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223 5 T URIA RS XTS5 Ir i i & Sk B R ®2 ENMRESEREROEAKR
HE DGR MM, S 2 FIT A1, LOW_BALLING (1) 245 & s M2 ik ABSDA
FEHIE B0 5 P B 00 B M AP — siE  diixm diire
i ’ = N I, PRV B AR R LOW_BALLING 0.007 * 0. 001 0.010*
FES R EW S, LAW x LOW_BALLING Z%{ .2 M1, % (2.522) (0.443)  (2.255)
BRVRVA RS 25 0 38 W) 55 55 IR I & A T S LR ggfg‘;fwmy - igz iE: iiz
PR TE M OCFR |, RIZEVRVA KUB 2 i I AR 20058 vrererrro 0.148*  0.119*  0.084*
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N . (172.673)  (117.124)  (126.878)
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BALLING YA 28 U B VR IXUBS: A 384 Jin X iy + KT AR AE - N 14908 6859 8049
TERE EI S5 7EH . 7E 4 5, LOW_BALLING ZEU8 3N EAEFRA T T AR A 1% 5% 10% ok
iE,LAW x LOW_BALLING Z50 % R 6, Wik +xpr  THEF
YRV AU AR, X6 IR A 85 25 5 sl 22 4 8 B 22 R 9 1 ®3 EMRESEREE IFRKEAE TR
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h o : IR 123,445 ** 128,212 119, 314 *** 108. 054 *** 68. 060 *** 72, 041 ***

LNAFEE, , = ay + a,LOSS; , + a, FOROPS,; | +
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How Does Litigation Risk Affect the Economic Consequences of Low-Balling?

Evidence from Corporate Earnings Management

LI Wanfu', TIAN Erxia', ZHAO Qingyang’, QIN Xiu'
(1. School of Accounting, Nanjing University of Finance & Economics, Nanjing 210023, China;
2. School of Accounting, Dongbei University of Finance & Economics, Dalian 116025, China)

Abstract: In recent years, low-balling behavior of audit firms has occurred frequently. Its economic consequences have drawn an extensive
attention. From the perspective of litigation risk, this paper empirically examines the impact of low-balling behavior of audit firms on corpo-
rate earnings management. We find that, companies audited by audit firms with low-balling behavior have higher earnings management, and
this relation is mainly driven by the non-top ten audit firms. When the litigation risk increases, the positive correlation between low-balling
and corporate earnings management weakens. This moderating effect of the litigation risk mainly exists in firms audited by the non-top ten
audit firms and firms with positive earnings management. These results show that, compared with large audit firms, low-balling behavior of
small audit firms has more serious economic consequences in aggravating corporate earnings management, and high litigation risk can allevi-
ate the adverse consequences of this behavior. Therefore, to restrain corporate earnings management, the audit pricing behavior of small
audit firms should be regulated in a targeted manner, and the litigation costs of low-balling behavior should be increased.

Key Words: litigation risk ; low-balling behavior; earnings management; corporate governance; audit pricing; audit firm size; audit super-

vision
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