. 
Model 2 investigates the difference in changes in audit quality between small and large NAS purchasers. The coefficient of NAS_ACT is the variable of interest, which measures incremental effects in audit quality changes of the large purchasers over the small purchasers. The coefficient of the test variable in Model 2, when measured by DA, is negative and significant (p< 0.01). This finding is consistent with the hypothesis that the impacts of SOX on audit quality vary, depending upon the amount of prior NAS purchases. Prohibition of NAS increases audit quality more for firms that purchased large NAS prior to SOX than those with small prior purchases.  


Contrary to the results in DA analyses, the regressions with ABSDA as the dependent variable yield different results. The coefficient of ACT in Model 1 with ABSDA is significant but positive. Overall audit quality measured by ABSDA seems to deteriorate after implementation of SOX. 
Furthermore, as shown in the last two columns of Table 3, the test variable, NAS_ACT, in the full model with ABSDA is not significant, suggesting no difference between small and large purchasers. We explore further this discrepancy between DA and ABSDA analyses by analyzing income-increasing and income-decreasing DA separately.

(Insert TABLE 3 Here)
TABLE 4 presents the results of multivariate regressions on changes of directional discretionary accruals from two different models. Model 3 investigates the overall effects and Model 4 is the full Model. The left half of each model shows results of the regressions using income-increasing (positive) DA and the right half presents results of the regressions using income-decreasing (negative) DA. 
The coefficients of the variable ACT in the regression results of model 3 are significant for both positive and negative DA. Their directions differ, however. After SOX positive DA increased while negative DA decreased. Furthermore, the magnitude of the coefficient for the negative DA (-1.2284) is greater than that of the positive DA (0.1192), resulting in a net negative DA. This result helps explain the contradictory result of the decreased DA while ABSDA increased as documented in TABLE 3. Since the increase in ABSDA is due to the greater amount of negative DA after SOX, audit quality measured by abnormal accruals (both DA and ABSDA) became more conservative (increased audit quality) after enactment of SOX. Butler et al. (2004) points out that when absolute abnormal accruals are dominated by one side of the distribution, negative DA in this study, inferences likely differ from the case in which absolute abnormal accruals are symmetric. 

The test variable in Model 4, NAS_ACT, is negative and significant at p< 0.10 in the income-increasing DA, while the variable in the income-decreasing DA is not significant. This suggests that there is a difference between the small and large NAS purchasers in income-increasing DA, but not in income-decreasing DA and the difference in DA changes between the two groups comes from the decreased income increasing DA of the large NAS purchasers.  
(Insert TABLE 4 Here)

In summary, the empirical results show that DA decreased (implying enhanced audit quality) after SOX. The enhanced audit quality was greater for firms purchasing large NAS prior to SOX as hypothesized. In addition, the difference between the small and large NAS purchasers was due to the small amount of positive DA of large NAS purchasers.  
Sensitivity Tests
This study uses fee ratios (non-audit fees to total auditor fees) to gauge the likely effect of NAS on auditor independence, which is consistent with the SEC’s position. The SEC states that when nonaudit fees become large relative to audit fees, auditor independence may be at risk (SEC 2000, Section III. c. 5). Academic researchers also use this measure. Frankel et al. (2002), for example, document that firms with high fee-ratios are of greater financial importance to their auditors, and have significantly higher DA than do firms with low fee-ratios.  

However, fee ratios may not indicate fully the importance of a client to the auditor and relying on the ratio alone may misrepresent the client’s importance. A small client could have a large ratio but be of little importance to its auditor because the total fees paid are relatively insignificant to the audit firm (Dee et al. 2002). In addition, variation in the ratio is driven by the levels of both nonaudit and audit fees (Frankel et al. 2002). To address this issue, this study also uses an alternative measure of client importance, magnitude of NAS fees, and rerun the analyses. This measure is unaffected by audit fees, and reflects the size of fee payments to the auditor (measuring client importance). Results (not reported) remain unchanged.  

We also conducted two additional sensitive tests. We incorporate industry dummy variables (as defined in Frankel et al. 2002), allowing each industry to have its own intercept. The regression with these industry dummies shows similar results. In addition, winsorizing observations with values below 1st percentile or above 99th percentile fails to yield different results. These sensitivity analyses reinforce our findings.  
CONCLUSION
This study tests whether SOX’s prohibition of NAS improves audit quality as reflected by financial reporting quality. The tests consider differences in the amount of NAS that purchased prior to SOX based on the notion that only large amount of NAS compromises auditor independence. With SOX banning certain NAS, improved audit quality, if any, should be more pronounced for firms with large NAS purchases. 

Empirical results support our expectation on the impacts of SOX’s prohibition on audit quality - the effect on audit quality depends on the magnitude of prior purchases of NAS. After the prohibition of NAS, decreases in DA (enhanced audit quality) are greater for firms with large NAS prior to SOX compared to firms with small prior NAS purchases from the incumbent auditor, suggesting that large NAS impaired auditor quality and the prohibition of NAS was effective in enhancing audit quality.  

This study improves our understanding and extends the literature on the effects of NAS on audit quality. The result implies that the impact of NAS varies with the magnitude of NAS. This finding supports the argument favoring monetary or percentage limits on audit firm fees, as opposed to outright bans on certain or all NAS.     

Results documented in this study are based on indirect proxies of audit quality and limited test years. This study uses an observable indicator of earnings management (discretionary accruals) in gauging audit quality. It is possible that DA is not a reliable measure of audit quality since auditors may play a role in determining DA magnitude. Furthermore, the precise procedure for extracting DA from total accruals is yet to be known. Kinney and Libby (2002) point out that the measurement of DA may incorrectly categorizes firms engaging in transactions that take a long time to complete or that involve complex judgments and estimates as firms with low quality earnings.  
This study uses only a single year each representing pre- and post- SOX. These years may be idiosyncratic with respect to the measured relations. Especially, the fiscal year 2001 is characterized by several major publicized accounting scandals. The results may not be generalizable to other periods. Extending test periods can be a potential research opportunity. While some caveats are still required, the results documented in this study provide consistent implication for impact of NAS on audit quality as evidenced by accrual behaviors.
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	TABLE 1

Descriptive Statistics

N = 3,656


           
[image: image1.emf]Variables Mean Median St. Dev.

DA -0.3132 -0.0076 2.0248

ABSDA 0.7401 0.1272 1.9105

OCF 0.0480 0.0751 0.2138

ABSOCF 0.1458 0.1059 0.1635

MKT/BOOK 2.4213 2.0033 49.3384

LOGTA 5.6781 5.5310 1.9923

ROA -0.1296 0.0234 1.0981

ACCRUAL -0.0919 -0.0690 0.1684

ABSACCRUAL 0.1139 0.0750 0.1544

AUDCODE 0.8859 1.0000 0.3179

CHGTA 150.3364 3.7980 1706.8000

ACQUISION 0.3359 0 0.4724

ISSUE 0.1893 0 0.3918

LEVERAGE 0.4906 0.4690 0.3332

LOSS 0.4086 0 0.4917

CHGNI -0.6604 -0.1706 22.0275

LITRISK 0.3709 0 0.4831


DA

= estimated discretionary accruals;

ABSDA

= absolute value of DA;

OCF

= operating cash flows (DATA #308) ÷ beginning TA (DATA #6);

ABSOCF
= absolute value of OCF;

MKT/BOOK
= market to book, a proxy of growth (DATA #199 * #25 / #60); 

LOGTA

= log values of total assets (DATA #6);

ROA

= net income in year – 1 (DATA #172) ÷ TA in year – 2 (DATA #6);

ACCRUAL
= total accruals ÷ TA in year – 1 (DATA #6);

ABSACCRUAL
= absolute value of ACCRUAL;

AUDCODE 
= 1 if a firm is audited by a Big 5 auditing firm, 

                                0 otherwise (DATA #149);

CHGTA

= change in total assets (∆ DATA #6);


ACQUISION
= 1 if a firm acquires another firm during the year (if DATA #129 > 0), 

                                and 0 otherwise;

ISSUE

= 1 if the number of shares outstanding, adjusted for splits and dividends, 

                                increases (∆ DATA #25) by more than 10 percent over the previous 

                                year, and 0 otherwise;

LEVERAGE
= ratio of total liabilities to total assets ((DATA #6 - #60) / #6);     

LOSS

= 1 if a firm reported a loss (DATA #172), 0 otherwise;

CHGNI

= the percentage change in net income from the previous to the current 

                                Year (∆ DATA #172);

LITRISK

= 1 if the firm operates in a high-litigation industry, and 0 otherwise.  

                                High-litigation industries are industries with SIC codes of 2833-2836, 

                                3570-3577, 3600-3674, 5200-5961, and 7370-7374.
	


	TABLE 2
Changes of Discretionary Accruals Before and After SOX 


                       
[image: image2.emf]Panel A: Before SOX vs. After SOX for Large NAS Purchasers 

Variables Before SOX After SOX t-value Wilcoxon

N Mean Median Std. N Mean Median Std. Z-value

DA 910        -0.0228 -0.0204 0.8977 910        -0.8046 -0.0195 2.7984 8.02

***

-2.12

**

ABSDA 910        0.4649 0.2420 0.7681 910        1.1806 0.1077 2.6615 -7.79

***

-3.48

***

Panel B: Before SOX vs. After SOX for Small NAS Purchasers 

Variables Before SOX After SOX t-value Wilcoxon

N Mean Median Std. N Mean Median Std. Z-value

DA 918        0.0242 0.0004 0.6742 918        -0.4514 -0.0012 2.6207 5.33

***

-0.88

ABSDA 918        0.3452 0.1255 0.5796 918        0.9713 0.0798 2.4754 -7.46

***

-2.70

***

 t- and Z-values are based on two-tailed tests. *, **, and *** indicate significance at the 10%, 5%, and 1% level, respectively.

Variable definitions:

DA: discretionary accruals

ABSDA: absolute value of discretionary accruals


	


	TABLE 3
Multivariate Models on Changes of Discretionary Accruals  
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Estimated 

p-value

Estimated 

p-value

Estimated 

p-value

Estimated 

p-value

Coefficients Coefficients Coefficients Coefficients

INTERCEPT 0.607 <.0001 0.5435 0.0004 0.1959 0.166 0.2091 0.1494

Test Variable

ACT -0.6982 <.0001 0.7268 <.0001

NAS_ACT -0.3475 0.0072 0.1348 0.2677

Control Variables:

NAS 0.0986 0.2877 0.0099 0.9088

ACT -0.5252 <.0001 0.6589 <.0001

OCF -0.7588 0.0001 -0.7468 0.0002 1.06 <.0001 1.0542 <.0001

ABSOCF -0.2850 0.2234 -0.2678 0.2526 0.7233 0.001 0.7102 0.0013

MKT/BOOK -0.0002 0.7598 -0.0002 0.7224 0.0003 0.6181 0.0003 0.6091

LOGTA 0.0892 <.0001 0.0892 <.0001 -0.1392 <.0001 -0.1394 <.0001

ROA

t-1

-0.0085 0.7856 -0.0082 0.7916 -0.0093 0.7494 -0.0094 0.7474

ACCRUAL 0.7119 0.0086 0.7125 0.0085 -0.1313 0.6057 -0.1295 0.6108

ABSACCRUAL -0.3546 0.2555 -0.3779 0.2254 0.4101 0.1617 0.4158 0.1562

AUDCODE -0.3404 0.002 -0.3297 0.0028 0.1191 0.25 0.1085 0.2959

CHGTA 0.0000 0.7807 0.0000 0.7289 0.0000 0.6877 0.0000 0.7201

ACQUISION -0.3459 <.0001 -0.3438 <.0001 0.3677 <.0001 0.3632 <.0001

ISSUE 0.0147 0.8659 0.0045 0.9591 0.1326 0.1046 0.1321 0.1077

LEVERAGE -0.3715 0.0003 -0.3752 0.0002 0.5332 <.0001 0.5389 <.0001

LOSS -0.0763 0.3636 -0.0642 0.445 0.1209 0.1255 0.1125 0.1547

CHGNI 0.0015 0.3188 0.0016 0.2673 -0.0015 0.2687 -0.0016 0.2473

LITRISK -0.7173 <.0001 -0.7088 <.0001 0.5037 <.0001 0.4959 <.0001

Adjusted R2 0.0775 0.0791 0.0848 0.085

N  3,656 3,656 3,656 3,656

DA (Model 1) DA (Model 2) ABSDA (Model 1) ABSDA (Model 2)


         The p-values are based on two-tailed tests.                                                                                                                    (Continued on next page)

	TABLE 3 (Continued)  


MODEL1: DA (ABSDA) = a0 + a1 ACT + a2 OCF + a3 ABSOCF + a4 MKT/BOOK + a5 LOGTA + a6 ROAt-1 + a7 ACCRUAL + 
a8 ABSACCRUAL + a9 AUDCODE + + a10 CHGTA + a11 ACQUISION + a12 ISSUE + a13 LEVERAGE +a14 LOSS + a15 CHGNI + 
a16 LITRISK + ε

MODEL2: DA (ABSDA) = a0 + a1 NAS + a2 ACT + a3 NAS_ACT +a4 OCF + a5 ABSOCF + a6 MKT/BOOK + a7 LOGTA + 

a8 ROAt-1 + a9 ACCRUAL + a10 ABSACCRUAL + a11 AUDCODE + + a12 CHGTA + a13 ACQUISION + a14 ISSUE + 

a15 LEVERAGE + a16 LOSS + a17 CHGNI + a18 LITRISK + ε
Variable Definitions
DA

= estimated discretionary accruals;

ABSDA

= absolute value of discretionary accruals;

NAS

= 1 for large NAS purchasers and 0 otherwise;

ACT
= 1 for the fiscal year ended one year after SOX and 0 for the fiscal year ended before SOX ;  

NAS_ACT
= an interaction variable between NAS and ACT;

OCF

= operating cash flows (DATA #308) ÷ beginning TA (DATA #6);

ABSOCF
= absolute value of OCF;

MKT/BOOK
= market to book, a proxy of growth (DATA #199 * #25 / #60); 

LOGTA

= log values of total assets (DATA #6);

ROAt-1

= net income in year – 1 (DATA #172) ÷ TA in year – 2 (DATA #6);

ACCRUAL
= total accruals ÷ TA in year – 1 (DATA #6);

ABSACCRUAL
= absolute value of ACCRUAL;

AUDCODE 
= 1 if a firm is audited by a Big 5 auditing firm, 0 otherwise (DATA #149);

CHGTA

= change in total assets (∆ DATA #6);


ACQUISION
= 1 if a firm acquires another firm during the year (if DATA #129 > 0), and 0 otherwise;

ISSUE

= 1 if the number of shares outstanding, adjusted for splits and dividends, increases (∆ DATA #25) by more than 10 percent over the previous 
                                year, and 0 otherwise;

LEVERAGE
= ratio of total liabilities to total assets ((DATA #6 - #60) / #6);     

LOSS

= 1 if a firm reported a loss (DATA #172), 0 otherwise;

CHGNI

= the percentage change in net income from the previous to the current year (∆ DATA #172);

LITRISK

= 1 if the firm operates in a high-litigation industry, and 0 otherwise. High-litigation industries are industries with SIC codes of 2833-2836, 

                                3570-3577, 3600-3674, 5200-5961, and 7370-7374.
	  

	TABLE 4

Multivariate Models on Changes of Directional Discretionary Accruals   
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Estimated 

p-value

Estimated 

p-value

Estimated 

p-value

Estimated 

p-value

Coefficients Coefficients Coefficients Coefficients

INTERCEPT 0.6064 <.0001 0.5608 <.0001 0.2326 0.3545 0.1726 0.5015

Test Variable

ACT 0.1192 0.0180 -1.2284 <.0001

NAS_ACT -0.1857 0.0597 -0.3340 0.1033

Control Variables:

NAS 0.1057 0.1301 0.0891 0.5484

ACT 0.2067 0.0026 -1.0544 <.0001

OCF 0.6134 0.0001 0.6126 0.0001 -1.5563 <.0001 -1.5434 <.0001

ABSOCF 0.6169 0.0010 0.6247 0.0009 -0.8524 0.0233 -0.8564 0.0227

MKT/BOOK 0.0002 0.6980 0.0002 0.7151 0.0003 0.8208 0.0003 0.8320

LOGTA -0.0508 0.0013 -0.0509 0.0012 0.1892 <.0001 0.1891 <.0001

ROA

t-1

-0.0349 0.3897 -0.0368 0.3647 0.0088 0.8226 0.0090 0.8172

ACCRUAL -0.3522 0.0606 -0.3467 0.0647 -3.3568 0.0001 -3.3649 <.0001

ABSACCRUAL 0.1099 0.6631 0.0920 0.7154 -3.5753 <.0001 -3.6033 <.0001

AUDCODE -0.2126 0.0107 -0.2154 0.0100 -0.3678 0.0368 -0.3562 0.0435

CHGTA 0.0000 0.5806 0.0000 0.5520 0.0000 0.7610 0.0000 0.7760

ACQUISION 0.0642 0.2463 0.0610 0.2708 -0.5093 <.0001 -0.5064 <.0001

ISSUE 0.1240 0.0629 0.1113 0.0973 -0.1920 0.1611 -0.1982 0.1496

LEVERAGE 0.1936 0.0335 0.1972 0.0310 -0.7770 <.0001 -0.7774 <.0001

LOSS 0.1331 0.0423 0.1345 0.0408 -0.1034 0.4446 -0.0942 0.4865

CHGNI -0.0014 0.6346 -0.0013 0.6544 0.0014 0.4109 0.0016 0.3596

LITRISK -0.1978 0.0003 -0.1967 0.0003 -1.0310 <.0001 -1.0220 <.0001

Adjusted R2 0.0390 0.0399 0.1480 0.1490

N  1733 1733 1923 1923

INC_DA (Model 3) INC_DA (Model 4) DEC_DA (Model 3) DEC_DA (Model 4)


                                The p-value is based on a two-tailed test.                                                                                (Continued on next page)

	TABLE 4 (Continued)  


MODEL3: INC_DA (DEC_DA) = a0 + a1 ACT + a2 OCF + a3 ABSOCF + a4 MKT/BOOK + a5 LOGTA + a6 ROAt-1 + a7 ACCRUAL + 

a8 ABSACCRUAL + a9 AUDCODE + + a10 CHGTA + a11 ACQUISION + a12 ISSUE + a13 LEVERAGE +a14 LOSS + a15 CHGNI + 

a16 LITRISK + ε

MODEL4: INC_DA (DEC_DA) = a0 + a1 NAS + a2 ACT + a3 NAS_ACT +a4 OCF + a5 ABSOCF + a6 MKT/BOOK + a7 LOGTA + 

a8 ROAt-1 + a9 ACCRUAL + a10 ABSACCRUAL + a11 AUDCODE + + a12 CHGTA + a13 ACQUISION + a14 ISSUE + 

a15 LEVERAGE + a16 LOSS + a17 CHGNI + a18 LITRISK + ε

Variable Definitions

INC_DA

= positive discretionary accruals;

DEC_DA
= negative discretionary accruals;

NAS

= 1 for large NAS purchasers and 0 otherwise;

ACT
= 1 for the fiscal year ended one year after SOX and 0 for the fiscal year ended before SOX ;  

NAS_ACT
= an interaction variable between NAS and ACT;

OCF

= operating cash flows (DATA #308) ÷ beginning TA (DATA #6);

ABSOCF
= absolute value of OCF;

MKT/BOOK
= market to book, a proxy of growth (DATA #199 * #25 / #60); 

LOGTA

= log values of total assets (DATA #6);

ROAt-1

= net income in year – 1 (DATA #172) ÷ TA in year – 2 (DATA #6);

ACCRUAL
= total accruals ÷ TA in year – 1 (DATA #6);

ABSACCRUAL
= absolute value of ACCRUAL;

AUDCODE 
= 1 if a firm is audited by a Big 5 auditing firm, 0 otherwise (DATA #149);

CHGTA

= change in total assets (∆ DATA #6);


ACQUISION
= 1 if a firm acquires another firm during the year (if DATA #129 > 0), and 0 otherwise;

ISSUE

= 1 if the number of shares outstanding, adjusted for splits and dividends, increases (∆ DATA #25) by more than 10 percent over the previous 

                                year, and 0 otherwise;

LEVERAGE
= ratio of total liabilities to total assets ((DATA #6 - #60) / #6);     

LOSS

= 1 if a firm reported a loss (DATA #172), 0 otherwise;

CHGNI

= the percentage change in net income from the previous to the current year (∆ DATA #172);

LITRISK

= 1 if the firm operates in a high-litigation industry, and 0 otherwise. High-litigation industries are industries with SIC codes of 2833-2836, 

                                3570-3577, 3600-3674, 5200-5961, and 7370-7374.

	  


� The banned NAS include: internal audit, bookkeeping, or other services related to the accounting records or financial statements of the audit client,; financial information systems design and implementation,; appraisal or valuation services,; actuarial services, management functions, or human resources,; broker or dealer, investment advisor, or investment banking services,; and legal and expert services unrelated to the audit (Abbott et al. 2003).


� Examples include Enron, Global Crossing, Tyco, Adelphia, and WorldCom (Forbes 2002).


� Following the Compustat’s definition, this includes all firms with accounting period ended June 1, 2001 through May 31, 2002. 


� Consider two firms having the same NAS fee ratio but different in their sizes: audit and NAS fees are $100,000 and $100,000 for firm A, and $1,000,000 and $1,000,000 for the firms B.  These two firms are not comparable.  Since reasonable comparisons need to be within relevant range, this study focuses on comparisons between firms with similar size.  


� The SEC expanded the existing disclosure rule in 2003 (SEC 2003).  The new disclosure rule, which is effective as of May 6, 2003, adds disclosure of two categories (tax fees and audit related fees), while eliminating one category (financial information systems design and implementation).  The expansion increases the required categories from three to four: 1) audit fees; 2) audit-related fees; 3) tax fees; and 4) all other fees. 


� A time series approach is an alternative to this cross-sectional approach.  The time series approach assumes temporal stationarity of parameter estimates. Since the time series approach requires data over a long time period and often results in a much reduced sample size, this study adopts cross-sectional approach instead. Subramanyam (1996) finds that the cross-sectional Jones models are generally better specified than their time-series counterparts.


� After winsorizing outliers, this result remains unchanged.


� More conservative earnings mean here lower earnings.


� Because there may be a mechanical association between DA (ABSDA) and ACCRUAL (ABSACCRUAL), we run additional regression without ACCRUAL (ABSACCRUAL). The results remain unchanged. 
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T1_AllFirm

		

				Procedures				Firm-Years				Firm

				Group 1: Firms listed on both IBES and COMPUSTAT				14,717				3,468

				Group 2: Group 1 firms whose eps1 forcast is available				14,704

				Group 3: Group 2 firms whose eps2 forecast is available				14,243

				Group 4: Group 3 firms whose eps1 and eps2 are positive				12,571

				Group 5: Group 4 firms whose eps2 is greater than eps1				12,067

				Group 6: Group 5 firms whose fiscal year closing stock price is available on COMPUSTAT				11,887				2,995

				Group 7: Group 6 firms whose stock price data for BETA are available on CRSP				11,204				2,845

				Group 8: Group 7 firms whose financial data necessary for independent				9,729				2,504

				variables are available on COMPUSTAT

				Group 9: Group 8 firms that are not financial institutions				8,929				2,256

				Final sample: Group 9 firms that are not 1995 fiscal year.				7,677				2,236





Sheet1

		

				Panel A: Before SOX vs. After SOX for Large Group

				Variables				Before SOX																After SOX																t-value				Wilcoxon

								N				Mean				Median				Std.				N				Mean				Median				Std.								Z-value

				DA				910				-0.0228				-0.0204				0.8977				910				-0.8046				-0.0195				2.7984				7.08***				8.75***

				ABSDA				910				0.4649				0.2420				0.7681				910				1.1806				0.1077				2.6615





Desc

		

		Variables				Mean				Median				St. Dev.

		DA				-0.3132				-0.0076				2.0248

		ABSDA				0.7401				0.1272				1.9105

		OCF				0.0480				0.0751				0.2138

		ABSOCF				0.1458				0.1059				0.1635

		MKT/BOOK				2.4213				2.0033				49.3384

		LOGTA				5.6781				5.5310				1.9923

		ROA				-0.1296				0.0234				1.0981

		ACCRUAL				-0.0919				-0.0690				0.1684

		ABSACCRUAL				0.1139				0.0750				0.1544

		AUDCODE				0.8859				1.0000				0.3179

		CHGTA				150.3364				3.7980				1706.8000

		ACQUISION				0.3359				0				0.4724

		ISSUE				0.1893				0				0.3918

		LEVERAGE				0.4906				0.4690				0.3332

		LOSS				0.4086				0				0.4917

		CHGNI				-0.6604				-0.1706				22.0275

		LITRISK				0.3709				0				0.4831





T1_IndDIST

		

				Table 1

				Industry Distribution and Mean Audit/Non-Audit Fees

								Number of				Percent of

				Industry				Firm Years				Sample

		d_agr		Agriculture				23				0.30

		d_ming		Mining/Construction				154				2.01

		d_food		Food				246				3.20

		d_textile		Textile/Printing/Publishing				671				8.74

		d_chemical		Chemical				268				3.49

		d_pharma		Pharmaceutical				223				2.90

		d_extract		Extractive				271				3.53

		d_durable		Durable Manufacturers				2,176				28.34

		d_trans		Transportation				437				5.69

		d_util		Utilities				279				3.63

		d_retail		Retail				1,170				15.24

		d_service		Services				624				8.13

		d_computer		Computers				1,090				14.20

		d_other		Other Industries				45				0.59

				Totals				7,677				100.00
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T1_Corr

		

														n = 15,774

								Big4		Big4after		NonBig4After		BETAm		lnLevTotal		VAR4		lnSize2		lnBtoM		GRWTH1

						AUDWLTH		0.353		0.033		-0.252		0.040		0.362		-0.688		0.194		0.396		0.006

								(0.000)		(0.000)		(0.000)		(0.000)		(0.000)		(0.000)		(0.000)		(0.000)		(0.442)

						Big4				0.319		-0.817		-0.063		0.097		-0.004		0.146		-0.047		0.001

										(0.000)		(0.000)		(0.000)		(0.000)		(0.650)		(0.000)		(0.000)		(0.945)

						Big4after						-0.261		-0.024		0.042		0.022		0.133		-0.078		0.010

												(0.000)		(0.006)		(0.000)		(0.013)		(0.000)		(0.000)		(0246)

						NonBig4After								0.057		-0.067		0.012		-0.118		0.043		0.000

														(0.000)		(0.000)		(0.187)		(0.000)		(0.000)		(0.980)

						BETAm										-0.245		-0.048		-0.209		-0.090		0.081

																(0.000)		(0.000)		(0.000)		(0.000)		(0.000)

		26

						lnLevTotal												0.101		0.178		0.117		-0.012

																		(0.000)		(0.000)		(0.000)		(0.178)

						VAR4														0.075		0.112		0.027

																				(0.000)		(0.000)		(0.002)

						lnSize2																-0.464		-0.082

																						(0.000)		(0.000)

						lnBtoM																		0.048

																								(0.000)

																		(Continued on the next page)





T3Ttest

		

				TABLE 2

				Cost of Capital of Non-Big 4 and Big 4 Auditees Before and After PSLRA

				Panel A: Small vs. Large Groups Before SOX

				Variables				SMALL GROUP																LARGE GROUP																t-value				Wilcoxon

								N				Mean				Median				Std.				N				Mean				Median				Std.								Z-value

		CC_KR		DV				91				0.0934				0.0803				0.0554				129				0.1171				0.1099				0.0560				4.75***				5.97***

				ABSDV

				Panel B: Small vs. Large Groups After SOX

				Variables				Big 4																Non-Big 4																t-value				Wilcoxon

								N				Mean				Median				Std.				N				Mean				Median				Std.								Z-value

		CC_KR		COSCAP				4,532				0.1034				0.0908				0.0605				292				0.1305				0.1126				0.0752				7.29***				7.34***

				Panel C: Before SOX vs. After SOX for Large Group

				Variables				Before SOX																After SOX																t-value				Wilcoxon

								N				Mean				Median				Std.				N				Mean				Median				Std.								Z-value

				DA				910				-0.0228				-0.0204				0.8977				910				-0.8046				-0.0195				2.7984				7.08***				8.75***

				ABSDA				910				0.4649				0.2420				0.7681				910				1.1806				0.1077				2.6615

				Panel D: Before SOX vs. After SOX for Small Group

				Variables				Before SOX																After SOX																t-value				Wilcoxon

								N				Mean				Median				Std.				N				Mean				Median				Std.								Z-value

				DA				918				0.0242				0.0004				0.6742				918				-0.4514				-0.0012				2.6207

				ABSDA				918				0.3452				0.1255				0.5796				918				0.9713				0.0798				2.4754

				t- and Z-values are based on two-tailed tests. *, **, and *** indicate significance at the 10%, 5%, and 1% level, respectively.

				Variable definitions:

				DA: discretionary accruals

				ABSDA: absolute value of discretionary accruals

				Panel A: Before SOX vs. After SOX for Large Group

				Variables				Before SOX																After SOX																t-value				Wilcoxon

								N				Mean				Median				Std.				N				Mean				Median				Std.								Z-value

				DA				910				-0.0228				-0.0204				0.8977				910				-0.8046				-0.0195				2.7984				7.08***				8.75***

				ABSDA				910				0.4649				0.2420				0.7681				910				1.1806				0.1077				2.6615





T4_Regress

		

														Model (1)				Model (2)				Model (3)				Model (2)				Model (5)				Model (6)

														COSCAP				COSCAP				COSCAP				COSCAP				COSCAP				COSCAP

														Pooled				Big 4				Non-Big4				Non-Big4				Non-Big4				Non-Big4

										Variables				Estimated Coefficients				Estimated Coefficients				Estimated Coefficients				Estimated Coefficients				Estimated Coefficients				Estimated Coefficients

														(t-value)				(t-value)				(t-value)				(t-value)				(t-value)				(t-value)

										Intercept				0.1891				0.1849				0.1878				0.1917				0.1878				0.1878

														(24.50)***				(23.69)***				(22.10)***				(22.77)***				(22.10)***				(22.10)***

										Auditor Characteristics:

										PSLRA				0.0132				0.0218				0.0218

														(12.02)***				(11.13)***				(11.13)***

										HIAUDEXP*PSLRA																0.0134				0.0220				0.0220

																										(11.90)***				(11.15)***				(11.15)***

										LOWAUDEXP*PSLRA																0.0095				0.0177				0.0177

																										(1.95)*				(3.47)***				(3.47)***

										AUDTYPE				-0.0113				-0.0111				-0.0140				-0.0140				-0.0140				-0.0140

														(-4.80)***				(-4.73)***				(-3.37)***				(-3.35)***				(-3.37)***				(-3.37)***

										AUDTEN				-0.0001				-0.0001				-0.0001				-0.0001				-0.0001				-0.0001

														(-1.77)*				(-1.39)				(-1.39)				(-1.77)*				(-1.39)				(-1.39)

										Control Variables:

						BETAm				BETA				0.0059				0.0059				0.0059				0.0059				0.0059				0.0059

														(9.24)***				(9.33)***				(9.33)***				(9.24)***				(9.33)***				(9.33)***

						lnLevTotal				LNLEV				0.0173				0.0170				0.0170				0.0173				0.0170				0.0170

														(16.21)***				(15.99)***				(16.00)***				(16.22)***				(16.00)***				(16.00)***

						VAR4				VAR				0.1079				0.1075				0.1075				0.1080				0.1075				0.1075

														(16.82)***				(16.82)***				(16.82)***				(16.82)***				(16.82)***				(16.82)***

						lnSize2				LNSIZE				-0.0126				-0.0127				-0.0127				-0.0126				-0.0127				-0.0127

														(-34.51)***				(-34.86)***				(-34.86)***				(-34.51)***				(-34.86)***				(-34.86)***

						lnBtoM				LNBM				0.0153				0.0148				0.0148				0.0153				0.0148				0.0148

														(16.77)***				(16.23)***				(26.24)***				(16.78)***				(26.24)***				(26.24)***

						GRWTH1				GRWTH				0.0076				0.0076				0.0076				0.0076				0.0076				0.0076

														(30.45)***				(30.59)***				(30.56)***				(30.44)***				(30.56)***				(30.56)***

										F-value for Model				246.1***				211.9***				204.1***				235.4***				204.1***				204.1***

										Adjusted R2				0.4126				0.4167				0.4167				0.4126				0.4167				0.4167

										N				7,677												7,677				7,677				7,677





T6

		

														INC_DA				COSCAP				COSCAP				DEC_DA

										Variables				Estimated		t-value		Estimated Coefficients				Estimated Coefficients				Estimated				Estimated Coefficients				Estimated Coefficients						t-value

														Coefficients				(t-value)				(t-value)				Coefficients				(t-value)				(t-value)

										INTERCEPT				0.5608		4.94***										0.1726														0.67

										Test Variable

										LARGE_AFTER				-0.1857		-1.88*										-0.3340														-1.63

										Control Variables:																				0.0220				0.0220

										LARGE				0.1057		1.51										0.0891				0.0177				0.0177						0.6

				.						AFTER				0.2067		3.02***										-1.0544				-0.0140				-0.0140						-7.16***

										OCF				0.6126		3.84***										-1.5434				-0.0001				-0.0001						-4.79***

										ABSOCF				0.6247		3.32***										-0.8564				-0.0001				-0.0001						-2.28**

										MKT/BOOK				0.0002		0.37										0.0003				0.0059				0.0059						0.21

										LOGTA				-0.0509		-3.24***										0.1891				0.0170				0.0170						5.99***

										ROA				-0.0368		-0.91										0.009				0.1075				0.1075						0.23

										ACCRUAL				-0.3467		-1.85*										-3.3649				-0.0127				-0.0127						-3.90***

										ABSACCRUAL				0.0920		0.36										-3.6033				0.0148				0.0148						-4.01***

										AUDCODE				-0.2154		-2.58***										-0.3562				0.0076				0.0076						-2.02**

										CHGTA				0.0000		0.59										0.0000														-0.28

										ACQUISION				0.06104		1.1										-0.5064				0.4167				0.4167						-4.56***

										ISSUE				0.1113		1.66*										-0.1982														-1.44

										LEVERAGE				0.1972		2.16**										-0.7774														-5.32***

										LOSS				0.1345		2.05**										-0.0942														-0.7

										CHGNI				-0.0013		-0.45										0.0016														0.92

										LITRISK				-0.1967		-3.59***										-1.022														-9.23***

										F-value for Model				5***												19.69***

										Adjusted R2				0.0399												0.149

										N				1,733												1,923





T5

		

														DA				COSCAP				COSCAP				ABSDA

										Variables				Estimated		t-value		Estimated Coefficients				Estimated Coefficients				Estimated				Estimated Coefficients				Estimated Coefficients						t-value

														Coefficients				(t-value)				(t-value)				Coefficients				(t-value)				(t-value)

										INTERCEPT				0.5435		3.53***										0.2091														1.44

										Test Variable

										LARGE_AFTER				-0.3475		-2.69***										0.1348														1.11

										Control Variables:																				0.0220				0.0220

										LARGE				0.0986		1.06										0.0099				0.0177				0.0177						0.11

										AFTER				-0.5252		-5.76***										0.6589				-0.0140				-0.0140						7.68***

										OCF				-0.7468		-3.77***										1.0542				-0.0001				-0.0001						5.65***

										ABSOCF				-0.2678		-1.14										0.7102				-0.0001				-0.0001						3.23***

										MKT/BOOK				-0.0002		-0.36										0.0003				0.0059				0.0059						0.51

										LOGTA				0.0892		4.43***										-0.1394				0.0170				0.0170						-7.37***

										ROA				-0.0082		-0.26										-0.0094				0.1075				0.1075						-0.32

										ACCRUAL				0.7125		2.63***										-0.1295				-0.0127				-0.0127						-0.51

										ABSACCRUAL				-0.3779		-1.21										0.4158				0.0148				0.0148						1.42

										AUDCODE				-0.3297		-2.99***										0.1085				0.0076				0.0076						1.05

										CHGTA				0.0000		0.35										0.0000														0.36

										ACQUISION				-0.3438		-4.83***										0.3632				0.4167				0.4167						5.43***

										ISSUE				0.0045		0.05										0.1321														1.61

										LEVERAGE				-0.3752		-3.68***										0.5389														5.61***

										LOSS				-0.0642		-0.76										0.1125														1.42

										CHGNI				0.0016		1.11										-0.0016														-1.16

										LITRISK				-0.7088		-10.08***										0.4959														7.5***

										F-value for Model				18.45***												19.86***

										Adjusted R2				0.0791												0.085

										N				3,656												3,656
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TABLE 2   Pearson Correlations among Independent Variables    
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T1_AllFirm

		

				Procedures				Firm-Years				Firm

				Group 1: Firms listed on both IBES and COMPUSTAT				14,717				3,468

				Group 2: Group 1 firms whose eps1 forcast is available				14,704

				Group 3: Group 2 firms whose eps2 forecast is available				14,243

				Group 4: Group 3 firms whose eps1 and eps2 are positive				12,571

				Group 5: Group 4 firms whose eps2 is greater than eps1				12,067

				Group 6: Group 5 firms whose fiscal year closing stock price is available on COMPUSTAT				11,887				2,995

				Group 7: Group 6 firms whose stock price data for BETA are available on CRSP				11,204				2,845

				Group 8: Group 7 firms whose financial data necessary for independent				9,729				2,504

				variables are available on COMPUSTAT

				Group 9: Group 8 firms that are not financial institutions				8,929				2,256

				Final sample: Group 9 firms that are not 1995 fiscal year.				7,677				2,236





Desc

		

		Variables				Mean				Median				St. Dev.

		DV				-0.3132				-0.0076				2.0248

		ABSDV				0.7401				0.1272				1.9105

		OCF				0.0480				0.0751				0.2138

		ABSOCF				0.1458				0.1059				0.1635

		MKT/BOOK				2.4213				2.0033				49.3384

		LOGTA				5.6781				5.5310				1.9923

		ROA				-0.1296				0.0234				1.0981

		ACCRUAL				-0.0919				-0.0690				0.1684

		ABSACCRUAL				0.1139				0.0750				0.1544

		AUDCODE				0.8859				1.0000				0.3179

		CHGTA				150.3364				3.7980				1706.8000

		ACQUISION				0.3359				0				0.4724

		ISSUE				0.1893				0				0.3918

		LEVERAGE				0.4906				0.4690				0.3332

		LOSS				0.4086				0				0.4917

		CHGNI				-0.6604				-0.1706				22.0275

		LITRISK				0.3709				0				0.4831





T1_IndDIST

		

				Table 1

				Industry Distribution and Mean Audit/Non-Audit Fees

								Number of				Percent of

				Industry				Firm Years				Sample

		d_agr		Agriculture				23				0.30

		d_ming		Mining/Construction				154				2.01

		d_food		Food				246				3.20

		d_textile		Textile/Printing/Publishing				671				8.74

		d_chemical		Chemical				268				3.49

		d_pharma		Pharmaceutical				223				2.90

		d_extract		Extractive				271				3.53

		d_durable		Durable Manufacturers				2,176				28.34

		d_trans		Transportation				437				5.69

		d_util		Utilities				279				3.63

		d_retail		Retail				1,170				15.24

		d_service		Services				624				8.13

		d_computer		Computers				1,090				14.20

		d_other		Other Industries				45				0.59

				Totals				7,677				100.00



&A

Page &P



T1_Corr

		

														n = 15,774

								Big4		Big4after		NonBig4After		BETAm		lnLevTotal		VAR4		lnSize2		lnBtoM		GRWTH1

						AUDWLTH		0.353		0.033		-0.252		0.040		0.362		-0.688		0.194		0.396		0.006

								(0.000)		(0.000)		(0.000)		(0.000)		(0.000)		(0.000)		(0.000)		(0.000)		(0.442)

						Big4				0.319		-0.817		-0.063		0.097		-0.004		0.146		-0.047		0.001

										(0.000)		(0.000)		(0.000)		(0.000)		(0.650)		(0.000)		(0.000)		(0.945)

						Big4after						-0.261		-0.024		0.042		0.022		0.133		-0.078		0.010

												(0.000)		(0.006)		(0.000)		(0.013)		(0.000)		(0.000)		(0246)

						NonBig4After								0.057		-0.067		0.012		-0.118		0.043		0.000

														(0.000)		(0.000)		(0.187)		(0.000)		(0.000)		(0.980)

						BETAm										-0.245		-0.048		-0.209		-0.090		0.081

																(0.000)		(0.000)		(0.000)		(0.000)		(0.000)

		26

						lnLevTotal												0.101		0.178		0.117		-0.012

																		(0.000)		(0.000)		(0.000)		(0.178)

						VAR4														0.075		0.112		0.027

																				(0.000)		(0.000)		(0.002)

						lnSize2																-0.464		-0.082

																						(0.000)		(0.000)

						lnBtoM																		0.048

																								(0.000)

																		(Continued on the next page)





T3Ttest

		

		TABLE 2

		Cost of Capital of Non-Big 4 and Big 4 Auditees Before and After PSLRA

		Panel A: Small vs. Large Groups Before SOX

		Variables				SMALL GROUP																LARGE GROUP																t-value				Wilcoxon

						N				Mean				Median				Std.				N				Mean				Median				Std.								Z-value

		DA				918				0.0242				0.0005				0.6742				910				-0.0228				-0.0204				0.8977				-1.27				-1.62

		ABSDA				918				0.3452				0.1255				0.5796				910				0.4649				0.2420				0.7681				-3.76				6.69***

		Panel B: Small vs. Large Groups After SOX

		Variables				SMALL GROUP																LARGE GROUP																t-value				Wilcoxon				-2.79***

						N				Mean				Median				Std.				N				Mean				Median				Std.								Z-value

		DA				918				-0.4514				-0.0012				2.6207				910				-0.8046				-0.0195				2.7984				-2.79***				8.75***

		ABSDA				918				0.9713				0.0798				2.4754				910				1.1806				0.1077				2.6615

																																														8.75***

		Panel A: Before SOX vs. After SOX for Large NAS Purchasers

		Variables				Before SOX																After SOX																t-value				Wilcoxon

						N				Mean				Median				Std.				N				Mean				Median				Std.								Z-value

		DA				910				-0.0228				-0.0204				0.8977				910				-0.8046				-0.0195				2.7984				8.02***				-2.12**

		ABSDA				910				0.4649				0.2420				0.7681				910				1.1806				0.1077				2.6615				-7.79***				-3.48***

		Panel B: Before SOX vs. After SOX for Small NAS Purchasers

		Variables				Before SOX																After SOX																t-value				Wilcoxon

						N				Mean				Median				Std.				N				Mean				Median				Std.								Z-value

		DA				918				0.0242				0.0004				0.6742				918				-0.4514				-0.0012				2.6207				5.33***				-0.88

		ABSDA				918				0.3452				0.1255				0.5796				918				0.9713				0.0798				2.4754				-7.46***				-2.70***

		t- and Z-values are based on two-tailed tests. *, **, and *** indicate significance at the 10%, 5%, and 1% level, respectively.

		Variable definitions:

		DA: discretionary accruals

		ABSDA: absolute value of discretionary accruals

		Panel A: Before SOX vs. After SOX for Large Group

		Variables				Before SOX																After SOX																t-value				Wilcoxon

						N				Mean				Median				Std.				N				Mean				Median				Std.								Z-value

		DA				910				-0.0228				-0.0204				0.8977				910				-0.8046				-0.0195				2.7984				7.08***				8.75***

		ABSDA				910				0.4649				0.2420				0.7681				910				1.1806				0.1077				2.6615





T4_Regress

		

														Model (1)				Model (2)				Model (3)				Model (2)				Model (5)				Model (6)

														COSCAP				COSCAP				COSCAP				COSCAP				COSCAP				COSCAP

														Pooled				Big 4				Non-Big4				Non-Big4				Non-Big4				Non-Big4

										Variables				Estimated Coefficients				Estimated Coefficients				Estimated Coefficients				Estimated Coefficients				Estimated Coefficients				Estimated Coefficients

														(t-value)				(t-value)				(t-value)				(t-value)				(t-value)				(t-value)

										Intercept				0.1891				0.1849				0.1878				0.1917				0.1878				0.1878

														(24.50)***				(23.69)***				(22.10)***				(22.77)***				(22.10)***				(22.10)***

										Auditor Characteristics:

										PSLRA				0.0132				0.0218				0.0218

														(12.02)***				(11.13)***				(11.13)***

										HIAUDEXP*PSLRA																0.0134				0.0220				0.0220

																										(11.90)***				(11.15)***				(11.15)***

										LOWAUDEXP*PSLRA																0.0095				0.0177				0.0177

																										(1.95)*				(3.47)***				(3.47)***

										AUDTYPE				-0.0113				-0.0111				-0.0140				-0.0140				-0.0140				-0.0140

														(-4.80)***				(-4.73)***				(-3.37)***				(-3.35)***				(-3.37)***				(-3.37)***

										AUDTEN				-0.0001				-0.0001				-0.0001				-0.0001				-0.0001				-0.0001

														(-1.77)*				(-1.39)				(-1.39)				(-1.77)*				(-1.39)				(-1.39)

										Control Variables:

						BETAm				BETA				0.0059				0.0059				0.0059				0.0059				0.0059				0.0059

														(9.24)***				(9.33)***				(9.33)***				(9.24)***				(9.33)***				(9.33)***

						lnLevTotal				LNLEV				0.0173				0.0170				0.0170				0.0173				0.0170				0.0170

														(16.21)***				(15.99)***				(16.00)***				(16.22)***				(16.00)***				(16.00)***

						VAR4				VAR				0.1079				0.1075				0.1075				0.1080				0.1075				0.1075

														(16.82)***				(16.82)***				(16.82)***				(16.82)***				(16.82)***				(16.82)***

						lnSize2				LNSIZE				-0.0126				-0.0127				-0.0127				-0.0126				-0.0127				-0.0127

														(-34.51)***				(-34.86)***				(-34.86)***				(-34.51)***				(-34.86)***				(-34.86)***

						lnBtoM				LNBM				0.0153				0.0148				0.0148				0.0153				0.0148				0.0148

														(16.77)***				(16.23)***				(26.24)***				(16.78)***				(26.24)***				(26.24)***

						GRWTH1				GRWTH				0.0076				0.0076				0.0076				0.0076				0.0076				0.0076

														(30.45)***				(30.59)***				(30.56)***				(30.44)***				(30.56)***				(30.56)***

										F-value for Model				246.1***				211.9***				204.1***				235.4***				204.1***				204.1***

										Adjusted R2				0.4126				0.4167				0.4167				0.4126				0.4167				0.4167

										N				7,677												7,677				7,677				7,677





T6

		

														INC_DA				COSCAP				COSCAP				DEC_DA

										Variables				Estimated		t-value		Estimated Coefficients				Estimated Coefficients				Estimated				Estimated Coefficients				Estimated Coefficients						t-value

														Coefficients				(t-value)				(t-value)				Coefficients				(t-value)				(t-value)

										INTERCEPT				0.5608		4.94***										0.1726														0.67

										Test Variable

										LARGE_AFTER				-0.1857		-1.88*										-0.3340														-1.63

										Control Variables:																				0.0220				0.0220

										LARGE				0.1057		1.51										0.0891				0.0177				0.0177						0.6

				.						AFTER				0.2067		3.02***										-1.0544				-0.0140				-0.0140						-7.16***

										OCF				0.6126		3.84***										-1.5434				-0.0001				-0.0001						-4.79***

										ABSOCF				0.6247		3.32***										-0.8564				-0.0001				-0.0001						-2.28**

										MKT/BOOK				0.0002		0.37										0.0003				0.0059				0.0059						0.21

										LOGTA				-0.0509		-3.24***										0.1891				0.0170				0.0170						5.99***

										ROA				-0.0368		-0.91										0.009				0.1075				0.1075						0.23

										ACCRUAL				-0.3467		-1.85*										-3.3649				-0.0127				-0.0127						-3.90***

										ABSACCRUAL				0.0920		0.36										-3.6033				0.0148				0.0148						-4.01***

										AUDCODE				-0.2154		-2.58***										-0.3562				0.0076				0.0076						-2.02**

										CHGTA				0.0000		0.59										0.0000														-0.28

										ACQUISION				0.06104		1.1										-0.5064				0.4167				0.4167						-4.56***

										ISSUE				0.1113		1.66*										-0.1982														-1.44

										LEVERAGE				0.1972		2.16**										-0.7774														-5.32***

										LOSS				0.1345		2.05**										-0.0942														-0.7

										CHGNI				-0.0013		-0.45										0.0016														0.92

										LITRISK				-0.1967		-3.59***										-1.022														-9.23***

										F-value for Model				5***												19.69***

										Adjusted R2				0.0399												0.149

										N				1,733												1,923





T5

		

														DA				COSCAP				COSCAP				ABSDA

										Variables				Estimated		t-value		Estimated Coefficients				Estimated Coefficients				Estimated				Estimated Coefficients				Estimated Coefficients						t-value

														Coefficients				(t-value)				(t-value)				Coefficients				(t-value)				(t-value)

										INTERCEPT				0.5435		3.53***										0.2091														1.44

										Test Variable

										LARGE_AFTER				-0.3475		-2.69***										0.1348														1.11

										Control Variables:																				0.0220				0.0220

										LARGE				0.0986		1.06										0.0099				0.0177				0.0177						0.11

										AFTER				-0.5252		-5.76***										0.6589				-0.0140				-0.0140						7.68***

										OCF				-0.7468		-3.77***										1.0542				-0.0001				-0.0001						5.65***

										ABSOCF				-0.2678		-1.14										0.7102				-0.0001				-0.0001						3.23***

										MKT/BOOK				-0.0002		-0.36										0.0003				0.0059				0.0059						0.51

										LOGTA				0.0892		4.43***										-0.1394				0.0170				0.0170						-7.37***

										ROA				-0.0082		-0.26										-0.0094				0.1075				0.1075						-0.32

										ACCRUAL				0.7125		2.63***										-0.1295				-0.0127				-0.0127						-0.51

										ABSACCRUAL				-0.3779		-1.21										0.4158				0.0148				0.0148						1.42

										AUDCODE				-0.3297		-2.99***										0.1085				0.0076				0.0076						1.05

										CHGTA				0.0000		0.35										0.0000														0.36

										ACQUISION				-0.3438		-4.83***										0.3632				0.4167				0.4167						5.43***

										ISSUE				0.0045		0.05										0.1321														1.61

										LEVERAGE				-0.3752		-3.68***										0.5389														5.61***

										LOSS				-0.0642		-0.76										0.1125														1.42

										CHGNI				0.0016		1.11										-0.0016														-1.16

										LITRISK				-0.7088		-10.08***										0.4959														7.5***

										F-value for Model				18.45***												19.86***

										Adjusted R2				0.0791												0.085

										N				3,656												3,656
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Pearson Correlations among Independent Variables



 



 






TABLE 2   Pearson Correlations among Independent Variables    




Panel A: Before SOX vs. After SOX for Large Group 


Variables


Before SOX After SOX t-value


Wilcoxon


N Mean Median Std. N Mean Median Std.


Z-value


DA 910 -0.0228 -0.0204 0.8977 910 -0.8046 -0.0195 2.7984 8.02


***


-2.12


**


ABSDA 910 0.4649 0.242 0.7681 910 1.1806 0.1077 2.6615 -7.79


***


-3.48


***


Panel B: Before SOX vs. After SOX for Small Group 


Variables


Before SOX After SOX t-value


Wilcoxon


N Mean Median Std. N Mean Median Std.


Z-value


DA 918 0.0242 0.0004 0.6742 918 -0.4514 -0.0012 2.6207 5.33


***


-0.88


ABSDA 918 0.3452 0.1255 0.5796 918 0.9713 0.0798 2.4754 -7.46


***


-2.70


***


 t- and Z-values are based on two-tailed tests. *, **, and *** indicate significance at the 10%, 5%, and 1% level, respectively.


Variable definitions:


DA: discretionary accruals


ABSDA: absolute value of discretionary accruals




- 2.12 ***  




Panel A: Before SOX vs. After SOX for Large Group 


Variables Before SOX After SOX t-value Wilcoxon


N Mean Median Std. N Mean Median Std. Z-value


DA 910 -0.0228 -0.0204 0.8977 910 -0.8046 -0.0195 2.7984 8.02


***


-2.12


**


ABSDA 910 0.4649 0.242 0.7681 910 1.1806 0.1077 2.6615 -7.79


***


-3.48


***


Panel B: Before SOX vs. After SOX for Small Group 


Variables Before SOX After SOX t-value Wilcoxon


N Mean Median Std. N Mean Median Std. Z-value


DA 918 0.0242 0.0004 0.6742 918 -0.4514 -0.0012 2.6207 5.33


***


-0.88


ABSDA 918 0.3452 0.1255 0.5796 918 0.9713 0.0798 2.4754 -7.46


***


-2.70


***


 t- and Z-values are based on two-tailed tests. *, **, and *** indicate significance at the 10%, 5%, and 1% level, respectively.


Variable definitions:


DA: discretionary accruals


ABSDA: absolute value of discretionary accruals
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						Procedures						Firm-Years						Firm


						Group 1: Firms listed on both IBES and COMPUSTAT						14,717						3,468


						Group 2: Group 1 firms whose eps1 forcast is available						14,704


						Group 3: Group 2 firms whose eps2 forecast is available						14,243


						Group 4: Group 3 firms whose eps1 and eps2 are positive						12,571


						Group 5: Group 4 firms whose eps2 is greater than eps1						12,067


						Group 6: Group 5 firms whose fiscal year closing stock price is available on COMPUSTAT						11,887						2,995


						Group 7: Group 6 firms whose stock price data for BETA are available on CRSP						11,204						2,845


						Group 8: Group 7 firms whose financial data necessary for independent						9,729						2,504


						variables are available on COMPUSTAT


						Group 9: Group 8 firms that are not financial institutions						8,929						2,256


						Final sample: Group 9 firms that are not 1995 fiscal year.						7,677						2,236
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						Panel A: Before SOX vs. After SOX for Large Group


						Variables						Before SOX																								After SOX																								t-value						Wilcoxon


												N						Mean						Median						Std.						N						Mean						Median						Std.												Z-value


						DA						910						-0.0228						-0.0204						0.8977						910						-0.8046						-0.0195						2.7984						7.08***						8.75***


						ABSDA						910						0.4649						0.2420						0.7681						910						1.1806						0.1077						2.6615








Desc


			


			Variables						Mean						Median						St. Dev.


			DV						-0.3132						-0.0076						2.0248


			ABSDV						0.7401						0.1272						1.9105


			OCF						0.0480						0.0751						0.2138


			ABSOCF						0.1458						0.1059						0.1635


			MKT/BOOK						2.4213						2.0033						49.3384


			LOGTA						5.6781						5.5310						1.9923


			ROA						-0.1296						0.0234						1.0981


			ACCRUAL						-0.0919						-0.0690						0.1684


			ABSACCRUAL						0.1139						0.0750						0.1544


			AUDCODE						0.8859						1.0000						0.3179


			CHGTA						150.3364						3.7980						1706.8000


			ACQUISION						0.3359						0						0.4724


			ISSUE						0.1893						0						0.3918


			LEVERAGE						0.4906						0.4690						0.3332


			LOSS						0.4086						0						0.4917


			CHGNI						-0.6604						-0.1706						22.0275


			LITRISK						0.3709						0						0.4831
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						Table 1


						Industry Distribution and Mean Audit/Non-Audit Fees


												Number of						Percent of


						Industry						Firm Years						Sample


			d_agr			Agriculture						23						0.30


			d_ming			Mining/Construction						154						2.01


			d_food			Food						246						3.20


			d_textile			Textile/Printing/Publishing						671						8.74


			d_chemical			Chemical						268						3.49


			d_pharma			Pharmaceutical						223						2.90


			d_extract			Extractive						271						3.53


			d_durable			Durable Manufacturers						2,176						28.34


			d_trans			Transportation						437						5.69


			d_util			Utilities						279						3.63


			d_retail			Retail						1,170						15.24


			d_service			Services						624						8.13


			d_computer			Computers						1,090						14.20


			d_other			Other Industries						45						0.59


						Totals						7,677						100.00





&A


Page &P





T1_Corr


			


																					n = 15,774


												Big4			Big4after			NonBig4After			BETAm			lnLevTotal			VAR4			lnSize2			lnBtoM			GRWTH1


									AUDWLTH			0.353			0.033			-0.252			0.040			0.362			-0.688			0.194			0.396			0.006


												(0.000)			(0.000)			(0.000)			(0.000)			(0.000)			(0.000)			(0.000)			(0.000)			(0.442)


									Big4						0.319			-0.817			-0.063			0.097			-0.004			0.146			-0.047			0.001


															(0.000)			(0.000)			(0.000)			(0.000)			(0.650)			(0.000)			(0.000)			(0.945)


									Big4after									-0.261			-0.024			0.042			0.022			0.133			-0.078			0.010


																		(0.000)			(0.006)			(0.000)			(0.013)			(0.000)			(0.000)			(0246)


									NonBig4After												0.057			-0.067			0.012			-0.118			0.043			0.000


																					(0.000)			(0.000)			(0.187)			(0.000)			(0.000)			(0.980)


									BETAm															-0.245			-0.048			-0.209			-0.090			0.081


																								(0.000)			(0.000)			(0.000)			(0.000)			(0.000)


			26


									lnLevTotal																		0.101			0.178			0.117			-0.012


																											(0.000)			(0.000)			(0.000)			(0.178)


									VAR4																					0.075			0.112			0.027


																														(0.000)			(0.000)			(0.002)


									lnSize2																								-0.464			-0.082


																																	(0.000)			(0.000)


									lnBtoM																											0.048


																																				(0.000)


																											(Continued on the next page)
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			TABLE 2


			Cost of Capital of Non-Big 4 and Big 4 Auditees Before and After PSLRA


			Panel A: Small vs. Large Groups Before SOX


			Variables						SMALL GROUP																								LARGE GROUP																								P-value


									N						Mean						Median						Std.						N						Mean						Median						Std.						t-test						Wilcoxon


			DA						918						0.0242						0.0005						0.6742						910						-0.0228						-0.0204						0.8977						-1.27						-1.62


			ABSDA						918						0.3452						0.1255						0.5796						910						0.4649						0.242						0.7681						3.76***						6.69***


			Panel B: Small vs. Large Groups After SOX


			Variables						SMALL GROUP																								LARGE GROUP																								t-value						Wilcoxon


									N						Mean						Median						Std.						N						Mean						Median						Std.												Z-value


			DA						918						-0.4514						-0.0012						2.6207						910						-0.8046						-0.0195						2.7984												8.75***


			ABSDA						918						0.9713						0.0798						2.4754						910						1.1806						0.1077						2.6615


																																																																					-8.75


			Panel A: Before SOX vs. After SOX for Large Group


			Variables						Before SOX																								After SOX																								t-value						Wilcoxon


									N						Mean						Median						Std.						N						Mean						Median						Std.												Z-value


			DA						910						-0.0228						-0.0204						0.8977						910						-0.8046						-0.0195						2.7984


			ABSDA						910						0.4649						0.242						0.7681						910						1.1806						0.1077						2.6615


			Panel B: Before SOX vs. After SOX for Small Group


			Variables						Before SOX																								After SOX																								t-value						Wilcoxon						-8.75


									N						Mean						Median						Std.						N						Mean						Median						Std.												Z-value


			DA						918						0.0242						0.0004						0.6742						918						-0.4514						-0.0012						2.6207												-0.88


			ABSDA						918						0.3452						0.1255						0.5796						918						0.9713						0.0798						2.4754


			t- and Z-values are based on two-tailed tests. *, **, and *** indicate significance at the 10%, 5%, and 1% level, respectively.


			Variable definitions:


			DA: discretionary accruals


			ABSDA: absolute value of discretionary accruals


			Panel A: Before SOX vs. After SOX for Large Group


			Variables						Before SOX																								After SOX																								t-value						Wilcoxon


									N						Mean						Median						Std.						N						Mean						Median						Std.												Z-value


			DA						910						-0.0228						-0.0204						0.8977						910						-0.8046						-0.0195						2.7984						7.08***						8.75***


			ABSDA						910						0.4649						0.242						0.7681						910						1.1806						0.1077						2.6615
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																					Model (1)						Model (2)						Model (3)						Model (2)						Model (5)						Model (6)


																					COSCAP						COSCAP						COSCAP						COSCAP						COSCAP						COSCAP


																					Pooled						Big 4						Non-Big4						Non-Big4						Non-Big4						Non-Big4


															Variables						Estimated Coefficients						Estimated Coefficients						Estimated Coefficients						Estimated Coefficients						Estimated Coefficients						Estimated Coefficients


																					(t-value)						(t-value)						(t-value)						(t-value)						(t-value)						(t-value)


															Intercept						0.1891						0.1849						0.1878						0.1917						0.1878						0.1878


																					(24.50)***						(23.69)***						(22.10)***						(22.77)***						(22.10)***						(22.10)***


															Auditor Characteristics:


															PSLRA						0.0132						0.0218						0.0218


																					(12.02)***						(11.13)***						(11.13)***


															HIAUDEXP*PSLRA																								0.0134						0.0220						0.0220


																																							(11.90)***						(11.15)***						(11.15)***


															LOWAUDEXP*PSLRA																								0.0095						0.0177						0.0177


																																							(1.95)*						(3.47)***						(3.47)***


															AUDTYPE						-0.0113						-0.0111						-0.0140						-0.0140						-0.0140						-0.0140


																					(-4.80)***						(-4.73)***						(-3.37)***						(-3.35)***						(-3.37)***						(-3.37)***


															AUDTEN						-0.0001						-0.0001						-0.0001						-0.0001						-0.0001						-0.0001


																					(-1.77)*						(-1.39)						(-1.39)						(-1.77)*						(-1.39)						(-1.39)


															Control Variables:


									BETAm						BETA						0.0059						0.0059						0.0059						0.0059						0.0059						0.0059


																					(9.24)***						(9.33)***						(9.33)***						(9.24)***						(9.33)***						(9.33)***


									lnLevTotal						LNLEV						0.0173						0.0170						0.0170						0.0173						0.0170						0.0170


																					(16.21)***						(15.99)***						(16.00)***						(16.22)***						(16.00)***						(16.00)***


									VAR4						VAR						0.1079						0.1075						0.1075						0.1080						0.1075						0.1075


																					(16.82)***						(16.82)***						(16.82)***						(16.82)***						(16.82)***						(16.82)***


									lnSize2						LNSIZE						-0.0126						-0.0127						-0.0127						-0.0126						-0.0127						-0.0127


																					(-34.51)***						(-34.86)***						(-34.86)***						(-34.51)***						(-34.86)***						(-34.86)***


									lnBtoM						LNBM						0.0153						0.0148						0.0148						0.0153						0.0148						0.0148


																					(16.77)***						(16.23)***						(26.24)***						(16.78)***						(26.24)***						(26.24)***


									GRWTH1						GRWTH						0.0076						0.0076						0.0076						0.0076						0.0076						0.0076


																					(30.45)***						(30.59)***						(30.56)***						(30.44)***						(30.56)***						(30.56)***


															F-value for Model						246.1***						211.9***						204.1***						235.4***						204.1***						204.1***


																					0.4126						0.4167						0.4167						0.4126						0.4167						0.4167


															N						7,677																		7,677						7,677						7,677
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																					INC_DA						COSCAP						COSCAP						DEC_DA


															Variables						Estimated			t-value			Estimated Coefficients						Estimated Coefficients						Estimated						Estimated Coefficients						Estimated Coefficients									t-value


																					Coefficients						(t-value)						(t-value)						Coefficients						(t-value)						(t-value)


															INTERCEPT						0.5608																		0.1726																					0.67


															Test Variable


															LARGE_AFTER						-0.1857																		-0.3340																					-1.63


															Control Variables:																														0.0220						0.0220


															LARGE						0.1057			1.51															0.0891						0.0177						0.0177									0.6


						.									AFTER						0.2067																		-1.0544						-0.0140						-0.0140


															OCF						0.6126																		-1.5434						-0.0001						-0.0001


															ABSOCF						0.6247																		-0.8564						-0.0001						-0.0001


															MKT/BOOK						0.0002			0.37															0.0003						0.0059						0.0059									0.21


															LOGTA						-0.0509																		0.1891						0.0170						0.0170


															ROA						-0.0368			-0.91															0.009						0.1075						0.1075									0.23


															ACCRUAL						-0.3467																		-3.3649						-0.0127						-0.0127


															ABSACCRUAL						0.0920			0.36															-3.6033						0.0148						0.0148


															AUDCODE						-0.2154																		-0.3562						0.0076						0.0076


															CHGTA						0.0000			0.59															0.0000																					-0.28


															ACQUISION						0.06104			1.1															-0.5064						0.4167						0.4167


															ISSUE						0.1113																		-0.1982																					-1.44


															LEVERAGE						0.1972																		-0.7774


															LOSS						0.1345																		-0.0942																					-0.7


															CHGNI						-0.0013			-0.45															0.0016																					0.92


															LITRISK						-0.1967																		-1.022


															F-value for Model


															Adjusted R2						0.0399																		0.149


															N						1,733																		1,923
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			Panel C: Before SOX vs. After SOX for Large Group


			Variables						Before SOX																								After SOX																								t-value						Wilcoxon


									N						Mean						Median						Std.						N						Mean						Median						Std.												Z-value


			DA						910						-0.0228						-0.0204						0.8977						910						-0.8046						-0.0195						2.7984						7.08***						8.75***


			ABSDA						910						0.4649						0.2420						0.7681						910						1.1806						0.1077						2.6615


			Panel D: Before SOX vs. After SOX for Small Group


			Variables						Before SOX																								After SOX																								t-value						Wilcoxon


									N						Mean						Median						Std.						N						Mean						Median						Std.												Z-value


			DA						918						0.0242						0.0004						0.6742						918						-0.4514						-0.0012						2.6207


			ABSDA						918						0.3452						0.1255						0.5796						918						0.9713						0.0798						2.4754						-7.46


			t- and Z-values are based on two-tailed tests. *, **, and *** indicate significance at the 10%, 5%, and 1% level, respectively.


			Variable definitions:


			DA: discretionary accruals


			ABSDA: absolute value of discretionary accruals
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																					DA						COSCAP						COSCAP						ABSDA


															Variables						Estimated			t-value			Estimated Coefficients						Estimated Coefficients						Estimated						Estimated Coefficients						Estimated Coefficients									t-value


																					Coefficients						(t-value)						(t-value)						Coefficients						(t-value)						(t-value)


															INTERCEPT						0.5435																		0.2091																					1.44


															Test Variable


															LARGE_AFTER						-0.3475																		0.1348																					1.11


															Control Variables:																														0.0220						0.0220


															LARGE						0.0986			1.06															0.0099						0.0177						0.0177									0.11


															AFTER						-0.5252																		0.6589						-0.0140						-0.0140


															OCF						-0.7468																		1.0542						-0.0001						-0.0001


															ABSOCF						-0.2678			-1.14															0.7102						-0.0001						-0.0001


															MKT/BOOK						-0.0002			-0.36															0.0003						0.0059						0.0059									0.51


															LOGTA						0.0892																		-0.1394						0.0170						0.0170


															ROA						-0.0082			-0.26															-0.0094						0.1075						0.1075									-0.32


															ACCRUAL						0.7125																		-0.1295						-0.0127						-0.0127									-0.51


															ABSACCRUAL						-0.3779			-1.21															0.4158						0.0148						0.0148									1.42


															AUDCODE						-0.3297																		0.1085						0.0076						0.0076									1.05


															CHGTA						0.0000			0.35															0.0000																					0.36


															ACQUISION						-0.3438																		0.3632						0.4167						0.4167


															ISSUE						0.0045			0.05															0.1321																					1.61


															LEVERAGE						-0.3752																		0.5389


															LOSS						-0.0642			-0.76															0.1125																					1.42


															CHGNI						0.0016			1.11															-0.0016																					-1.16


															LITRISK						-0.7088																		0.4959


															F-value for Model


															Adjusted R2						0.0791																		0.085


															N						3,656																		3,656
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						Procedures						Firm-Years						Firm


						Group 1: Firms listed on both IBES and COMPUSTAT						14,717						3,468


						Group 2: Group 1 firms whose eps1 forcast is available						14,704


						Group 3: Group 2 firms whose eps2 forecast is available						14,243


						Group 4: Group 3 firms whose eps1 and eps2 are positive						12,571


						Group 5: Group 4 firms whose eps2 is greater than eps1						12,067


						Group 6: Group 5 firms whose fiscal year closing stock price is available on COMPUSTAT						11,887						2,995


						Group 7: Group 6 firms whose stock price data for BETA are available on CRSP						11,204						2,845


						Group 8: Group 7 firms whose financial data necessary for independent						9,729						2,504


						variables are available on COMPUSTAT


						Group 9: Group 8 firms that are not financial institutions						8,929						2,256


						Final sample: Group 9 firms that are not 1995 fiscal year.						7,677						2,236
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						Panel A: Before SOX vs. After SOX for Large Group


						Variables						Before SOX																								After SOX																								t-value						Wilcoxon


												N						Mean						Median						Std.						N						Mean						Median						Std.												Z-value


						DA						910						-0.0228						-0.0204						0.8977						910						-0.8046						-0.0195						2.7984						7.08***						8.75***


						ABSDA						910						0.4649						0.2420						0.7681						910						1.1806						0.1077						2.6615
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			Variables						Mean						Median						St. Dev.


			DV						-0.3132						-0.0076						2.0248


			ABSDV						0.7401						0.1272						1.9105


			OCF						0.0480						0.0751						0.2138


			ABSOCF						0.1458						0.1059						0.1635


			MKT/BOOK						2.4213						2.0033						49.3384


			LOGTA						5.6781						5.5310						1.9923


			ROA						-0.1296						0.0234						1.0981


			ACCRUAL						-0.0919						-0.0690						0.1684


			ABSACCRUAL						0.1139						0.0750						0.1544


			AUDCODE						0.8859						1.0000						0.3179


			CHGTA						150.3364						3.7980						1706.8000


			ACQUISION						0.3359						0						0.4724


			ISSUE						0.1893						0						0.3918


			LEVERAGE						0.4906						0.4690						0.3332


			LOSS						0.4086						0						0.4917


			CHGNI						-0.6604						-0.1706						22.0275


			LITRISK						0.3709						0						0.4831
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						Table 1


						Industry Distribution and Mean Audit/Non-Audit Fees


												Number of						Percent of


						Industry						Firm Years						Sample


			d_agr			Agriculture						23						0.30


			d_ming			Mining/Construction						154						2.01


			d_food			Food						246						3.20


			d_textile			Textile/Printing/Publishing						671						8.74


			d_chemical			Chemical						268						3.49


			d_pharma			Pharmaceutical						223						2.90


			d_extract			Extractive						271						3.53


			d_durable			Durable Manufacturers						2,176						28.34


			d_trans			Transportation						437						5.69


			d_util			Utilities						279						3.63


			d_retail			Retail						1,170						15.24


			d_service			Services						624						8.13


			d_computer			Computers						1,090						14.20


			d_other			Other Industries						45						0.59


						Totals						7,677						100.00
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																					n = 15,774


												Big4			Big4after			NonBig4After			BETAm			lnLevTotal			VAR4			lnSize2			lnBtoM			GRWTH1


									AUDWLTH			0.353			0.033			-0.252			0.040			0.362			-0.688			0.194			0.396			0.006


												(0.000)			(0.000)			(0.000)			(0.000)			(0.000)			(0.000)			(0.000)			(0.000)			(0.442)


									Big4						0.319			-0.817			-0.063			0.097			-0.004			0.146			-0.047			0.001


															(0.000)			(0.000)			(0.000)			(0.000)			(0.650)			(0.000)			(0.000)			(0.945)


									Big4after									-0.261			-0.024			0.042			0.022			0.133			-0.078			0.010


																		(0.000)			(0.006)			(0.000)			(0.013)			(0.000)			(0.000)			(0246)


									NonBig4After												0.057			-0.067			0.012			-0.118			0.043			0.000


																					(0.000)			(0.000)			(0.187)			(0.000)			(0.000)			(0.980)


									BETAm															-0.245			-0.048			-0.209			-0.090			0.081


																								(0.000)			(0.000)			(0.000)			(0.000)			(0.000)


			26


									lnLevTotal																		0.101			0.178			0.117			-0.012


																											(0.000)			(0.000)			(0.000)			(0.178)


									VAR4																					0.075			0.112			0.027


																														(0.000)			(0.000)			(0.002)


									lnSize2																								-0.464			-0.082


																																	(0.000)			(0.000)


									lnBtoM																											0.048


																																				(0.000)


																											(Continued on the next page)
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			TABLE 2


			Cost of Capital of Non-Big 4 and Big 4 Auditees Before and After PSLRA


			Panel A: Small vs. Large Groups Before SOX


			Variables						SMALL GROUP																								LARGE GROUP																								P-value


									N						Mean						Median						Std.						N						Mean						Median						Std.						t-test						Wilcoxon


			DA						918						0.0242						0.0005						0.6742						910						-0.0228						-0.0204						0.8977						-1.27						-1.62


			ABSDA						918						0.3452						0.1255						0.5796						910						0.4649						0.242						0.7681						3.76***						6.69***


			Panel B: Small vs. Large Groups After SOX


			Variables						SMALL GROUP																								LARGE GROUP																								t-value						Wilcoxon


									N						Mean						Median						Std.						N						Mean						Median						Std.												Z-value


			DA						918						-0.4514						-0.0012						2.6207						910						-0.8046						-0.0195						2.7984												8.75***


			ABSDA						918						0.9713						0.0798						2.4754						910						1.1806						0.1077						2.6615


																																																																					-8.75


			Panel A: Before SOX vs. After SOX for Large Group


			Variables						Before SOX																								After SOX																								t-value						Wilcoxon


									N						Mean						Median						Std.						N						Mean						Median						Std.												Z-value


			DA						910						-0.0228						-0.0204						0.8977						910						-0.8046						-0.0195						2.7984


			ABSDA						910						0.4649						0.242						0.7681						910						1.1806						0.1077						2.6615


			Panel B: Before SOX vs. After SOX for Small Group


			Variables						Before SOX																								After SOX																								t-value						Wilcoxon						-8.75


									N						Mean						Median						Std.						N						Mean						Median						Std.												Z-value


			DA						918						0.0242						0.0004						0.6742						918						-0.4514						-0.0012						2.6207												-0.88


			ABSDA						918						0.3452						0.1255						0.5796						918						0.9713						0.0798						2.4754


			t- and Z-values are based on two-tailed tests. *, **, and *** indicate significance at the 10%, 5%, and 1% level, respectively.


			Variable definitions:


			DA: discretionary accruals


			ABSDA: absolute value of discretionary accruals


			Panel A: Before SOX vs. After SOX for Large Group


			Variables						Before SOX																								After SOX																								t-value						Wilcoxon


									N						Mean						Median						Std.						N						Mean						Median						Std.												Z-value


			DA						910						-0.0228						-0.0204						0.8977						910						-0.8046						-0.0195						2.7984						7.08***						8.75***


			ABSDA						910						0.4649						0.242						0.7681						910						1.1806						0.1077						2.6615
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																					Model (1)						Model (2)						Model (3)						Model (2)						Model (5)						Model (6)


																					COSCAP						COSCAP						COSCAP						COSCAP						COSCAP						COSCAP


																					Pooled						Big 4						Non-Big4						Non-Big4						Non-Big4						Non-Big4


															Variables						Estimated Coefficients						Estimated Coefficients						Estimated Coefficients						Estimated Coefficients						Estimated Coefficients						Estimated Coefficients


																					(t-value)						(t-value)						(t-value)						(t-value)						(t-value)						(t-value)


															Intercept						0.1891						0.1849						0.1878						0.1917						0.1878						0.1878


																					(24.50)***						(23.69)***						(22.10)***						(22.77)***						(22.10)***						(22.10)***


															Auditor Characteristics:


															PSLRA						0.0132						0.0218						0.0218


																					(12.02)***						(11.13)***						(11.13)***


															HIAUDEXP*PSLRA																								0.0134						0.0220						0.0220


																																							(11.90)***						(11.15)***						(11.15)***


															LOWAUDEXP*PSLRA																								0.0095						0.0177						0.0177


																																							(1.95)*						(3.47)***						(3.47)***


															AUDTYPE						-0.0113						-0.0111						-0.0140						-0.0140						-0.0140						-0.0140


																					(-4.80)***						(-4.73)***						(-3.37)***						(-3.35)***						(-3.37)***						(-3.37)***


															AUDTEN						-0.0001						-0.0001						-0.0001						-0.0001						-0.0001						-0.0001


																					(-1.77)*						(-1.39)						(-1.39)						(-1.77)*						(-1.39)						(-1.39)


															Control Variables:


									BETAm						BETA						0.0059						0.0059						0.0059						0.0059						0.0059						0.0059


																					(9.24)***						(9.33)***						(9.33)***						(9.24)***						(9.33)***						(9.33)***


									lnLevTotal						LNLEV						0.0173						0.0170						0.0170						0.0173						0.0170						0.0170


																					(16.21)***						(15.99)***						(16.00)***						(16.22)***						(16.00)***						(16.00)***


									VAR4						VAR						0.1079						0.1075						0.1075						0.1080						0.1075						0.1075


																					(16.82)***						(16.82)***						(16.82)***						(16.82)***						(16.82)***						(16.82)***


									lnSize2						LNSIZE						-0.0126						-0.0127						-0.0127						-0.0126						-0.0127						-0.0127


																					(-34.51)***						(-34.86)***						(-34.86)***						(-34.51)***						(-34.86)***						(-34.86)***


									lnBtoM						LNBM						0.0153						0.0148						0.0148						0.0153						0.0148						0.0148


																					(16.77)***						(16.23)***						(26.24)***						(16.78)***						(26.24)***						(26.24)***


									GRWTH1						GRWTH						0.0076						0.0076						0.0076						0.0076						0.0076						0.0076


																					(30.45)***						(30.59)***						(30.56)***						(30.44)***						(30.56)***						(30.56)***


															F-value for Model						246.1***						211.9***						204.1***						235.4***						204.1***						204.1***


																					0.4126						0.4167						0.4167						0.4126						0.4167						0.4167


															N						7,677																		7,677						7,677						7,677
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																					INC_DA						COSCAP						COSCAP						DEC_DA


															Variables						Estimated			t-value			Estimated Coefficients						Estimated Coefficients						Estimated						Estimated Coefficients						Estimated Coefficients									t-value


																					Coefficients						(t-value)						(t-value)						Coefficients						(t-value)						(t-value)


															INTERCEPT						0.5608																		0.1726																					0.67


															Test Variable


															LARGE_AFTER						-0.1857																		-0.3340																					-1.63


															Control Variables:																														0.0220						0.0220


															LARGE						0.1057			1.51															0.0891						0.0177						0.0177									0.6


						.									AFTER						0.2067																		-1.0544						-0.0140						-0.0140


															OCF						0.6126																		-1.5434						-0.0001						-0.0001


															ABSOCF						0.6247																		-0.8564						-0.0001						-0.0001


															MKT/BOOK						0.0002			0.37															0.0003						0.0059						0.0059									0.21


															LOGTA						-0.0509																		0.1891						0.0170						0.0170


															ROA						-0.0368			-0.91															0.009						0.1075						0.1075									0.23


															ACCRUAL						-0.3467																		-3.3649						-0.0127						-0.0127


															ABSACCRUAL						0.0920			0.36															-3.6033						0.0148						0.0148


															AUDCODE						-0.2154																		-0.3562						0.0076						0.0076


															CHGTA						0.0000			0.59															0.0000																					-0.28


															ACQUISION						0.06104			1.1															-0.5064						0.4167						0.4167


															ISSUE						0.1113																		-0.1982																					-1.44


															LEVERAGE						0.1972																		-0.7774


															LOSS						0.1345																		-0.0942																					-0.7


															CHGNI						-0.0013			-0.45															0.0016																					0.92


															LITRISK						-0.1967																		-1.022


															F-value for Model


															Adjusted R2						0.0399																		0.149


															N						1,733																		1,923
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			Panel C: Before SOX vs. After SOX for Large Group


			Variables						Before SOX																								After SOX																								t-value						Wilcoxon


									N						Mean						Median						Std.						N						Mean						Median						Std.												Z-value


			DA						910						-0.0228						-0.0204						0.8977						910						-0.8046						-0.0195						2.7984						7.08***						8.75***


			ABSDA						910						0.4649						0.2420						0.7681						910						1.1806						0.1077						2.6615


			Panel D: Before SOX vs. After SOX for Small Group


			Variables						Before SOX																								After SOX																								t-value						Wilcoxon


									N						Mean						Median						Std.						N						Mean						Median						Std.												Z-value


			DA						918						0.0242						0.0004						0.6742						918						-0.4514						-0.0012						2.6207


			ABSDA						918						0.3452						0.1255						0.5796						918						0.9713						0.0798						2.4754						-7.46


			t- and Z-values are based on two-tailed tests. *, **, and *** indicate significance at the 10%, 5%, and 1% level, respectively.


			Variable definitions:


			DA: discretionary accruals


			ABSDA: absolute value of discretionary accruals
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																					DA						COSCAP						COSCAP						ABSDA


															Variables						Estimated			t-value			Estimated Coefficients						Estimated Coefficients						Estimated						Estimated Coefficients						Estimated Coefficients									t-value


																					Coefficients						(t-value)						(t-value)						Coefficients						(t-value)						(t-value)


															INTERCEPT						0.5435																		0.2091																					1.44


															Test Variable


															LARGE_AFTER						-0.3475																		0.1348																					1.11


															Control Variables:																														0.0220						0.0220


															LARGE						0.0986			1.06															0.0099						0.0177						0.0177									0.11


															AFTER						-0.5252																		0.6589						-0.0140						-0.0140


															OCF						-0.7468																		1.0542						-0.0001						-0.0001


															ABSOCF						-0.2678			-1.14															0.7102						-0.0001						-0.0001


															MKT/BOOK						-0.0002			-0.36															0.0003						0.0059						0.0059									0.51


															LOGTA						0.0892																		-0.1394						0.0170						0.0170


															ROA						-0.0082			-0.26															-0.0094						0.1075						0.1075									-0.32


															ACCRUAL						0.7125																		-0.1295						-0.0127						-0.0127									-0.51


															ABSACCRUAL						-0.3779			-1.21															0.4158						0.0148						0.0148									1.42


															AUDCODE						-0.3297																		0.1085						0.0076						0.0076									1.05


															CHGTA						0.0000			0.35															0.0000																					0.36


															ACQUISION						-0.3438																		0.3632						0.4167						0.4167


															ISSUE						0.0045			0.05															0.1321																					1.61


															LEVERAGE						-0.3752																		0.5389


															LOSS						-0.0642			-0.76															0.1125																					1.42


															CHGNI						0.0016			1.11															-0.0016																					-1.16


															LITRISK						-0.7088																		0.4959


															F-value for Model


															Adjusted R2						0.0791																		0.085


															N						3,656																		3,656
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T1_AllFirm

		

				Procedures				Firm-Years				Firm

				Group 1: Firms listed on both IBES and COMPUSTAT				14,717				3,468

				Group 2: Group 1 firms whose eps1 forcast is available				14,704

				Group 3: Group 2 firms whose eps2 forecast is available				14,243

				Group 4: Group 3 firms whose eps1 and eps2 are positive				12,571

				Group 5: Group 4 firms whose eps2 is greater than eps1				12,067

				Group 6: Group 5 firms whose fiscal year closing stock price is available on COMPUSTAT				11,887				2,995

				Group 7: Group 6 firms whose stock price data for BETA are available on CRSP				11,204				2,845

				Group 8: Group 7 firms whose financial data necessary for independent				9,729				2,504

				variables are available on COMPUSTAT

				Group 9: Group 8 firms that are not financial institutions				8,929				2,256

				Final sample: Group 9 firms that are not 1995 fiscal year.				7,677				2,236





Desc

		

		Variables				Mean				Median				St. Dev.

		DV				-0.3132				-0.0076				2.0248

		ABSDV				0.7401				0.1272				1.9105

		OCF				0.0480				0.0751				0.2138

		ABSOCF				0.1458				0.1059				0.1635

		MKT/BOOK				2.4213				2.0033				49.3384

		LOGTA				5.6781				5.5310				1.9923

		ROA				-0.1296				0.0234				1.0981

		ACCRUAL				-0.0919				-0.0690				0.1684

		ABSACCRUAL				0.1139				0.0750				0.1544

		AUDCODE				0.8859				1.0000				0.3179

		CHGTA				150.3364				3.7980				1706.8000

		ACQUISION				0.3359				0				0.4724

		ISSUE				0.1893				0				0.3918

		LEVERAGE				0.4906				0.4690				0.3332

		LOSS				0.4086				0				0.4917

		CHGNI				-0.6604				-0.1706				22.0275

		LITRISK				0.3709				0				0.4831





T1_IndDIST

		

				Table 1

				Industry Distribution and Mean Audit/Non-Audit Fees

								Number of				Percent of

				Industry				Firm Years				Sample

		d_agr		Agriculture				23				0.30

		d_ming		Mining/Construction				154				2.01

		d_food		Food				246				3.20

		d_textile		Textile/Printing/Publishing				671				8.74

		d_chemical		Chemical				268				3.49

		d_pharma		Pharmaceutical				223				2.90

		d_extract		Extractive				271				3.53

		d_durable		Durable Manufacturers				2,176				28.34

		d_trans		Transportation				437				5.69

		d_util		Utilities				279				3.63

		d_retail		Retail				1,170				15.24

		d_service		Services				624				8.13

		d_computer		Computers				1,090				14.20

		d_other		Other Industries				45				0.59

				Totals				7,677				100.00
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T1_Corr

		

														n = 15,774

								Big4		Big4after		NonBig4After		BETAm		lnLevTotal		VAR4		lnSize2		lnBtoM		GRWTH1

						AUDWLTH		0.353		0.033		-0.252		0.040		0.362		-0.688		0.194		0.396		0.006

								(0.000)		(0.000)		(0.000)		(0.000)		(0.000)		(0.000)		(0.000)		(0.000)		(0.442)

						Big4				0.319		-0.817		-0.063		0.097		-0.004		0.146		-0.047		0.001

										(0.000)		(0.000)		(0.000)		(0.000)		(0.650)		(0.000)		(0.000)		(0.945)

						Big4after						-0.261		-0.024		0.042		0.022		0.133		-0.078		0.010

												(0.000)		(0.006)		(0.000)		(0.013)		(0.000)		(0.000)		(0246)

						NonBig4After								0.057		-0.067		0.012		-0.118		0.043		0.000

														(0.000)		(0.000)		(0.187)		(0.000)		(0.000)		(0.980)

						BETAm										-0.245		-0.048		-0.209		-0.090		0.081

																(0.000)		(0.000)		(0.000)		(0.000)		(0.000)

		26

						lnLevTotal												0.101		0.178		0.117		-0.012

																		(0.000)		(0.000)		(0.000)		(0.178)

						VAR4														0.075		0.112		0.027

																				(0.000)		(0.000)		(0.002)

						lnSize2																-0.464		-0.082

																						(0.000)		(0.000)

						lnBtoM																		0.048

																								(0.000)

																		(Continued on the next page)





T3Ttest

		

		TABLE 2

		Cost of Capital of Non-Big 4 and Big 4 Auditees Before and After PSLRA

		Panel A: Small vs. Large Groups Before SOX

		Variables				SMALL GROUP																LARGE GROUP																t-value				Wilcoxon

						N				Mean				Median				Std.				N				Mean				Median				Std.								Z-value

		DA				918				0.0242				0.0005				0.6742				910				-0.0228				-0.0204				0.8977				-1.27				-1.62

		ABSDA				918				0.3452				0.1255				0.5796				910				0.4649				0.2420				0.7681				-3.76				6.69***

		Panel B: Small vs. Large Groups After SOX

		Variables				SMALL GROUP																LARGE GROUP																t-value				Wilcoxon

						N				Mean				Median				Std.				N				Mean				Median				Std.								Z-value

		DA				918				-0.4514				-0.0012				2.6207				910				-0.8046				-0.0195				2.7984								8.75***

		ABSDA				918				0.9713				0.0798				2.4754				910				1.1806				0.1077				2.6615

																																														8.75***

		Panel A: Before SOX vs. After SOX for Large NAS Purchasers

		Variables				Before SOX																After SOX																t-value				Wilcoxon

						N				Mean				Median				Std.				N				Mean				Median				Std.								Z-value

		DA				910				-0.0228				-0.0204				0.8977				910				-0.8046				-0.0195				2.7984

		ABSDA				910				0.4649				0.2420				0.7681				910				1.1806				0.1077				2.6615

		Panel B: Before SOX vs. After SOX for Small NAS Purchasers

		Variables				Before SOX																After SOX																t-value				Wilcoxon

						N				Mean				Median				Std.				N				Mean				Median				Std.								Z-value

		DA				918				0.0242				0.0004				0.6742				918				-0.4514				-0.0012				2.6207								-0.88

		ABSDA				918				0.3452				0.1255				0.5796				918				0.9713				0.0798				2.4754

		t- and Z-values are based on two-tailed tests. *, **, and *** indicate significance at the 10%, 5%, and 1% level, respectively.

		Variable definitions:

		DA: discretionary accruals

		ABSDA: absolute value of discretionary accruals

		Panel A: Before SOX vs. After SOX for Large Group

		Variables				Before SOX																After SOX																t-value				Wilcoxon

						N				Mean				Median				Std.				N				Mean				Median				Std.								Z-value

		DA				910				-0.0228				-0.0204				0.8977				910				-0.8046				-0.0195				2.7984				7.08***				8.75***

		ABSDA				910				0.4649				0.2420				0.7681				910				1.1806				0.1077				2.6615





T4_Regress

		

														Model (1)				Model (2)				Model (3)				Model (2)				Model (5)				Model (6)

														COSCAP				COSCAP				COSCAP				COSCAP				COSCAP				COSCAP

														Pooled				Big 4				Non-Big4				Non-Big4				Non-Big4				Non-Big4

										Variables				Estimated Coefficients				Estimated Coefficients				Estimated Coefficients				Estimated Coefficients				Estimated Coefficients				Estimated Coefficients

														(t-value)				(t-value)				(t-value)				(t-value)				(t-value)				(t-value)

										Intercept				0.1891				0.1849				0.1878				0.1917				0.1878				0.1878

														(24.50)***				(23.69)***				(22.10)***				(22.77)***				(22.10)***				(22.10)***

										Auditor Characteristics:

										PSLRA				0.0132				0.0218				0.0218

														(12.02)***				(11.13)***				(11.13)***

										HIAUDEXP*PSLRA																0.0134				0.0220				0.0220

																										(11.90)***				(11.15)***				(11.15)***

										LOWAUDEXP*PSLRA																0.0095				0.0177				0.0177

																										(1.95)*				(3.47)***				(3.47)***

										AUDTYPE				-0.0113				-0.0111				-0.0140				-0.0140				-0.0140				-0.0140

														(-4.80)***				(-4.73)***				(-3.37)***				(-3.35)***				(-3.37)***				(-3.37)***

										AUDTEN				-0.0001				-0.0001				-0.0001				-0.0001				-0.0001				-0.0001

														(-1.77)*				(-1.39)				(-1.39)				(-1.77)*				(-1.39)				(-1.39)

										Control Variables:

						BETAm				BETA				0.0059				0.0059				0.0059				0.0059				0.0059				0.0059

														(9.24)***				(9.33)***				(9.33)***				(9.24)***				(9.33)***				(9.33)***

						lnLevTotal				LNLEV				0.0173				0.0170				0.0170				0.0173				0.0170				0.0170

														(16.21)***				(15.99)***				(16.00)***				(16.22)***				(16.00)***				(16.00)***

						VAR4				VAR				0.1079				0.1075				0.1075				0.1080				0.1075				0.1075

														(16.82)***				(16.82)***				(16.82)***				(16.82)***				(16.82)***				(16.82)***

						lnSize2				LNSIZE				-0.0126				-0.0127				-0.0127				-0.0126				-0.0127				-0.0127

														(-34.51)***				(-34.86)***				(-34.86)***				(-34.51)***				(-34.86)***				(-34.86)***

						lnBtoM				LNBM				0.0153				0.0148				0.0148				0.0153				0.0148				0.0148

														(16.77)***				(16.23)***				(26.24)***				(16.78)***				(26.24)***				(26.24)***

						GRWTH1				GRWTH				0.0076				0.0076				0.0076				0.0076				0.0076				0.0076

														(30.45)***				(30.59)***				(30.56)***				(30.44)***				(30.56)***				(30.56)***

										F-value for Model				246.1***				211.9***				204.1***				235.4***				204.1***				204.1***

														0.4126				0.4167				0.4167				0.4126				0.4167				0.4167

										N				7,677												7,677				7,677				7,677





T6

		

				INC_DA (Model 3)				INC_DA (Model 4)				COSCAP				COSCAP				DEC_DA (Model 3)																DEC_DA (Model 4)

		Variables		Estimated		t-value		Estimated		t-value		Estimated Coefficients				Estimated Coefficients				Estimated				Estimated Coefficients				Estimated Coefficients						t-value		Estimated				Estimated Coefficients				Estimated Coefficients						t-value

				Coefficients				Coefficients				(t-value)				(t-value)				Coefficients				(t-value)				(t-value)								Coefficients				(t-value)				(t-value)

		INTERCEPT		0.6064				0.5608												0.2326														0.93		0.1726														0.67

		Test Variable

		ACT		0.1192																-1.2284

		NAS_ACT						-0.1857																												-0.3340														-1.63

		Control Variables:																																						0.0220				0.0220

		NAS						0.1057		1.51																										0.0891				0.0177				0.0177						0.6

		ACT						0.2067																												-1.0544				-0.0140				-0.0140

		OCF		0.6134				0.6126												-1.5563																-1.5434				-0.0001				-0.0001

		ABSOCF		0.6169				0.6247												-0.8524																-0.8564				-0.0001				-0.0001

		MKT/BOOK		0.0002		0.39		0.0002		0.37										0.0003														0.23		0.0003				0.0059				0.0059						0.21

		LOGTA		-0.0508				-0.0509												0.1892																0.1891				0.0170				0.0170

				-0.0349		-0.86		-0.0368		-0.91										0.0088														0.22		0.009				0.1075				0.1075						0.23

		ACCRUAL		-0.3522				-0.3467												-3.3568																-3.3649				-0.0127				-0.0127

		ABSACCRUAL		0.1099		0.44		0.0920		0.36										-3.5753																-3.6033				0.0148				0.0148

		AUDCODE		-0.2126				-0.2154												-0.3678																-0.3562				0.0076				0.0076

		CHGTA		0.0000		0.55		0.0000		0.59										0.0000														-0.3		0.0000														-0.28

		ACQUISION		0.0642		1.16		0.06104		1.1										-0.5093																-0.5064				0.4167				0.4167

		ISSUE		0.124				0.1113												-0.192														-1.4		-0.1982														-1.44

		LEVERAGE		0.1936				0.1972												-0.777																-0.7774

		LOSS		0.1331				0.1345												-0.1034														-0.76		-0.0942														-0.7

		CHGNI		-0.0014		-0.48		-0.0013		-0.45										0.0014														0.82		0.0016														0.92

		LITRISK		-0.1978				-0.1967												-1.031																-1.022

		F-value for Model

		Adjusted R2		0.039				0.0399												0.148																0.149

		N		1,733				1,733												1,923																1,923





Sheet1

		





T5

		

						DA (Model 1)				DA (Model 2)				COSCAP				COSCAP				ABSDA (Model 1)																ABSDA (Model 2)

		Variables				Estimated		t-value		Estimated		t-value		Estimated Coefficients				Estimated Coefficients				Estimated				Estimated Coefficients				Estimated Coefficients						t-value		Estimated				Estimated Coefficients				Estimated Coefficients						t-value

						Coefficients				Coefficients				(t-value)				(t-value)				Coefficients				(t-value)				(t-value)								Coefficients				(t-value)				(t-value)

		INTERCEPT				0.607				0.5435												0.1959														1.39		0.2091														1.44

		Test Variable

		ACT				-0.6982																0.7268

		NAS_ACT								-0.3475																												0.1348														1.11

		Control Variables:																																								0.0220				0.0220

		NAS								0.0986		1.06																										0.0099				0.0177				0.0177						0.11

		ACT								-0.5252																												0.6589				-0.0140				-0.0140

		OCF				-0.7588				-0.7468												1.06																1.0542				-0.0001				-0.0001

		ABSOCF				-0.2850		-1.22		-0.2678		-1.14										0.7233																0.7102				-0.0001				-0.0001

		MKT/BOOK				-0.0002		-0.31		-0.0002		-0.36										0.0003														0.5		0.0003				0.0059				0.0059						0.51

		LOGTA				0.0892				0.0892												-0.1392																-0.1394				0.0170				0.0170

						-0.0085		-0.27		-0.0082		-0.26										-0.0093														-0.32		-0.0094				0.1075				0.1075						-0.32

		ACCRUAL				0.7119				0.7125												-0.1313														-0.52		-0.1295				-0.0127				-0.0127						-0.51

		ABSACCRUAL				-0.3546		-1.14		-0.3779		-1.21										0.4101														1.4		0.4158				0.0148				0.0148						1.42

		AUDCODE				-0.3404				-0.3297												0.1191														1.15		0.1085				0.0076				0.0076						1.05

		CHGTA				0.0000		0.28		0.0000		0.35										0.0000														0.4		0.0000														0.36

		ACQUISION				-0.3459				-0.3438												0.3677																0.3632				0.4167				0.4167

		ISSUE				0.0147		0.17		0.0045		0.05										0.1326														1.62		0.1321														1.61

		LEVERAGE				-0.3715				-0.3752												0.5332														5.56***		0.5389

		LOSS				-0.0763		-0.91		-0.0642		-0.76										0.1209														1.53		0.1125														1.42

		CHGNI				0.0015		1		0.0016		1.11										-0.0015														-1.11		-0.0016														-1.16

		LITRISK				-0.7173				-0.7088												0.5037																0.4959

		F-value for Model

		Adjusted R2				0.0775				0.0791												0.0848																0.085

		N				3,656				3,656												3,656																3,656

						DA (Model 1)				DA (Model 2)				COSCAP				COSCAP				ABSDA (Model 1)																ABSDA (Model 2)

		Variables				Estimated				Estimated				Estimated Coefficients				Estimated Coefficients				Estimated				Estimated Coefficients				Estimated Coefficients								Estimated				Estimated Coefficients				Estimated Coefficients

						Coefficients				Coefficients				(t-value)				(t-value)				Coefficients				(t-value)				(t-value)								Coefficients				(t-value)				(t-value)

		INTERCEPT				0.607		<.0001		0.5435		0.0004										0.1959														0.166		0.2091														0.1494

		Test Variable

		ACT				-0.6982		<.0001														0.7268														<.0001

		NAS_ACT								-0.3475		0.0072																										0.1348														0.2677

		Control Variables:																																								0.0220				0.0220

		NAS								0.0986		0.2877																										0.0099				0.0177				0.0177						0.9088

		ACT								-0.5252		<.0001																										0.6589				-0.0140				-0.0140						<.0001

		OCF				-0.7588		0.0001		-0.7468		0.0002										1.06														<.0001		1.0542				-0.0001				-0.0001						<.0001

		ABSOCF				-0.2850		0.2234		-0.2678		0.2526										0.7233														0.001		0.7102				-0.0001				-0.0001						0.0013

		MKT/BOOK				-0.0002		0.7598		-0.0002		0.7224										0.0003														0.6181		0.0003				0.0059				0.0059						0.6091

		LOGTA				0.0892		<.0001		0.0892		<.0001										-0.1392														<.0001		-0.1394				0.0170				0.0170						<.0001

						-0.0085		0.7856		-0.0082		0.7916										-0.0093														0.7494		-0.0094				0.1075				0.1075						0.7474

		ACCRUAL				0.7119		0.0086		0.7125		0.0085										-0.1313														0.6057		-0.1295				-0.0127				-0.0127						0.6108

		ABSACCRUAL				-0.3546		0.2555		-0.3779		0.2254										0.4101														0.1617		0.4158				0.0148				0.0148						0.1562

		AUDCODE				-0.3404		0.002		-0.3297		0.0028										0.1191														0.25		0.1085				0.0076				0.0076						0.2959

		CHGTA				0.0000		0.7807		0.0000		0.7289										0.0000														0.6877		0.0000														0.7201

		ACQUISION				-0.3459		<.0001		-0.3438		<.0001										0.3677														<.0001		0.3632				0.4167				0.4167						<.0001

		ISSUE				0.0147		0.8659		0.0045		0.9591										0.1326														0.1046		0.1321														0.1077

		LEVERAGE				-0.3715		0.0003		-0.3752		0.0002										0.5332														<.0001		0.5389														<.0001

		LOSS				-0.0763		0.3636		-0.0642		0.445										0.1209														0.1255		0.1125														0.1547

		CHGNI				0.0015		0.3188		0.0016		0.2673										-0.0015														0.2687		-0.0016														0.2473

		LITRISK				-0.7173		<.0001		-0.7088		<.0001										0.5037														<.0001		0.4959														<.0001

		Adjusted R2				0.0775				0.0791												0.0848																0.085

		N				3,656				3,656												3,656																3,656
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Pearson Correlations among Independent Variables



 



 






TABLE 2   Pearson Correlations among Independent Variables    




Panel A: Before SOX vs. After SOX for Large Group 


Variables


Before SOX After SOX t-value


Wilcoxon


N Mean Median Std. N Mean Median Std.


Z-value


DA 910 -0.0228 -0.0204 0.8977 910 -0.8046 -0.0195 2.7984 8.02


***


-2.12


**


ABSDA 910 0.4649 0.242 0.7681 910 1.1806 0.1077 2.6615 -7.79


***


-3.48


***


Panel B: Before SOX vs. After SOX for Small Group 


Variables


Before SOX After SOX t-value


Wilcoxon


N Mean Median Std. N Mean Median Std.


Z-value


DA 918 0.0242 0.0004 0.6742 918 -0.4514 -0.0012 2.6207 5.33


***


-0.88


ABSDA 918 0.3452 0.1255 0.5796 918 0.9713 0.0798 2.4754 -7.46


***


-2.70


***


 t- and Z-values are based on two-tailed tests. *, **, and *** indicate significance at the 10%, 5%, and 1% level, respectively.


Variable definitions:


DA: discretionary accruals


ABSDA: absolute value of discretionary accruals




- 2.12 ***  




Panel A: Before SOX vs. After SOX for Large Group 


Variables Before SOX After SOX t-value Wilcoxon


N Mean Median Std. N Mean Median Std. Z-value


DA 910 -0.0228 -0.0204 0.8977 910 -0.8046 -0.0195 2.7984 8.02


***


-2.12


**


ABSDA 910 0.4649 0.242 0.7681 910 1.1806 0.1077 2.6615 -7.79


***


-3.48


***


Panel B: Before SOX vs. After SOX for Small Group 


Variables Before SOX After SOX t-value Wilcoxon


N Mean Median Std. N Mean Median Std. Z-value


DA 918 0.0242 0.0004 0.6742 918 -0.4514 -0.0012 2.6207 5.33


***


-0.88


ABSDA 918 0.3452 0.1255 0.5796 918 0.9713 0.0798 2.4754 -7.46


***


-2.70


***


 t- and Z-values are based on two-tailed tests. *, **, and *** indicate significance at the 10%, 5%, and 1% level, respectively.


Variable definitions:


DA: discretionary accruals


ABSDA: absolute value of discretionary accruals
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						Procedures						Firm-Years						Firm


						Group 1: Firms listed on both IBES and COMPUSTAT						14,717						3,468


						Group 2: Group 1 firms whose eps1 forcast is available						14,704


						Group 3: Group 2 firms whose eps2 forecast is available						14,243


						Group 4: Group 3 firms whose eps1 and eps2 are positive						12,571


						Group 5: Group 4 firms whose eps2 is greater than eps1						12,067


						Group 6: Group 5 firms whose fiscal year closing stock price is available on COMPUSTAT						11,887						2,995


						Group 7: Group 6 firms whose stock price data for BETA are available on CRSP						11,204						2,845


						Group 8: Group 7 firms whose financial data necessary for independent						9,729						2,504


						variables are available on COMPUSTAT


						Group 9: Group 8 firms that are not financial institutions						8,929						2,256


						Final sample: Group 9 firms that are not 1995 fiscal year.						7,677						2,236
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						Panel A: Before SOX vs. After SOX for Large Group


						Variables						Before SOX																								After SOX																								t-value						Wilcoxon


												N						Mean						Median						Std.						N						Mean						Median						Std.												Z-value


						DA						910						-0.0228						-0.0204						0.8977						910						-0.8046						-0.0195						2.7984						7.08***						8.75***


						ABSDA						910						0.4649						0.2420						0.7681						910						1.1806						0.1077						2.6615








Desc


			


			Variables						Mean						Median						St. Dev.


			DV						-0.3132						-0.0076						2.0248


			ABSDV						0.7401						0.1272						1.9105


			OCF						0.0480						0.0751						0.2138


			ABSOCF						0.1458						0.1059						0.1635


			MKT/BOOK						2.4213						2.0033						49.3384


			LOGTA						5.6781						5.5310						1.9923


			ROA						-0.1296						0.0234						1.0981


			ACCRUAL						-0.0919						-0.0690						0.1684


			ABSACCRUAL						0.1139						0.0750						0.1544


			AUDCODE						0.8859						1.0000						0.3179


			CHGTA						150.3364						3.7980						1706.8000


			ACQUISION						0.3359						0						0.4724


			ISSUE						0.1893						0						0.3918


			LEVERAGE						0.4906						0.4690						0.3332


			LOSS						0.4086						0						0.4917


			CHGNI						-0.6604						-0.1706						22.0275


			LITRISK						0.3709						0						0.4831
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						Table 1


						Industry Distribution and Mean Audit/Non-Audit Fees


												Number of						Percent of


						Industry						Firm Years						Sample


			d_agr			Agriculture						23						0.30


			d_ming			Mining/Construction						154						2.01


			d_food			Food						246						3.20


			d_textile			Textile/Printing/Publishing						671						8.74


			d_chemical			Chemical						268						3.49


			d_pharma			Pharmaceutical						223						2.90


			d_extract			Extractive						271						3.53


			d_durable			Durable Manufacturers						2,176						28.34


			d_trans			Transportation						437						5.69


			d_util			Utilities						279						3.63


			d_retail			Retail						1,170						15.24


			d_service			Services						624						8.13


			d_computer			Computers						1,090						14.20


			d_other			Other Industries						45						0.59


						Totals						7,677						100.00
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																					n = 15,774


												Big4			Big4after			NonBig4After			BETAm			lnLevTotal			VAR4			lnSize2			lnBtoM			GRWTH1


									AUDWLTH			0.353			0.033			-0.252			0.040			0.362			-0.688			0.194			0.396			0.006


												(0.000)			(0.000)			(0.000)			(0.000)			(0.000)			(0.000)			(0.000)			(0.000)			(0.442)


									Big4						0.319			-0.817			-0.063			0.097			-0.004			0.146			-0.047			0.001


															(0.000)			(0.000)			(0.000)			(0.000)			(0.650)			(0.000)			(0.000)			(0.945)


									Big4after									-0.261			-0.024			0.042			0.022			0.133			-0.078			0.010


																		(0.000)			(0.006)			(0.000)			(0.013)			(0.000)			(0.000)			(0246)


									NonBig4After												0.057			-0.067			0.012			-0.118			0.043			0.000


																					(0.000)			(0.000)			(0.187)			(0.000)			(0.000)			(0.980)


									BETAm															-0.245			-0.048			-0.209			-0.090			0.081


																								(0.000)			(0.000)			(0.000)			(0.000)			(0.000)


			26


									lnLevTotal																		0.101			0.178			0.117			-0.012


																											(0.000)			(0.000)			(0.000)			(0.178)


									VAR4																					0.075			0.112			0.027


																														(0.000)			(0.000)			(0.002)


									lnSize2																								-0.464			-0.082


																																	(0.000)			(0.000)


									lnBtoM																											0.048


																																				(0.000)


																											(Continued on the next page)
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			TABLE 2


			Cost of Capital of Non-Big 4 and Big 4 Auditees Before and After PSLRA


			Panel A: Small vs. Large Groups Before SOX


			Variables						SMALL GROUP																								LARGE GROUP																								P-value


									N						Mean						Median						Std.						N						Mean						Median						Std.						t-test						Wilcoxon


			DA						918						0.0242						0.0005						0.6742						910						-0.0228						-0.0204						0.8977						-1.27						-1.62


			ABSDA						918						0.3452						0.1255						0.5796						910						0.4649						0.242						0.7681						3.76***						6.69***


			Panel B: Small vs. Large Groups After SOX


			Variables						SMALL GROUP																								LARGE GROUP																								t-value						Wilcoxon


									N						Mean						Median						Std.						N						Mean						Median						Std.												Z-value


			DA						918						-0.4514						-0.0012						2.6207						910						-0.8046						-0.0195						2.7984												8.75***


			ABSDA						918						0.9713						0.0798						2.4754						910						1.1806						0.1077						2.6615


																																																																					-8.75


			Panel A: Before SOX vs. After SOX for Large Group


			Variables						Before SOX																								After SOX																								t-value						Wilcoxon


									N						Mean						Median						Std.						N						Mean						Median						Std.												Z-value


			DA						910						-0.0228						-0.0204						0.8977						910						-0.8046						-0.0195						2.7984


			ABSDA						910						0.4649						0.242						0.7681						910						1.1806						0.1077						2.6615


			Panel B: Before SOX vs. After SOX for Small Group


			Variables						Before SOX																								After SOX																								t-value						Wilcoxon						-8.75


									N						Mean						Median						Std.						N						Mean						Median						Std.												Z-value


			DA						918						0.0242						0.0004						0.6742						918						-0.4514						-0.0012						2.6207												-0.88


			ABSDA						918						0.3452						0.1255						0.5796						918						0.9713						0.0798						2.4754


			t- and Z-values are based on two-tailed tests. *, **, and *** indicate significance at the 10%, 5%, and 1% level, respectively.


			Variable definitions:


			DA: discretionary accruals


			ABSDA: absolute value of discretionary accruals


			Panel A: Before SOX vs. After SOX for Large Group


			Variables						Before SOX																								After SOX																								t-value						Wilcoxon


									N						Mean						Median						Std.						N						Mean						Median						Std.												Z-value


			DA						910						-0.0228						-0.0204						0.8977						910						-0.8046						-0.0195						2.7984						7.08***						8.75***


			ABSDA						910						0.4649						0.242						0.7681						910						1.1806						0.1077						2.6615
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																					Model (1)						Model (2)						Model (3)						Model (2)						Model (5)						Model (6)


																					COSCAP						COSCAP						COSCAP						COSCAP						COSCAP						COSCAP


																					Pooled						Big 4						Non-Big4						Non-Big4						Non-Big4						Non-Big4


															Variables						Estimated Coefficients						Estimated Coefficients						Estimated Coefficients						Estimated Coefficients						Estimated Coefficients						Estimated Coefficients


																					(t-value)						(t-value)						(t-value)						(t-value)						(t-value)						(t-value)


															Intercept						0.1891						0.1849						0.1878						0.1917						0.1878						0.1878


																					(24.50)***						(23.69)***						(22.10)***						(22.77)***						(22.10)***						(22.10)***


															Auditor Characteristics:


															PSLRA						0.0132						0.0218						0.0218


																					(12.02)***						(11.13)***						(11.13)***


															HIAUDEXP*PSLRA																								0.0134						0.0220						0.0220


																																							(11.90)***						(11.15)***						(11.15)***


															LOWAUDEXP*PSLRA																								0.0095						0.0177						0.0177


																																							(1.95)*						(3.47)***						(3.47)***


															AUDTYPE						-0.0113						-0.0111						-0.0140						-0.0140						-0.0140						-0.0140


																					(-4.80)***						(-4.73)***						(-3.37)***						(-3.35)***						(-3.37)***						(-3.37)***


															AUDTEN						-0.0001						-0.0001						-0.0001						-0.0001						-0.0001						-0.0001


																					(-1.77)*						(-1.39)						(-1.39)						(-1.77)*						(-1.39)						(-1.39)


															Control Variables:


									BETAm						BETA						0.0059						0.0059						0.0059						0.0059						0.0059						0.0059


																					(9.24)***						(9.33)***						(9.33)***						(9.24)***						(9.33)***						(9.33)***


									lnLevTotal						LNLEV						0.0173						0.0170						0.0170						0.0173						0.0170						0.0170


																					(16.21)***						(15.99)***						(16.00)***						(16.22)***						(16.00)***						(16.00)***


									VAR4						VAR						0.1079						0.1075						0.1075						0.1080						0.1075						0.1075


																					(16.82)***						(16.82)***						(16.82)***						(16.82)***						(16.82)***						(16.82)***


									lnSize2						LNSIZE						-0.0126						-0.0127						-0.0127						-0.0126						-0.0127						-0.0127


																					(-34.51)***						(-34.86)***						(-34.86)***						(-34.51)***						(-34.86)***						(-34.86)***


									lnBtoM						LNBM						0.0153						0.0148						0.0148						0.0153						0.0148						0.0148


																					(16.77)***						(16.23)***						(26.24)***						(16.78)***						(26.24)***						(26.24)***


									GRWTH1						GRWTH						0.0076						0.0076						0.0076						0.0076						0.0076						0.0076


																					(30.45)***						(30.59)***						(30.56)***						(30.44)***						(30.56)***						(30.56)***


															F-value for Model						246.1***						211.9***						204.1***						235.4***						204.1***						204.1***


																					0.4126						0.4167						0.4167						0.4126						0.4167						0.4167


															N						7,677																		7,677						7,677						7,677
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																					INC_DA						COSCAP						COSCAP						DEC_DA


															Variables						Estimated			t-value			Estimated Coefficients						Estimated Coefficients						Estimated						Estimated Coefficients						Estimated Coefficients									t-value


																					Coefficients						(t-value)						(t-value)						Coefficients						(t-value)						(t-value)


															INTERCEPT						0.5608																		0.1726																					0.67


															Test Variable


															LARGE_AFTER						-0.1857																		-0.3340																					-1.63


															Control Variables:																														0.0220						0.0220


															LARGE						0.1057			1.51															0.0891						0.0177						0.0177									0.6


						.									AFTER						0.2067																		-1.0544						-0.0140						-0.0140


															OCF						0.6126																		-1.5434						-0.0001						-0.0001


															ABSOCF						0.6247																		-0.8564						-0.0001						-0.0001


															MKT/BOOK						0.0002			0.37															0.0003						0.0059						0.0059									0.21


															LOGTA						-0.0509																		0.1891						0.0170						0.0170


															ROA						-0.0368			-0.91															0.009						0.1075						0.1075									0.23


															ACCRUAL						-0.3467																		-3.3649						-0.0127						-0.0127


															ABSACCRUAL						0.0920			0.36															-3.6033						0.0148						0.0148


															AUDCODE						-0.2154																		-0.3562						0.0076						0.0076


															CHGTA						0.0000			0.59															0.0000																					-0.28


															ACQUISION						0.06104			1.1															-0.5064						0.4167						0.4167


															ISSUE						0.1113																		-0.1982																					-1.44


															LEVERAGE						0.1972																		-0.7774


															LOSS						0.1345																		-0.0942																					-0.7


															CHGNI						-0.0013			-0.45															0.0016																					0.92


															LITRISK						-0.1967																		-1.022


															F-value for Model


															Adjusted R2						0.0399																		0.149


															N						1,733																		1,923
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			Panel C: Before SOX vs. After SOX for Large Group


			Variables						Before SOX																								After SOX																								t-value						Wilcoxon


									N						Mean						Median						Std.						N						Mean						Median						Std.												Z-value


			DA						910						-0.0228						-0.0204						0.8977						910						-0.8046						-0.0195						2.7984						7.08***						8.75***


			ABSDA						910						0.4649						0.2420						0.7681						910						1.1806						0.1077						2.6615


			Panel D: Before SOX vs. After SOX for Small Group


			Variables						Before SOX																								After SOX																								t-value						Wilcoxon


									N						Mean						Median						Std.						N						Mean						Median						Std.												Z-value


			DA						918						0.0242						0.0004						0.6742						918						-0.4514						-0.0012						2.6207


			ABSDA						918						0.3452						0.1255						0.5796						918						0.9713						0.0798						2.4754						-7.46


			t- and Z-values are based on two-tailed tests. *, **, and *** indicate significance at the 10%, 5%, and 1% level, respectively.


			Variable definitions:


			DA: discretionary accruals


			ABSDA: absolute value of discretionary accruals
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																					DA						COSCAP						COSCAP						ABSDA


															Variables						Estimated			t-value			Estimated Coefficients						Estimated Coefficients						Estimated						Estimated Coefficients						Estimated Coefficients									t-value


																					Coefficients						(t-value)						(t-value)						Coefficients						(t-value)						(t-value)


															INTERCEPT						0.5435																		0.2091																					1.44


															Test Variable


															LARGE_AFTER						-0.3475																		0.1348																					1.11


															Control Variables:																														0.0220						0.0220


															LARGE						0.0986			1.06															0.0099						0.0177						0.0177									0.11


															AFTER						-0.5252																		0.6589						-0.0140						-0.0140


															OCF						-0.7468																		1.0542						-0.0001						-0.0001


															ABSOCF						-0.2678			-1.14															0.7102						-0.0001						-0.0001


															MKT/BOOK						-0.0002			-0.36															0.0003						0.0059						0.0059									0.51


															LOGTA						0.0892																		-0.1394						0.0170						0.0170


															ROA						-0.0082			-0.26															-0.0094						0.1075						0.1075									-0.32


															ACCRUAL						0.7125																		-0.1295						-0.0127						-0.0127									-0.51


															ABSACCRUAL						-0.3779			-1.21															0.4158						0.0148						0.0148									1.42


															AUDCODE						-0.3297																		0.1085						0.0076						0.0076									1.05


															CHGTA						0.0000			0.35															0.0000																					0.36


															ACQUISION						-0.3438																		0.3632						0.4167						0.4167


															ISSUE						0.0045			0.05															0.1321																					1.61


															LEVERAGE						-0.3752																		0.5389


															LOSS						-0.0642			-0.76															0.1125																					1.42


															CHGNI						0.0016			1.11															-0.0016																					-1.16


															LITRISK						-0.7088																		0.4959


															F-value for Model


															Adjusted R2						0.0791																		0.085


															N						3,656																		3,656
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						Procedures						Firm-Years						Firm


						Group 1: Firms listed on both IBES and COMPUSTAT						14,717						3,468


						Group 2: Group 1 firms whose eps1 forcast is available						14,704


						Group 3: Group 2 firms whose eps2 forecast is available						14,243


						Group 4: Group 3 firms whose eps1 and eps2 are positive						12,571


						Group 5: Group 4 firms whose eps2 is greater than eps1						12,067


						Group 6: Group 5 firms whose fiscal year closing stock price is available on COMPUSTAT						11,887						2,995


						Group 7: Group 6 firms whose stock price data for BETA are available on CRSP						11,204						2,845


						Group 8: Group 7 firms whose financial data necessary for independent						9,729						2,504


						variables are available on COMPUSTAT


						Group 9: Group 8 firms that are not financial institutions						8,929						2,256


						Final sample: Group 9 firms that are not 1995 fiscal year.						7,677						2,236
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						Panel A: Before SOX vs. After SOX for Large Group


						Variables						Before SOX																								After SOX																								t-value						Wilcoxon


												N						Mean						Median						Std.						N						Mean						Median						Std.												Z-value


						DA						910						-0.0228						-0.0204						0.8977						910						-0.8046						-0.0195						2.7984						7.08***						8.75***


						ABSDA						910						0.4649						0.2420						0.7681						910						1.1806						0.1077						2.6615








Desc


			


			Variables						Mean						Median						St. Dev.


			DV						-0.3132						-0.0076						2.0248


			ABSDV						0.7401						0.1272						1.9105


			OCF						0.0480						0.0751						0.2138


			ABSOCF						0.1458						0.1059						0.1635


			MKT/BOOK						2.4213						2.0033						49.3384


			LOGTA						5.6781						5.5310						1.9923


			ROA						-0.1296						0.0234						1.0981


			ACCRUAL						-0.0919						-0.0690						0.1684


			ABSACCRUAL						0.1139						0.0750						0.1544


			AUDCODE						0.8859						1.0000						0.3179


			CHGTA						150.3364						3.7980						1706.8000


			ACQUISION						0.3359						0						0.4724


			ISSUE						0.1893						0						0.3918


			LEVERAGE						0.4906						0.4690						0.3332


			LOSS						0.4086						0						0.4917


			CHGNI						-0.6604						-0.1706						22.0275


			LITRISK						0.3709						0						0.4831








T1_IndDIST


			


						Table 1


						Industry Distribution and Mean Audit/Non-Audit Fees


												Number of						Percent of


						Industry						Firm Years						Sample


			d_agr			Agriculture						23						0.30


			d_ming			Mining/Construction						154						2.01


			d_food			Food						246						3.20


			d_textile			Textile/Printing/Publishing						671						8.74


			d_chemical			Chemical						268						3.49


			d_pharma			Pharmaceutical						223						2.90


			d_extract			Extractive						271						3.53


			d_durable			Durable Manufacturers						2,176						28.34


			d_trans			Transportation						437						5.69


			d_util			Utilities						279						3.63


			d_retail			Retail						1,170						15.24


			d_service			Services						624						8.13


			d_computer			Computers						1,090						14.20


			d_other			Other Industries						45						0.59


						Totals						7,677						100.00
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																					n = 15,774


												Big4			Big4after			NonBig4After			BETAm			lnLevTotal			VAR4			lnSize2			lnBtoM			GRWTH1


									AUDWLTH			0.353			0.033			-0.252			0.040			0.362			-0.688			0.194			0.396			0.006


												(0.000)			(0.000)			(0.000)			(0.000)			(0.000)			(0.000)			(0.000)			(0.000)			(0.442)


									Big4						0.319			-0.817			-0.063			0.097			-0.004			0.146			-0.047			0.001


															(0.000)			(0.000)			(0.000)			(0.000)			(0.650)			(0.000)			(0.000)			(0.945)


									Big4after									-0.261			-0.024			0.042			0.022			0.133			-0.078			0.010


																		(0.000)			(0.006)			(0.000)			(0.013)			(0.000)			(0.000)			(0246)


									NonBig4After												0.057			-0.067			0.012			-0.118			0.043			0.000


																					(0.000)			(0.000)			(0.187)			(0.000)			(0.000)			(0.980)


									BETAm															-0.245			-0.048			-0.209			-0.090			0.081


																								(0.000)			(0.000)			(0.000)			(0.000)			(0.000)


			26


									lnLevTotal																		0.101			0.178			0.117			-0.012


																											(0.000)			(0.000)			(0.000)			(0.178)


									VAR4																					0.075			0.112			0.027


																														(0.000)			(0.000)			(0.002)


									lnSize2																								-0.464			-0.082


																																	(0.000)			(0.000)


									lnBtoM																											0.048


																																				(0.000)


																											(Continued on the next page)
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			TABLE 2


			Cost of Capital of Non-Big 4 and Big 4 Auditees Before and After PSLRA


			Panel A: Small vs. Large Groups Before SOX


			Variables						SMALL GROUP																								LARGE GROUP																								P-value


									N						Mean						Median						Std.						N						Mean						Median						Std.						t-test						Wilcoxon


			DA						918						0.0242						0.0005						0.6742						910						-0.0228						-0.0204						0.8977						-1.27						-1.62


			ABSDA						918						0.3452						0.1255						0.5796						910						0.4649						0.242						0.7681						3.76***						6.69***


			Panel B: Small vs. Large Groups After SOX


			Variables						SMALL GROUP																								LARGE GROUP																								t-value						Wilcoxon


									N						Mean						Median						Std.						N						Mean						Median						Std.												Z-value


			DA						918						-0.4514						-0.0012						2.6207						910						-0.8046						-0.0195						2.7984												8.75***


			ABSDA						918						0.9713						0.0798						2.4754						910						1.1806						0.1077						2.6615


																																																																					-8.75


			Panel A: Before SOX vs. After SOX for Large Group


			Variables						Before SOX																								After SOX																								t-value						Wilcoxon


									N						Mean						Median						Std.						N						Mean						Median						Std.												Z-value


			DA						910						-0.0228						-0.0204						0.8977						910						-0.8046						-0.0195						2.7984


			ABSDA						910						0.4649						0.242						0.7681						910						1.1806						0.1077						2.6615


			Panel B: Before SOX vs. After SOX for Small Group


			Variables						Before SOX																								After SOX																								t-value						Wilcoxon						-8.75


									N						Mean						Median						Std.						N						Mean						Median						Std.												Z-value


			DA						918						0.0242						0.0004						0.6742						918						-0.4514						-0.0012						2.6207												-0.88


			ABSDA						918						0.3452						0.1255						0.5796						918						0.9713						0.0798						2.4754


			t- and Z-values are based on two-tailed tests. *, **, and *** indicate significance at the 10%, 5%, and 1% level, respectively.


			Variable definitions:


			DA: discretionary accruals


			ABSDA: absolute value of discretionary accruals


			Panel A: Before SOX vs. After SOX for Large Group


			Variables						Before SOX																								After SOX																								t-value						Wilcoxon


									N						Mean						Median						Std.						N						Mean						Median						Std.												Z-value


			DA						910						-0.0228						-0.0204						0.8977						910						-0.8046						-0.0195						2.7984						7.08***						8.75***


			ABSDA						910						0.4649						0.242						0.7681						910						1.1806						0.1077						2.6615








T4_Regress


			


																					Model (1)						Model (2)						Model (3)						Model (2)						Model (5)						Model (6)


																					COSCAP						COSCAP						COSCAP						COSCAP						COSCAP						COSCAP


																					Pooled						Big 4						Non-Big4						Non-Big4						Non-Big4						Non-Big4


															Variables						Estimated Coefficients						Estimated Coefficients						Estimated Coefficients						Estimated Coefficients						Estimated Coefficients						Estimated Coefficients


																					(t-value)						(t-value)						(t-value)						(t-value)						(t-value)						(t-value)


															Intercept						0.1891						0.1849						0.1878						0.1917						0.1878						0.1878


																					(24.50)***						(23.69)***						(22.10)***						(22.77)***						(22.10)***						(22.10)***


															Auditor Characteristics:


															PSLRA						0.0132						0.0218						0.0218


																					(12.02)***						(11.13)***						(11.13)***


															HIAUDEXP*PSLRA																								0.0134						0.0220						0.0220


																																							(11.90)***						(11.15)***						(11.15)***


															LOWAUDEXP*PSLRA																								0.0095						0.0177						0.0177


																																							(1.95)*						(3.47)***						(3.47)***


															AUDTYPE						-0.0113						-0.0111						-0.0140						-0.0140						-0.0140						-0.0140


																					(-4.80)***						(-4.73)***						(-3.37)***						(-3.35)***						(-3.37)***						(-3.37)***


															AUDTEN						-0.0001						-0.0001						-0.0001						-0.0001						-0.0001						-0.0001


																					(-1.77)*						(-1.39)						(-1.39)						(-1.77)*						(-1.39)						(-1.39)


															Control Variables:


									BETAm						BETA						0.0059						0.0059						0.0059						0.0059						0.0059						0.0059


																					(9.24)***						(9.33)***						(9.33)***						(9.24)***						(9.33)***						(9.33)***


									lnLevTotal						LNLEV						0.0173						0.0170						0.0170						0.0173						0.0170						0.0170


																					(16.21)***						(15.99)***						(16.00)***						(16.22)***						(16.00)***						(16.00)***


									VAR4						VAR						0.1079						0.1075						0.1075						0.1080						0.1075						0.1075


																					(16.82)***						(16.82)***						(16.82)***						(16.82)***						(16.82)***						(16.82)***


									lnSize2						LNSIZE						-0.0126						-0.0127						-0.0127						-0.0126						-0.0127						-0.0127


																					(-34.51)***						(-34.86)***						(-34.86)***						(-34.51)***						(-34.86)***						(-34.86)***


									lnBtoM						LNBM						0.0153						0.0148						0.0148						0.0153						0.0148						0.0148


																					(16.77)***						(16.23)***						(26.24)***						(16.78)***						(26.24)***						(26.24)***


									GRWTH1						GRWTH						0.0076						0.0076						0.0076						0.0076						0.0076						0.0076


																					(30.45)***						(30.59)***						(30.56)***						(30.44)***						(30.56)***						(30.56)***


															F-value for Model						246.1***						211.9***						204.1***						235.4***						204.1***						204.1***


																					0.4126						0.4167						0.4167						0.4126						0.4167						0.4167


															N						7,677																		7,677						7,677						7,677
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																					INC_DA						COSCAP						COSCAP						DEC_DA


															Variables						Estimated			t-value			Estimated Coefficients						Estimated Coefficients						Estimated						Estimated Coefficients						Estimated Coefficients									t-value


																					Coefficients						(t-value)						(t-value)						Coefficients						(t-value)						(t-value)


															INTERCEPT						0.5608																		0.1726																					0.67


															Test Variable


															LARGE_AFTER						-0.1857																		-0.3340																					-1.63


															Control Variables:																														0.0220						0.0220


															LARGE						0.1057			1.51															0.0891						0.0177						0.0177									0.6


						.									AFTER						0.2067																		-1.0544						-0.0140						-0.0140


															OCF						0.6126																		-1.5434						-0.0001						-0.0001


															ABSOCF						0.6247																		-0.8564						-0.0001						-0.0001


															MKT/BOOK						0.0002			0.37															0.0003						0.0059						0.0059									0.21


															LOGTA						-0.0509																		0.1891						0.0170						0.0170


															ROA						-0.0368			-0.91															0.009						0.1075						0.1075									0.23


															ACCRUAL						-0.3467																		-3.3649						-0.0127						-0.0127


															ABSACCRUAL						0.0920			0.36															-3.6033						0.0148						0.0148


															AUDCODE						-0.2154																		-0.3562						0.0076						0.0076


															CHGTA						0.0000			0.59															0.0000																					-0.28


															ACQUISION						0.06104			1.1															-0.5064						0.4167						0.4167


															ISSUE						0.1113																		-0.1982																					-1.44


															LEVERAGE						0.1972																		-0.7774


															LOSS						0.1345																		-0.0942																					-0.7


															CHGNI						-0.0013			-0.45															0.0016																					0.92


															LITRISK						-0.1967																		-1.022


															F-value for Model


															Adjusted R2						0.0399																		0.149


															N						1,733																		1,923








Sheet2


			


			Panel C: Before SOX vs. After SOX for Large Group


			Variables						Before SOX																								After SOX																								t-value						Wilcoxon


									N						Mean						Median						Std.						N						Mean						Median						Std.												Z-value


			DA						910						-0.0228						-0.0204						0.8977						910						-0.8046						-0.0195						2.7984						7.08***						8.75***


			ABSDA						910						0.4649						0.2420						0.7681						910						1.1806						0.1077						2.6615


			Panel D: Before SOX vs. After SOX for Small Group


			Variables						Before SOX																								After SOX																								t-value						Wilcoxon


									N						Mean						Median						Std.						N						Mean						Median						Std.												Z-value


			DA						918						0.0242						0.0004						0.6742						918						-0.4514						-0.0012						2.6207


			ABSDA						918						0.3452						0.1255						0.5796						918						0.9713						0.0798						2.4754						-7.46


			t- and Z-values are based on two-tailed tests. *, **, and *** indicate significance at the 10%, 5%, and 1% level, respectively.


			Variable definitions:


			DA: discretionary accruals


			ABSDA: absolute value of discretionary accruals
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																					DA						COSCAP						COSCAP						ABSDA


															Variables						Estimated			t-value			Estimated Coefficients						Estimated Coefficients						Estimated						Estimated Coefficients						Estimated Coefficients									t-value


																					Coefficients						(t-value)						(t-value)						Coefficients						(t-value)						(t-value)


															INTERCEPT						0.5435																		0.2091																					1.44


															Test Variable


															LARGE_AFTER						-0.3475																		0.1348																					1.11


															Control Variables:																														0.0220						0.0220


															LARGE						0.0986			1.06															0.0099						0.0177						0.0177									0.11


															AFTER						-0.5252																		0.6589						-0.0140						-0.0140


															OCF						-0.7468																		1.0542						-0.0001						-0.0001


															ABSOCF						-0.2678			-1.14															0.7102						-0.0001						-0.0001


															MKT/BOOK						-0.0002			-0.36															0.0003						0.0059						0.0059									0.51


															LOGTA						0.0892																		-0.1394						0.0170						0.0170


															ROA						-0.0082			-0.26															-0.0094						0.1075						0.1075									-0.32


															ACCRUAL						0.7125																		-0.1295						-0.0127						-0.0127									-0.51


															ABSACCRUAL						-0.3779			-1.21															0.4158						0.0148						0.0148									1.42


															AUDCODE						-0.3297																		0.1085						0.0076						0.0076									1.05


															CHGTA						0.0000			0.35															0.0000																					0.36


															ACQUISION						-0.3438																		0.3632						0.4167						0.4167


															ISSUE						0.0045			0.05															0.1321																					1.61


															LEVERAGE						-0.3752																		0.5389


															LOSS						-0.0642			-0.76															0.1125																					1.42


															CHGNI						0.0016			1.11															-0.0016																					-1.16


															LITRISK						-0.7088																		0.4959


															F-value for Model


															Adjusted R2						0.0791																		0.085


															N						3,656																		3,656
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TABLE 2   Pearson Correlations among Independent Variables    
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T1_AllFirm

		

				Procedures				Firm-Years				Firm

				Group 1: Firms listed on both IBES and COMPUSTAT				14,717				3,468

				Group 2: Group 1 firms whose eps1 forcast is available				14,704

				Group 3: Group 2 firms whose eps2 forecast is available				14,243

				Group 4: Group 3 firms whose eps1 and eps2 are positive				12,571

				Group 5: Group 4 firms whose eps2 is greater than eps1				12,067

				Group 6: Group 5 firms whose fiscal year closing stock price is available on COMPUSTAT				11,887				2,995

				Group 7: Group 6 firms whose stock price data for BETA are available on CRSP				11,204				2,845

				Group 8: Group 7 firms whose financial data necessary for independent				9,729				2,504

				variables are available on COMPUSTAT

				Group 9: Group 8 firms that are not financial institutions				8,929				2,256

				Final sample: Group 9 firms that are not 1995 fiscal year.				7,677				2,236





Desc

		

		Variables				Mean				Median				St. Dev.

		DV				-0.3132				-0.0076				2.0248

		ABSDV				0.7401				0.1272				1.9105

		OCF				0.0480				0.0751				0.2138

		ABSOCF				0.1458				0.1059				0.1635

		MKT/BOOK				2.4213				2.0033				49.3384

		LOGTA				5.6781				5.5310				1.9923

		ROA				-0.1296				0.0234				1.0981

		ACCRUAL				-0.0919				-0.0690				0.1684

		ABSACCRUAL				0.1139				0.0750				0.1544

		AUDCODE				0.8859				1.0000				0.3179

		CHGTA				150.3364				3.7980				1706.8000

		ACQUISION				0.3359				0				0.4724

		ISSUE				0.1893				0				0.3918

		LEVERAGE				0.4906				0.4690				0.3332

		LOSS				0.4086				0				0.4917

		CHGNI				-0.6604				-0.1706				22.0275

		LITRISK				0.3709				0				0.4831





T1_IndDIST

		

				Table 1

				Industry Distribution and Mean Audit/Non-Audit Fees

								Number of				Percent of

				Industry				Firm Years				Sample

		d_agr		Agriculture				23				0.30

		d_ming		Mining/Construction				154				2.01

		d_food		Food				246				3.20

		d_textile		Textile/Printing/Publishing				671				8.74

		d_chemical		Chemical				268				3.49

		d_pharma		Pharmaceutical				223				2.90

		d_extract		Extractive				271				3.53

		d_durable		Durable Manufacturers				2,176				28.34

		d_trans		Transportation				437				5.69

		d_util		Utilities				279				3.63

		d_retail		Retail				1,170				15.24

		d_service		Services				624				8.13

		d_computer		Computers				1,090				14.20

		d_other		Other Industries				45				0.59

				Totals				7,677				100.00
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														n = 15,774

								Big4		Big4after		NonBig4After		BETAm		lnLevTotal		VAR4		lnSize2		lnBtoM		GRWTH1

						AUDWLTH		0.353		0.033		-0.252		0.040		0.362		-0.688		0.194		0.396		0.006

								(0.000)		(0.000)		(0.000)		(0.000)		(0.000)		(0.000)		(0.000)		(0.000)		(0.442)

						Big4				0.319		-0.817		-0.063		0.097		-0.004		0.146		-0.047		0.001

										(0.000)		(0.000)		(0.000)		(0.000)		(0.650)		(0.000)		(0.000)		(0.945)

						Big4after						-0.261		-0.024		0.042		0.022		0.133		-0.078		0.010

												(0.000)		(0.006)		(0.000)		(0.013)		(0.000)		(0.000)		(0246)

						NonBig4After								0.057		-0.067		0.012		-0.118		0.043		0.000

														(0.000)		(0.000)		(0.187)		(0.000)		(0.000)		(0.980)

						BETAm										-0.245		-0.048		-0.209		-0.090		0.081

																(0.000)		(0.000)		(0.000)		(0.000)		(0.000)
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						lnLevTotal												0.101		0.178		0.117		-0.012

																		(0.000)		(0.000)		(0.000)		(0.178)

						VAR4														0.075		0.112		0.027

																				(0.000)		(0.000)		(0.002)

						lnSize2																-0.464		-0.082

																						(0.000)		(0.000)

						lnBtoM																		0.048

																								(0.000)

																		(Continued on the next page)
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		TABLE 2

		Cost of Capital of Non-Big 4 and Big 4 Auditees Before and After PSLRA

		Panel A: Small vs. Large Groups Before SOX

		Variables				SMALL GROUP																LARGE GROUP																t-value				Wilcoxon

						N				Mean				Median				Std.				N				Mean				Median				Std.								Z-value

		DA				918				0.0242				0.0005				0.6742				910				-0.0228				-0.0204				0.8977				-1.27				-1.62

		ABSDA				918				0.3452				0.1255				0.5796				910				0.4649				0.2420				0.7681				-3.76				6.69***

		Panel B: Small vs. Large Groups After SOX

		Variables				SMALL GROUP																LARGE GROUP																t-value				Wilcoxon				-2.79***

						N				Mean				Median				Std.				N				Mean				Median				Std.								Z-value

		DA				918				-0.4514				-0.0012				2.6207				910				-0.8046				-0.0195				2.7984				-2.79***				8.75***

		ABSDA				918				0.9713				0.0798				2.4754				910				1.1806				0.1077				2.6615

																																														8.75***

		Panel A: Before SOX vs. After SOX for Large NAS Purchasers

		Variables				Before SOX																After SOX																t-value				Wilcoxon

						N				Mean				Median				Std.				N				Mean				Median				Std.								Z-value

		DA				910				-0.0228				-0.0204				0.8977				910				-0.8046				-0.0195				2.7984				8.02***				-2.12**

		ABSDA				910				0.4649				0.2420				0.7681				910				1.1806				0.1077				2.6615				-7.79***				-3.48***

		Panel B: Before SOX vs. After SOX for Small NAS Purchasers

		Variables				Before SOX																After SOX																t-value				Wilcoxon

						N				Mean				Median				Std.				N				Mean				Median				Std.								Z-value

		DA				918				0.0242				0.0004				0.6742				918				-0.4514				-0.0012				2.6207				5.33***				-0.88

		ABSDA				918				0.3452				0.1255				0.5796				918				0.9713				0.0798				2.4754				-7.46***				-2.70***

		t- and Z-values are based on two-tailed tests. *, **, and *** indicate significance at the 10%, 5%, and 1% level, respectively.

		Variable definitions:

		DA: discretionary accruals

		ABSDA: absolute value of discretionary accruals

		Panel A: Before SOX vs. After SOX for Large Group

		Variables				Before SOX																After SOX																t-value				Wilcoxon

						N				Mean				Median				Std.				N				Mean				Median				Std.								Z-value

		DA				910				-0.0228				-0.0204				0.8977				910				-0.8046				-0.0195				2.7984				7.08***				8.75***

		ABSDA				910				0.4649				0.2420				0.7681				910				1.1806				0.1077				2.6615
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														Model (1)				Model (2)				Model (3)				Model (2)				Model (5)				Model (6)

														COSCAP				COSCAP				COSCAP				COSCAP				COSCAP				COSCAP

														Pooled				Big 4				Non-Big4				Non-Big4				Non-Big4				Non-Big4

										Variables				Estimated Coefficients				Estimated Coefficients				Estimated Coefficients				Estimated Coefficients				Estimated Coefficients				Estimated Coefficients

														(t-value)				(t-value)				(t-value)				(t-value)				(t-value)				(t-value)

										Intercept				0.1891				0.1849				0.1878				0.1917				0.1878				0.1878

														(24.50)***				(23.69)***				(22.10)***				(22.77)***				(22.10)***				(22.10)***

										Auditor Characteristics:

										PSLRA				0.0132				0.0218				0.0218

														(12.02)***				(11.13)***				(11.13)***

										HIAUDEXP*PSLRA																0.0134				0.0220				0.0220

																										(11.90)***				(11.15)***				(11.15)***

										LOWAUDEXP*PSLRA																0.0095				0.0177				0.0177

																										(1.95)*				(3.47)***				(3.47)***

										AUDTYPE				-0.0113				-0.0111				-0.0140				-0.0140				-0.0140				-0.0140

														(-4.80)***				(-4.73)***				(-3.37)***				(-3.35)***				(-3.37)***				(-3.37)***

										AUDTEN				-0.0001				-0.0001				-0.0001				-0.0001				-0.0001				-0.0001

														(-1.77)*				(-1.39)				(-1.39)				(-1.77)*				(-1.39)				(-1.39)

										Control Variables:

						BETAm				BETA				0.0059				0.0059				0.0059				0.0059				0.0059				0.0059

														(9.24)***				(9.33)***				(9.33)***				(9.24)***				(9.33)***				(9.33)***

						lnLevTotal				LNLEV				0.0173				0.0170				0.0170				0.0173				0.0170				0.0170

														(16.21)***				(15.99)***				(16.00)***				(16.22)***				(16.00)***				(16.00)***

						VAR4				VAR				0.1079				0.1075				0.1075				0.1080				0.1075				0.1075

														(16.82)***				(16.82)***				(16.82)***				(16.82)***				(16.82)***				(16.82)***

						lnSize2				LNSIZE				-0.0126				-0.0127				-0.0127				-0.0126				-0.0127				-0.0127

														(-34.51)***				(-34.86)***				(-34.86)***				(-34.51)***				(-34.86)***				(-34.86)***

						lnBtoM				LNBM				0.0153				0.0148				0.0148				0.0153				0.0148				0.0148

														(16.77)***				(16.23)***				(26.24)***				(16.78)***				(26.24)***				(26.24)***

						GRWTH1				GRWTH				0.0076				0.0076				0.0076				0.0076				0.0076				0.0076

														(30.45)***				(30.59)***				(30.56)***				(30.44)***				(30.56)***				(30.56)***

										F-value for Model				246.1***				211.9***				204.1***				235.4***				204.1***				204.1***

										Adjusted R2				0.4126				0.4167				0.4167				0.4126				0.4167				0.4167

										N				7,677												7,677				7,677				7,677
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				INC_DA (Model 3)				INC_DA (Model 4)				COSCAP				COSCAP				DEC_DA (Model 3)																DEC_DA (Model 4)

		Variables		Estimated		t-value		Estimated		t-value		Estimated Coefficients				Estimated Coefficients				Estimated				Estimated Coefficients				Estimated Coefficients						t-value		Estimated				Estimated Coefficients				Estimated Coefficients						t-value

				Coefficients				Coefficients				(t-value)				(t-value)				Coefficients				(t-value)				(t-value)								Coefficients				(t-value)				(t-value)

		INTERCEPT		0.6064		5.48***		0.5608		4.94***										0.2326														0.93		0.1726														0.67

		Test Variable

		ACT		0.1192		2.37**														-1.2284														-11.90***

		NAS_ACT						-0.1857		-1.88*																										-0.3340														-1.63

		Control Variables:																																						0.0220				0.0220

		NAS						0.1057		1.51																										0.0891				0.0177				0.0177						0.6

		ACT						0.2067		3.02***																										-1.0544				-0.0140				-0.0140						-7.16***

		OCF		0.6134		3.84***		0.6126		3.84***										-1.5563														-4.83***		-1.5434				-0.0001				-0.0001						-4.79***

		ABSOCF		0.6169		3.29***		0.6247		3.32***										-0.8524														-2.27**		-0.8564				-0.0001				-0.0001						-2.28**

		MKT/BOOK		0.0002		0.39		0.0002		0.37										0.0003														0.23		0.0003				0.0059				0.0059						0.21

		LOGTA		-0.0508		-3.23***		-0.0509		-3.24***										0.1892														6***		0.1891				0.0170				0.0170						5.99***

		ROAt-1		-0.0349		-0.86		-0.0368		-0.91										0.0088														0.22		0.009				0.1075				0.1075						0.23

		ACCRUAL		-0.3522		-1.88*		-0.3467		-1.85*										-3.3568														-3.89***		-3.3649				-0.0127				-0.0127						-3.90***

		ABSACCRUAL		0.1099		0.44		0.0920		0.36										-3.5753														-3.98***		-3.6033				0.0148				0.0148						-4.01***

		AUDCODE		-0.2126		-2.55**		-0.2154		-2.58***										-0.3678														-2.09**		-0.3562				0.0076				0.0076						-2.02**

		CHGTA		0.0000		0.55		0.0000		0.59										0.0000														-0.3		0.0000														-0.28

		ACQUISION		0.0642		1.16		0.06104		1.1										-0.5093														-4.60***		-0.5064				0.4167				0.4167						-4.56***

		ISSUE		0.124		1.86*		0.1113		1.66*										-0.192														-1.4		-0.1982														-1.44

		LEVERAGE		0.1936		2.13**		0.1972		2.16**										-0.777														-5.32***		-0.7774														-5.32***

		LOSS		0.1331		2.03**		0.1345		2.05**										-0.1034														-0.76		-0.0942														-0.7

		CHGNI		-0.0014		-0.48		-0.0013		-0.45										0.0014														0.82		0.0016														0.92

		LITRISK		-0.1978		-3.61***		-0.1967		-3.59***										-1.031														-9.36***		-1.022														-9.23***

		F-value for Model		5.4***				5***												21.93***																19.69***

		Adjusted R2		0.039				0.0399												0.148																0.149

		N		1,733				1,733												1,923																1,923

				INC_DA (Model 3)				INC_DA (Model 4)				COSCAP				COSCAP				DEC_DA (Model 3)																DEC_DA (Model 4)

		Variables		Estimated		p-value		Estimated		p-value		Estimated Coefficients				Estimated Coefficients				Estimated				Estimated Coefficients				Estimated Coefficients						p-value		Estimated				Estimated Coefficients				Estimated Coefficients						p-value

				Coefficients				Coefficients				(t-value)				(t-value)				Coefficients				(t-value)				(t-value)								Coefficients				(t-value)				(t-value)

		INTERCEPT		0.6064		<.0001		0.5608		<.0001										0.2326														0.3545		0.1726														0.5015

		Test Variable

		ACT		0.1192		0.0180														-1.2284														<.0001

		NAS_ACT						-0.1857		0.0597																										-0.3340														0.1033

		Control Variables:																																						0.0220				0.0220

		NAS						0.1057		0.1301																										0.0891				0.0177				0.0177						0.5484

		ACT						0.2067		0.0026																										-1.0544				-0.0140				-0.0140						<.0001

		OCF		0.6134		0.0001		0.6126		0.0001										-1.5563														<.0001		-1.5434				-0.0001				-0.0001						<.0001

		ABSOCF		0.6169		0.0010		0.6247		0.0009										-0.8524														0.0233		-0.8564				-0.0001				-0.0001						0.0227

		MKT/BOOK		0.0002		0.6980		0.0002		0.7151										0.0003														0.8208		0.0003				0.0059				0.0059						0.8320

		LOGTA		-0.0508		0.0013		-0.0509		0.0012										0.1892														<.0001		0.1891				0.0170				0.0170						<.0001

		ROAt-1		-0.0349		0.3897		-0.0368		0.3647										0.0088														0.8226		0.0090				0.1075				0.1075						0.8172

		ACCRUAL		-0.3522		0.0606		-0.3467		0.0647										-3.3568														0.0001		-3.3649				-0.0127				-0.0127						<.0001

		ABSACCRUAL		0.1099		0.6631		0.0920		0.7154										-3.5753														<.0001		-3.6033				0.0148				0.0148						<.0001

		AUDCODE		-0.2126		0.0107		-0.2154		0.0100										-0.3678														0.0368		-0.3562				0.0076				0.0076						0.0435

		CHGTA		0.0000		0.5806		0.0000		0.5520										0.0000														0.7610		0.0000														0.7760

		ACQUISION		0.0642		0.2463		0.0610		0.2708										-0.5093														<.0001		-0.5064				0.4167				0.4167						<.0001

		ISSUE		0.1240		0.0629		0.1113		0.0973										-0.1920														0.1611		-0.1982														0.1496

		LEVERAGE		0.1936		0.0335		0.1972		0.0310										-0.7770														<.0001		-0.7774														<.0001

		LOSS		0.1331		0.0423		0.1345		0.0408										-0.1034														0.4446		-0.0942														0.4865

		CHGNI		-0.0014		0.6346		-0.0013		0.6544										0.0014														0.4109		0.0016														0.3596

		LITRISK		-0.1978		0.0003		-0.1967		0.0003										-1.0310														<.0001		-1.0220														<.0001

		Adjusted R2		0.0390				0.0399												0.1480																0.1490

		N		1733				1733												1923																1923
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						DA (Model 1)				DA (Model 2)				COSCAP				COSCAP				ABSDA (Model 1)																ABSDA (Model 2)

		Variables				Estimated		t-value		Estimated		t-value		Estimated Coefficients				Estimated Coefficients				Estimated				Estimated Coefficients				Estimated Coefficients						t-value		Estimated				Estimated Coefficients				Estimated Coefficients						t-value

						Coefficients				Coefficients				(t-value)				(t-value)				Coefficients				(t-value)				(t-value)								Coefficients				(t-value)				(t-value)

		INTERCEPT				0.607		4.03***		0.5435		3.53***										0.1959														1.39		0.2091														1.44

		Test Variable

		ACT				-0.6982		-10.72***														0.7268														11.87***

		NAS_ACT								-0.3475		-2.69***																										0.1348														1.11

		Control Variables:																																								0.0220				0.0220

		NAS								0.0986		1.06																										0.0099				0.0177				0.0177						0.11

		ACT								-0.5252		-5.76***																										0.6589				-0.0140				-0.0140						7.68***

		OCF				-0.7588		-3.83***		-0.7468		-3.77***										1.06														5.69***		1.0542				-0.0001				-0.0001						5.65***

		ABSOCF				-0.2850		-1.22		-0.2678		-1.14										0.7233														3.29***		0.7102				-0.0001				-0.0001						3.23***

		MKT/BOOK				-0.0002		-0.31		-0.0002		-0.36										0.0003														0.5		0.0003				0.0059				0.0059						0.51

		LOGTA				0.0892		4.43***		0.0892		4.43***										-0.1392														-7.36***		-0.1394				0.0170				0.0170						-7.37***

		ROAt-1				-0.0085		-0.27		-0.0082		-0.26										-0.0093														-0.32		-0.0094				0.1075				0.1075						-0.32

		ACCRUAL				0.7119		2.63***		0.7125		2.63***										-0.1313														-0.52		-0.1295				-0.0127				-0.0127						-0.51

		ABSACCRUAL				-0.3546		-1.14		-0.3779		-1.21										0.4101														1.4		0.4158				0.0148				0.0148						1.42

		AUDCODE				-0.3404		-3.09***		-0.3297		-2.99***										0.1191														1.15		0.1085				0.0076				0.0076						1.05

		CHGTA				0.0000		0.28		0.0000		0.35										0.0000														0.4		0.0000														0.36

		ACQUISION				-0.3459		-4.87***		-0.3438		-4.83***										0.3677														5.51***		0.3632				0.4167				0.4167						5.43***

		ISSUE				0.0147		0.17		0.0045		0.05										0.1326														1.62		0.1321														1.61

		LEVERAGE				-0.3715		-3.64***		-0.3752		-3.68***										0.5332														5.56***		0.5389														5.61***

		LOSS				-0.0763		-0.91		-0.0642		-0.76										0.1209														1.53		0.1125														1.42

		CHGNI				0.0015		1		0.0016		1.11										-0.0015														-1.11		-0.0016														-1.16

		LITRISK				-0.7173		-10.23***		-0.7088		-10.08***										0.5037														7.64***		0.4959														7.5***

		F-value for Model				20.18***				18.45***												22.16***																19.86***

		Adjusted R2				0.0775				0.0791												0.0848																0.085

		N				3,656				3,656												3,656																3,656

						DA (Model 1)				DA (Model 2)				COSCAP				COSCAP				ABSDA (Model 1)																ABSDA (Model 2)

		Variables				Estimated		p-value		Estimated		p-value		Estimated Coefficients				Estimated Coefficients				Estimated				Estimated Coefficients				Estimated Coefficients						p-value		Estimated				Estimated Coefficients				Estimated Coefficients						p-value

						Coefficients				Coefficients				(t-value)				(t-value)				Coefficients				(t-value)				(t-value)								Coefficients				(t-value)				(t-value)

		INTERCEPT				0.607		<.0001		0.5435		0.0004										0.1959														0.166		0.2091														0.1494

		Test Variable

		ACT				-0.6982		<.0001														0.7268														<.0001

		NAS_ACT								-0.3475		0.0072																										0.1348														0.2677

		Control Variables:																																								0.0220				0.0220

		NAS								0.0986		0.2877																										0.0099				0.0177				0.0177						0.9088

		ACT								-0.5252		<.0001																										0.6589				-0.0140				-0.0140						<.0001

		OCF				-0.7588		0.0001		-0.7468		0.0002										1.06														<.0001		1.0542				-0.0001				-0.0001						<.0001

		ABSOCF				-0.2850		0.2234		-0.2678		0.2526										0.7233														0.001		0.7102				-0.0001				-0.0001						0.0013

		MKT/BOOK				-0.0002		0.7598		-0.0002		0.7224										0.0003														0.6181		0.0003				0.0059				0.0059						0.6091

		LOGTA				0.0892		<.0001		0.0892		<.0001										-0.1392														<.0001		-0.1394				0.0170				0.0170						<.0001

		ROAt-1				-0.0085		0.7856		-0.0082		0.7916										-0.0093														0.7494		-0.0094				0.1075				0.1075						0.7474

		ACCRUAL				0.7119		0.0086		0.7125		0.0085										-0.1313														0.6057		-0.1295				-0.0127				-0.0127						0.6108

		ABSACCRUAL				-0.3546		0.2555		-0.3779		0.2254										0.4101														0.1617		0.4158				0.0148				0.0148						0.1562

		AUDCODE				-0.3404		0.002		-0.3297		0.0028										0.1191														0.25		0.1085				0.0076				0.0076						0.2959

		CHGTA				0.0000		0.7807		0.0000		0.7289										0.0000														0.6877		0.0000														0.7201

		ACQUISION				-0.3459		<.0001		-0.3438		<.0001										0.3677														<.0001		0.3632				0.4167				0.4167						<.0001

		ISSUE				0.0147		0.8659		0.0045		0.9591										0.1326														0.1046		0.1321														0.1077

		LEVERAGE				-0.3715		0.0003		-0.3752		0.0002										0.5332														<.0001		0.5389														<.0001

		LOSS				-0.0763		0.3636		-0.0642		0.445										0.1209														0.1255		0.1125														0.1547

		CHGNI				0.0015		0.3188		0.0016		0.2673										-0.0015														0.2687		-0.0016														0.2473

		LITRISK				-0.7173		<.0001		-0.7088		<.0001										0.5037														<.0001		0.4959														<.0001

		Adjusted R2				0.0775				0.0791												0.0848																0.085

		N				3,656				3,656												3,656																3,656





TABLE 2



 



Pearson Correlations among Independent Variables



 



 






TABLE 2   Pearson Correlations among Independent Variables    




Panel A: Before SOX vs. After SOX for Large Group 


Variables


Before SOX After SOX t-value


Wilcoxon


N Mean Median Std. N Mean Median Std.


Z-value


DA 910 -0.0228 -0.0204 0.8977 910 -0.8046 -0.0195 2.7984 8.02


***


-2.12


**


ABSDA 910 0.4649 0.242 0.7681 910 1.1806 0.1077 2.6615 -7.79


***


-3.48


***


Panel B: Before SOX vs. After SOX for Small Group 


Variables


Before SOX After SOX t-value


Wilcoxon


N Mean Median Std. N Mean Median Std.


Z-value


DA 918 0.0242 0.0004 0.6742 918 -0.4514 -0.0012 2.6207 5.33


***


-0.88


ABSDA 918 0.3452 0.1255 0.5796 918 0.9713 0.0798 2.4754 -7.46


***


-2.70


***


 t- and Z-values are based on two-tailed tests. *, **, and *** indicate significance at the 10%, 5%, and 1% level, respectively.


Variable definitions:


DA: discretionary accruals


ABSDA: absolute value of discretionary accruals




- 2.12 ***  




Panel A: Before SOX vs. After SOX for Large Group 


Variables Before SOX After SOX t-value Wilcoxon


N Mean Median Std. N Mean Median Std. Z-value


DA 910 -0.0228 -0.0204 0.8977 910 -0.8046 -0.0195 2.7984 8.02


***


-2.12


**


ABSDA 910 0.4649 0.242 0.7681 910 1.1806 0.1077 2.6615 -7.79


***


-3.48


***


Panel B: Before SOX vs. After SOX for Small Group 


Variables Before SOX After SOX t-value Wilcoxon


N Mean Median Std. N Mean Median Std. Z-value


DA 918 0.0242 0.0004 0.6742 918 -0.4514 -0.0012 2.6207 5.33


***


-0.88


ABSDA 918 0.3452 0.1255 0.5796 918 0.9713 0.0798 2.4754 -7.46


***


-2.70


***


 t- and Z-values are based on two-tailed tests. *, **, and *** indicate significance at the 10%, 5%, and 1% level, respectively.


Variable definitions:


DA: discretionary accruals


ABSDA: absolute value of discretionary accruals
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						Procedures						Firm-Years						Firm


						Group 1: Firms listed on both IBES and COMPUSTAT						14,717						3,468


						Group 2: Group 1 firms whose eps1 forcast is available						14,704


						Group 3: Group 2 firms whose eps2 forecast is available						14,243


						Group 4: Group 3 firms whose eps1 and eps2 are positive						12,571


						Group 5: Group 4 firms whose eps2 is greater than eps1						12,067


						Group 6: Group 5 firms whose fiscal year closing stock price is available on COMPUSTAT						11,887						2,995


						Group 7: Group 6 firms whose stock price data for BETA are available on CRSP						11,204						2,845


						Group 8: Group 7 firms whose financial data necessary for independent						9,729						2,504


						variables are available on COMPUSTAT


						Group 9: Group 8 firms that are not financial institutions						8,929						2,256


						Final sample: Group 9 firms that are not 1995 fiscal year.						7,677						2,236








Sheet1


			


						Panel A: Before SOX vs. After SOX for Large Group


						Variables						Before SOX																								After SOX																								t-value						Wilcoxon


												N						Mean						Median						Std.						N						Mean						Median						Std.												Z-value


						DA						910						-0.0228						-0.0204						0.8977						910						-0.8046						-0.0195						2.7984						7.08***						8.75***


						ABSDA						910						0.4649						0.2420						0.7681						910						1.1806						0.1077						2.6615








Desc


			


			Variables						Mean						Median						St. Dev.


			DV						-0.3132						-0.0076						2.0248


			ABSDV						0.7401						0.1272						1.9105


			OCF						0.0480						0.0751						0.2138


			ABSOCF						0.1458						0.1059						0.1635


			MKT/BOOK						2.4213						2.0033						49.3384


			LOGTA						5.6781						5.5310						1.9923


			ROA						-0.1296						0.0234						1.0981


			ACCRUAL						-0.0919						-0.0690						0.1684


			ABSACCRUAL						0.1139						0.0750						0.1544


			AUDCODE						0.8859						1.0000						0.3179


			CHGTA						150.3364						3.7980						1706.8000


			ACQUISION						0.3359						0						0.4724


			ISSUE						0.1893						0						0.3918


			LEVERAGE						0.4906						0.4690						0.3332


			LOSS						0.4086						0						0.4917


			CHGNI						-0.6604						-0.1706						22.0275


			LITRISK						0.3709						0						0.4831
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						Table 1


						Industry Distribution and Mean Audit/Non-Audit Fees


												Number of						Percent of


						Industry						Firm Years						Sample


			d_agr			Agriculture						23						0.30


			d_ming			Mining/Construction						154						2.01


			d_food			Food						246						3.20


			d_textile			Textile/Printing/Publishing						671						8.74


			d_chemical			Chemical						268						3.49


			d_pharma			Pharmaceutical						223						2.90


			d_extract			Extractive						271						3.53


			d_durable			Durable Manufacturers						2,176						28.34


			d_trans			Transportation						437						5.69


			d_util			Utilities						279						3.63


			d_retail			Retail						1,170						15.24


			d_service			Services						624						8.13


			d_computer			Computers						1,090						14.20


			d_other			Other Industries						45						0.59


						Totals						7,677						100.00
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																					n = 15,774


												Big4			Big4after			NonBig4After			BETAm			lnLevTotal			VAR4			lnSize2			lnBtoM			GRWTH1


									AUDWLTH			0.353			0.033			-0.252			0.040			0.362			-0.688			0.194			0.396			0.006


												(0.000)			(0.000)			(0.000)			(0.000)			(0.000)			(0.000)			(0.000)			(0.000)			(0.442)


									Big4						0.319			-0.817			-0.063			0.097			-0.004			0.146			-0.047			0.001


															(0.000)			(0.000)			(0.000)			(0.000)			(0.650)			(0.000)			(0.000)			(0.945)


									Big4after									-0.261			-0.024			0.042			0.022			0.133			-0.078			0.010


																		(0.000)			(0.006)			(0.000)			(0.013)			(0.000)			(0.000)			(0246)


									NonBig4After												0.057			-0.067			0.012			-0.118			0.043			0.000


																					(0.000)			(0.000)			(0.187)			(0.000)			(0.000)			(0.980)


									BETAm															-0.245			-0.048			-0.209			-0.090			0.081


																								(0.000)			(0.000)			(0.000)			(0.000)			(0.000)


			26


									lnLevTotal																		0.101			0.178			0.117			-0.012


																											(0.000)			(0.000)			(0.000)			(0.178)


									VAR4																					0.075			0.112			0.027


																														(0.000)			(0.000)			(0.002)


									lnSize2																								-0.464			-0.082


																																	(0.000)			(0.000)


									lnBtoM																											0.048


																																				(0.000)


																											(Continued on the next page)
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			TABLE 2


			Cost of Capital of Non-Big 4 and Big 4 Auditees Before and After PSLRA


			Panel A: Small vs. Large Groups Before SOX


			Variables						SMALL GROUP																								LARGE GROUP																								P-value


									N						Mean						Median						Std.						N						Mean						Median						Std.						t-test						Wilcoxon


			DA						918						0.0242						0.0005						0.6742						910						-0.0228						-0.0204						0.8977						-1.27						-1.62


			ABSDA						918						0.3452						0.1255						0.5796						910						0.4649						0.242						0.7681						3.76***						6.69***


			Panel B: Small vs. Large Groups After SOX


			Variables						SMALL GROUP																								LARGE GROUP																								t-value						Wilcoxon


									N						Mean						Median						Std.						N						Mean						Median						Std.												Z-value


			DA						918						-0.4514						-0.0012						2.6207						910						-0.8046						-0.0195						2.7984												8.75***


			ABSDA						918						0.9713						0.0798						2.4754						910						1.1806						0.1077						2.6615


																																																																					-8.75


			Panel A: Before SOX vs. After SOX for Large Group


			Variables						Before SOX																								After SOX																								t-value						Wilcoxon


									N						Mean						Median						Std.						N						Mean						Median						Std.												Z-value


			DA						910						-0.0228						-0.0204						0.8977						910						-0.8046						-0.0195						2.7984


			ABSDA						910						0.4649						0.242						0.7681						910						1.1806						0.1077						2.6615


			Panel B: Before SOX vs. After SOX for Small Group


			Variables						Before SOX																								After SOX																								t-value						Wilcoxon						-8.75


									N						Mean						Median						Std.						N						Mean						Median						Std.												Z-value


			DA						918						0.0242						0.0004						0.6742						918						-0.4514						-0.0012						2.6207												-0.88


			ABSDA						918						0.3452						0.1255						0.5796						918						0.9713						0.0798						2.4754


			t- and Z-values are based on two-tailed tests. *, **, and *** indicate significance at the 10%, 5%, and 1% level, respectively.


			Variable definitions:


			DA: discretionary accruals


			ABSDA: absolute value of discretionary accruals


			Panel A: Before SOX vs. After SOX for Large Group


			Variables						Before SOX																								After SOX																								t-value						Wilcoxon


									N						Mean						Median						Std.						N						Mean						Median						Std.												Z-value


			DA						910						-0.0228						-0.0204						0.8977						910						-0.8046						-0.0195						2.7984						7.08***						8.75***


			ABSDA						910						0.4649						0.242						0.7681						910						1.1806						0.1077						2.6615
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																					Model (1)						Model (2)						Model (3)						Model (2)						Model (5)						Model (6)


																					COSCAP						COSCAP						COSCAP						COSCAP						COSCAP						COSCAP


																					Pooled						Big 4						Non-Big4						Non-Big4						Non-Big4						Non-Big4


															Variables						Estimated Coefficients						Estimated Coefficients						Estimated Coefficients						Estimated Coefficients						Estimated Coefficients						Estimated Coefficients


																					(t-value)						(t-value)						(t-value)						(t-value)						(t-value)						(t-value)


															Intercept						0.1891						0.1849						0.1878						0.1917						0.1878						0.1878


																					(24.50)***						(23.69)***						(22.10)***						(22.77)***						(22.10)***						(22.10)***


															Auditor Characteristics:


															PSLRA						0.0132						0.0218						0.0218


																					(12.02)***						(11.13)***						(11.13)***


															HIAUDEXP*PSLRA																								0.0134						0.0220						0.0220


																																							(11.90)***						(11.15)***						(11.15)***


															LOWAUDEXP*PSLRA																								0.0095						0.0177						0.0177


																																							(1.95)*						(3.47)***						(3.47)***


															AUDTYPE						-0.0113						-0.0111						-0.0140						-0.0140						-0.0140						-0.0140


																					(-4.80)***						(-4.73)***						(-3.37)***						(-3.35)***						(-3.37)***						(-3.37)***


															AUDTEN						-0.0001						-0.0001						-0.0001						-0.0001						-0.0001						-0.0001


																					(-1.77)*						(-1.39)						(-1.39)						(-1.77)*						(-1.39)						(-1.39)


															Control Variables:


									BETAm						BETA						0.0059						0.0059						0.0059						0.0059						0.0059						0.0059


																					(9.24)***						(9.33)***						(9.33)***						(9.24)***						(9.33)***						(9.33)***


									lnLevTotal						LNLEV						0.0173						0.0170						0.0170						0.0173						0.0170						0.0170


																					(16.21)***						(15.99)***						(16.00)***						(16.22)***						(16.00)***						(16.00)***


									VAR4						VAR						0.1079						0.1075						0.1075						0.1080						0.1075						0.1075


																					(16.82)***						(16.82)***						(16.82)***						(16.82)***						(16.82)***						(16.82)***


									lnSize2						LNSIZE						-0.0126						-0.0127						-0.0127						-0.0126						-0.0127						-0.0127


																					(-34.51)***						(-34.86)***						(-34.86)***						(-34.51)***						(-34.86)***						(-34.86)***


									lnBtoM						LNBM						0.0153						0.0148						0.0148						0.0153						0.0148						0.0148


																					(16.77)***						(16.23)***						(26.24)***						(16.78)***						(26.24)***						(26.24)***


									GRWTH1						GRWTH						0.0076						0.0076						0.0076						0.0076						0.0076						0.0076


																					(30.45)***						(30.59)***						(30.56)***						(30.44)***						(30.56)***						(30.56)***


															F-value for Model						246.1***						211.9***						204.1***						235.4***						204.1***						204.1***


																					0.4126						0.4167						0.4167						0.4126						0.4167						0.4167


															N						7,677																		7,677						7,677						7,677
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																					INC_DA						COSCAP						COSCAP						DEC_DA


															Variables						Estimated			t-value			Estimated Coefficients						Estimated Coefficients						Estimated						Estimated Coefficients						Estimated Coefficients									t-value


																					Coefficients						(t-value)						(t-value)						Coefficients						(t-value)						(t-value)


															INTERCEPT						0.5608																		0.1726																					0.67


															Test Variable


															LARGE_AFTER						-0.1857																		-0.3340																					-1.63


															Control Variables:																														0.0220						0.0220


															LARGE						0.1057			1.51															0.0891						0.0177						0.0177									0.6


						.									AFTER						0.2067																		-1.0544						-0.0140						-0.0140


															OCF						0.6126																		-1.5434						-0.0001						-0.0001


															ABSOCF						0.6247																		-0.8564						-0.0001						-0.0001


															MKT/BOOK						0.0002			0.37															0.0003						0.0059						0.0059									0.21


															LOGTA						-0.0509																		0.1891						0.0170						0.0170


															ROA						-0.0368			-0.91															0.009						0.1075						0.1075									0.23


															ACCRUAL						-0.3467																		-3.3649						-0.0127						-0.0127


															ABSACCRUAL						0.0920			0.36															-3.6033						0.0148						0.0148


															AUDCODE						-0.2154																		-0.3562						0.0076						0.0076


															CHGTA						0.0000			0.59															0.0000																					-0.28


															ACQUISION						0.06104			1.1															-0.5064						0.4167						0.4167


															ISSUE						0.1113																		-0.1982																					-1.44


															LEVERAGE						0.1972																		-0.7774


															LOSS						0.1345																		-0.0942																					-0.7


															CHGNI						-0.0013			-0.45															0.0016																					0.92


															LITRISK						-0.1967																		-1.022


															F-value for Model


															Adjusted R2						0.0399																		0.149


															N						1,733																		1,923
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			Panel C: Before SOX vs. After SOX for Large Group


			Variables						Before SOX																								After SOX																								t-value						Wilcoxon


									N						Mean						Median						Std.						N						Mean						Median						Std.												Z-value


			DA						910						-0.0228						-0.0204						0.8977						910						-0.8046						-0.0195						2.7984						7.08***						8.75***


			ABSDA						910						0.4649						0.2420						0.7681						910						1.1806						0.1077						2.6615


			Panel D: Before SOX vs. After SOX for Small Group


			Variables						Before SOX																								After SOX																								t-value						Wilcoxon


									N						Mean						Median						Std.						N						Mean						Median						Std.												Z-value


			DA						918						0.0242						0.0004						0.6742						918						-0.4514						-0.0012						2.6207


			ABSDA						918						0.3452						0.1255						0.5796						918						0.9713						0.0798						2.4754						-7.46


			t- and Z-values are based on two-tailed tests. *, **, and *** indicate significance at the 10%, 5%, and 1% level, respectively.


			Variable definitions:


			DA: discretionary accruals


			ABSDA: absolute value of discretionary accruals
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																					DA						COSCAP						COSCAP						ABSDA


															Variables						Estimated			t-value			Estimated Coefficients						Estimated Coefficients						Estimated						Estimated Coefficients						Estimated Coefficients									t-value


																					Coefficients						(t-value)						(t-value)						Coefficients						(t-value)						(t-value)


															INTERCEPT						0.5435																		0.2091																					1.44


															Test Variable


															LARGE_AFTER						-0.3475																		0.1348																					1.11


															Control Variables:																														0.0220						0.0220


															LARGE						0.0986			1.06															0.0099						0.0177						0.0177									0.11


															AFTER						-0.5252																		0.6589						-0.0140						-0.0140


															OCF						-0.7468																		1.0542						-0.0001						-0.0001


															ABSOCF						-0.2678			-1.14															0.7102						-0.0001						-0.0001


															MKT/BOOK						-0.0002			-0.36															0.0003						0.0059						0.0059									0.51


															LOGTA						0.0892																		-0.1394						0.0170						0.0170


															ROA						-0.0082			-0.26															-0.0094						0.1075						0.1075									-0.32


															ACCRUAL						0.7125																		-0.1295						-0.0127						-0.0127									-0.51


															ABSACCRUAL						-0.3779			-1.21															0.4158						0.0148						0.0148									1.42


															AUDCODE						-0.3297																		0.1085						0.0076						0.0076									1.05


															CHGTA						0.0000			0.35															0.0000																					0.36


															ACQUISION						-0.3438																		0.3632						0.4167						0.4167


															ISSUE						0.0045			0.05															0.1321																					1.61


															LEVERAGE						-0.3752																		0.5389


															LOSS						-0.0642			-0.76															0.1125																					1.42


															CHGNI						0.0016			1.11															-0.0016																					-1.16


															LITRISK						-0.7088																		0.4959


															F-value for Model


															Adjusted R2						0.0791																		0.085


															N						3,656																		3,656
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						Procedures						Firm-Years						Firm


						Group 1: Firms listed on both IBES and COMPUSTAT						14,717						3,468


						Group 2: Group 1 firms whose eps1 forcast is available						14,704


						Group 3: Group 2 firms whose eps2 forecast is available						14,243


						Group 4: Group 3 firms whose eps1 and eps2 are positive						12,571


						Group 5: Group 4 firms whose eps2 is greater than eps1						12,067


						Group 6: Group 5 firms whose fiscal year closing stock price is available on COMPUSTAT						11,887						2,995


						Group 7: Group 6 firms whose stock price data for BETA are available on CRSP						11,204						2,845


						Group 8: Group 7 firms whose financial data necessary for independent						9,729						2,504


						variables are available on COMPUSTAT


						Group 9: Group 8 firms that are not financial institutions						8,929						2,256


						Final sample: Group 9 firms that are not 1995 fiscal year.						7,677						2,236
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						Panel A: Before SOX vs. After SOX for Large Group


						Variables						Before SOX																								After SOX																								t-value						Wilcoxon


												N						Mean						Median						Std.						N						Mean						Median						Std.												Z-value


						DA						910						-0.0228						-0.0204						0.8977						910						-0.8046						-0.0195						2.7984						7.08***						8.75***


						ABSDA						910						0.4649						0.2420						0.7681						910						1.1806						0.1077						2.6615
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			Variables						Mean						Median						St. Dev.


			DV						-0.3132						-0.0076						2.0248


			ABSDV						0.7401						0.1272						1.9105


			OCF						0.0480						0.0751						0.2138


			ABSOCF						0.1458						0.1059						0.1635


			MKT/BOOK						2.4213						2.0033						49.3384


			LOGTA						5.6781						5.5310						1.9923


			ROA						-0.1296						0.0234						1.0981


			ACCRUAL						-0.0919						-0.0690						0.1684


			ABSACCRUAL						0.1139						0.0750						0.1544


			AUDCODE						0.8859						1.0000						0.3179


			CHGTA						150.3364						3.7980						1706.8000


			ACQUISION						0.3359						0						0.4724


			ISSUE						0.1893						0						0.3918


			LEVERAGE						0.4906						0.4690						0.3332


			LOSS						0.4086						0						0.4917


			CHGNI						-0.6604						-0.1706						22.0275


			LITRISK						0.3709						0						0.4831
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						Table 1


						Industry Distribution and Mean Audit/Non-Audit Fees


												Number of						Percent of


						Industry						Firm Years						Sample


			d_agr			Agriculture						23						0.30


			d_ming			Mining/Construction						154						2.01


			d_food			Food						246						3.20


			d_textile			Textile/Printing/Publishing						671						8.74


			d_chemical			Chemical						268						3.49


			d_pharma			Pharmaceutical						223						2.90


			d_extract			Extractive						271						3.53


			d_durable			Durable Manufacturers						2,176						28.34


			d_trans			Transportation						437						5.69


			d_util			Utilities						279						3.63


			d_retail			Retail						1,170						15.24


			d_service			Services						624						8.13


			d_computer			Computers						1,090						14.20


			d_other			Other Industries						45						0.59


						Totals						7,677						100.00
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																					n = 15,774


												Big4			Big4after			NonBig4After			BETAm			lnLevTotal			VAR4			lnSize2			lnBtoM			GRWTH1


									AUDWLTH			0.353			0.033			-0.252			0.040			0.362			-0.688			0.194			0.396			0.006


												(0.000)			(0.000)			(0.000)			(0.000)			(0.000)			(0.000)			(0.000)			(0.000)			(0.442)


									Big4						0.319			-0.817			-0.063			0.097			-0.004			0.146			-0.047			0.001


															(0.000)			(0.000)			(0.000)			(0.000)			(0.650)			(0.000)			(0.000)			(0.945)


									Big4after									-0.261			-0.024			0.042			0.022			0.133			-0.078			0.010


																		(0.000)			(0.006)			(0.000)			(0.013)			(0.000)			(0.000)			(0246)


									NonBig4After												0.057			-0.067			0.012			-0.118			0.043			0.000


																					(0.000)			(0.000)			(0.187)			(0.000)			(0.000)			(0.980)


									BETAm															-0.245			-0.048			-0.209			-0.090			0.081


																								(0.000)			(0.000)			(0.000)			(0.000)			(0.000)


			26


									lnLevTotal																		0.101			0.178			0.117			-0.012


																											(0.000)			(0.000)			(0.000)			(0.178)


									VAR4																					0.075			0.112			0.027


																														(0.000)			(0.000)			(0.002)


									lnSize2																								-0.464			-0.082


																																	(0.000)			(0.000)


									lnBtoM																											0.048


																																				(0.000)


																											(Continued on the next page)
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			TABLE 2


			Cost of Capital of Non-Big 4 and Big 4 Auditees Before and After PSLRA


			Panel A: Small vs. Large Groups Before SOX


			Variables						SMALL GROUP																								LARGE GROUP																								P-value


									N						Mean						Median						Std.						N						Mean						Median						Std.						t-test						Wilcoxon


			DA						918						0.0242						0.0005						0.6742						910						-0.0228						-0.0204						0.8977						-1.27						-1.62


			ABSDA						918						0.3452						0.1255						0.5796						910						0.4649						0.242						0.7681						3.76***						6.69***


			Panel B: Small vs. Large Groups After SOX


			Variables						SMALL GROUP																								LARGE GROUP																								t-value						Wilcoxon


									N						Mean						Median						Std.						N						Mean						Median						Std.												Z-value


			DA						918						-0.4514						-0.0012						2.6207						910						-0.8046						-0.0195						2.7984												8.75***


			ABSDA						918						0.9713						0.0798						2.4754						910						1.1806						0.1077						2.6615


																																																																					-8.75


			Panel A: Before SOX vs. After SOX for Large Group


			Variables						Before SOX																								After SOX																								t-value						Wilcoxon


									N						Mean						Median						Std.						N						Mean						Median						Std.												Z-value


			DA						910						-0.0228						-0.0204						0.8977						910						-0.8046						-0.0195						2.7984


			ABSDA						910						0.4649						0.242						0.7681						910						1.1806						0.1077						2.6615


			Panel B: Before SOX vs. After SOX for Small Group


			Variables						Before SOX																								After SOX																								t-value						Wilcoxon						-8.75


									N						Mean						Median						Std.						N						Mean						Median						Std.												Z-value


			DA						918						0.0242						0.0004						0.6742						918						-0.4514						-0.0012						2.6207												-0.88


			ABSDA						918						0.3452						0.1255						0.5796						918						0.9713						0.0798						2.4754


			t- and Z-values are based on two-tailed tests. *, **, and *** indicate significance at the 10%, 5%, and 1% level, respectively.


			Variable definitions:


			DA: discretionary accruals


			ABSDA: absolute value of discretionary accruals


			Panel A: Before SOX vs. After SOX for Large Group


			Variables						Before SOX																								After SOX																								t-value						Wilcoxon


									N						Mean						Median						Std.						N						Mean						Median						Std.												Z-value


			DA						910						-0.0228						-0.0204						0.8977						910						-0.8046						-0.0195						2.7984						7.08***						8.75***


			ABSDA						910						0.4649						0.242						0.7681						910						1.1806						0.1077						2.6615








T4_Regress


			


																					Model (1)						Model (2)						Model (3)						Model (2)						Model (5)						Model (6)


																					COSCAP						COSCAP						COSCAP						COSCAP						COSCAP						COSCAP


																					Pooled						Big 4						Non-Big4						Non-Big4						Non-Big4						Non-Big4


															Variables						Estimated Coefficients						Estimated Coefficients						Estimated Coefficients						Estimated Coefficients						Estimated Coefficients						Estimated Coefficients


																					(t-value)						(t-value)						(t-value)						(t-value)						(t-value)						(t-value)


															Intercept						0.1891						0.1849						0.1878						0.1917						0.1878						0.1878


																					(24.50)***						(23.69)***						(22.10)***						(22.77)***						(22.10)***						(22.10)***


															Auditor Characteristics:


															PSLRA						0.0132						0.0218						0.0218


																					(12.02)***						(11.13)***						(11.13)***


															HIAUDEXP*PSLRA																								0.0134						0.0220						0.0220


																																							(11.90)***						(11.15)***						(11.15)***


															LOWAUDEXP*PSLRA																								0.0095						0.0177						0.0177


																																							(1.95)*						(3.47)***						(3.47)***


															AUDTYPE						-0.0113						-0.0111						-0.0140						-0.0140						-0.0140						-0.0140


																					(-4.80)***						(-4.73)***						(-3.37)***						(-3.35)***						(-3.37)***						(-3.37)***


															AUDTEN						-0.0001						-0.0001						-0.0001						-0.0001						-0.0001						-0.0001


																					(-1.77)*						(-1.39)						(-1.39)						(-1.77)*						(-1.39)						(-1.39)


															Control Variables:


									BETAm						BETA						0.0059						0.0059						0.0059						0.0059						0.0059						0.0059


																					(9.24)***						(9.33)***						(9.33)***						(9.24)***						(9.33)***						(9.33)***


									lnLevTotal						LNLEV						0.0173						0.0170						0.0170						0.0173						0.0170						0.0170


																					(16.21)***						(15.99)***						(16.00)***						(16.22)***						(16.00)***						(16.00)***


									VAR4						VAR						0.1079						0.1075						0.1075						0.1080						0.1075						0.1075


																					(16.82)***						(16.82)***						(16.82)***						(16.82)***						(16.82)***						(16.82)***


									lnSize2						LNSIZE						-0.0126						-0.0127						-0.0127						-0.0126						-0.0127						-0.0127


																					(-34.51)***						(-34.86)***						(-34.86)***						(-34.51)***						(-34.86)***						(-34.86)***


									lnBtoM						LNBM						0.0153						0.0148						0.0148						0.0153						0.0148						0.0148


																					(16.77)***						(16.23)***						(26.24)***						(16.78)***						(26.24)***						(26.24)***


									GRWTH1						GRWTH						0.0076						0.0076						0.0076						0.0076						0.0076						0.0076


																					(30.45)***						(30.59)***						(30.56)***						(30.44)***						(30.56)***						(30.56)***


															F-value for Model						246.1***						211.9***						204.1***						235.4***						204.1***						204.1***


																					0.4126						0.4167						0.4167						0.4126						0.4167						0.4167


															N						7,677																		7,677						7,677						7,677
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																					INC_DA						COSCAP						COSCAP						DEC_DA


															Variables						Estimated			t-value			Estimated Coefficients						Estimated Coefficients						Estimated						Estimated Coefficients						Estimated Coefficients									t-value


																					Coefficients						(t-value)						(t-value)						Coefficients						(t-value)						(t-value)


															INTERCEPT						0.5608																		0.1726																					0.67


															Test Variable


															LARGE_AFTER						-0.1857																		-0.3340																					-1.63


															Control Variables:																														0.0220						0.0220


															LARGE						0.1057			1.51															0.0891						0.0177						0.0177									0.6


						.									AFTER						0.2067																		-1.0544						-0.0140						-0.0140


															OCF						0.6126																		-1.5434						-0.0001						-0.0001


															ABSOCF						0.6247																		-0.8564						-0.0001						-0.0001


															MKT/BOOK						0.0002			0.37															0.0003						0.0059						0.0059									0.21


															LOGTA						-0.0509																		0.1891						0.0170						0.0170


															ROA						-0.0368			-0.91															0.009						0.1075						0.1075									0.23


															ACCRUAL						-0.3467																		-3.3649						-0.0127						-0.0127


															ABSACCRUAL						0.0920			0.36															-3.6033						0.0148						0.0148


															AUDCODE						-0.2154																		-0.3562						0.0076						0.0076


															CHGTA						0.0000			0.59															0.0000																					-0.28


															ACQUISION						0.06104			1.1															-0.5064						0.4167						0.4167


															ISSUE						0.1113																		-0.1982																					-1.44


															LEVERAGE						0.1972																		-0.7774


															LOSS						0.1345																		-0.0942																					-0.7


															CHGNI						-0.0013			-0.45															0.0016																					0.92


															LITRISK						-0.1967																		-1.022


															F-value for Model


															Adjusted R2						0.0399																		0.149


															N						1,733																		1,923








Sheet2


			


			Panel C: Before SOX vs. After SOX for Large Group


			Variables						Before SOX																								After SOX																								t-value						Wilcoxon


									N						Mean						Median						Std.						N						Mean						Median						Std.												Z-value


			DA						910						-0.0228						-0.0204						0.8977						910						-0.8046						-0.0195						2.7984						7.08***						8.75***


			ABSDA						910						0.4649						0.2420						0.7681						910						1.1806						0.1077						2.6615


			Panel D: Before SOX vs. After SOX for Small Group


			Variables						Before SOX																								After SOX																								t-value						Wilcoxon


									N						Mean						Median						Std.						N						Mean						Median						Std.												Z-value


			DA						918						0.0242						0.0004						0.6742						918						-0.4514						-0.0012						2.6207


			ABSDA						918						0.3452						0.1255						0.5796						918						0.9713						0.0798						2.4754						-7.46


			t- and Z-values are based on two-tailed tests. *, **, and *** indicate significance at the 10%, 5%, and 1% level, respectively.


			Variable definitions:


			DA: discretionary accruals


			ABSDA: absolute value of discretionary accruals
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																					DA						COSCAP						COSCAP						ABSDA


															Variables						Estimated			t-value			Estimated Coefficients						Estimated Coefficients						Estimated						Estimated Coefficients						Estimated Coefficients									t-value


																					Coefficients						(t-value)						(t-value)						Coefficients						(t-value)						(t-value)


															INTERCEPT						0.5435																		0.2091																					1.44


															Test Variable


															LARGE_AFTER						-0.3475																		0.1348																					1.11


															Control Variables:																														0.0220						0.0220


															LARGE						0.0986			1.06															0.0099						0.0177						0.0177									0.11


															AFTER						-0.5252																		0.6589						-0.0140						-0.0140


															OCF						-0.7468																		1.0542						-0.0001						-0.0001


															ABSOCF						-0.2678			-1.14															0.7102						-0.0001						-0.0001


															MKT/BOOK						-0.0002			-0.36															0.0003						0.0059						0.0059									0.51


															LOGTA						0.0892																		-0.1394						0.0170						0.0170


															ROA						-0.0082			-0.26															-0.0094						0.1075						0.1075									-0.32


															ACCRUAL						0.7125																		-0.1295						-0.0127						-0.0127									-0.51


															ABSACCRUAL						-0.3779			-1.21															0.4158						0.0148						0.0148									1.42


															AUDCODE						-0.3297																		0.1085						0.0076						0.0076									1.05


															CHGTA						0.0000			0.35															0.0000																					0.36


															ACQUISION						-0.3438																		0.3632						0.4167						0.4167


															ISSUE						0.0045			0.05															0.1321																					1.61


															LEVERAGE						-0.3752																		0.5389


															LOSS						-0.0642			-0.76															0.1125																					1.42


															CHGNI						0.0016			1.11															-0.0016																					-1.16


															LITRISK						-0.7088																		0.4959


															F-value for Model


															Adjusted R2						0.0791																		0.085


															N						3,656																		3,656
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TABLE 2   Pearson Correlations among Independent Variables    









