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Corporate Violation and Audit Fee. Heterogeneity and Mechanism

of Violation Announcement

HAN Wei, LIU Daoqin, ZHENG Guohong
(School of Supervision and Audit, Southwest University of Political Science and Law, Chongging 401120, China)

Abstract: From the perspective of audit pricing model, this paper discusses the relationship between the content of violation an-
nouncement and audit fee, and further analyzes the mechanism of audit fee induced by violation. The study finds that the hetero-
geneous content of violation announcement will have a differentiated impact on audit fees. The severity and diversity of violation-
and the severity of punishment measures will significantly increase audit fees, while the diversity of punishment measures will
not. Further, the corporate violation increases audit fees through two parallel intermediary paths of “audit cost” and “risk premi-
um” , and the path of “audit cost” will be significantly adjusted by such variables as the size of the firm, the length of the term,
whether to change the firm or not. The research shows that the text content of violation announcement can help auditors evaluate
risks, and that there are differences in the mechanism of violation on audit fees in different situations.

Key Words: corporate violation; audit fee; content of violation announcement; diversity of violation; audit cost; cross section a-

nalysis of mediation effect
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