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Annual Report Regulatory Inquiries, Non-controlling Major Shareholder

Exit Threats and Audit Fees

ZHANG Yueling, TANG Zheng
(College of Economics and Management, Shandong University of Science and Technology, Qingdao 266590, China)

Abstract: Using A-share listed companies in 2016—2020, we investigate the mechanism of the impact of annual report regulatory inquiries
on auditors’ pricing decisions. The results show that annual report regulatory inquiries raise audit fees by increasing the credibility and threat
level of non-controlling majority shareholders’ exit threats, i. e. , non-controlling majority shareholders’ exit threats play a mediating effect.
In terms of the characteristics of the inquiry letters, the more frequently the inquiries are asked and the more detailed the company’s respon-
ses are, the more significant the mediating effect of the exit threat of non-controlling majority shareholders is. Further, from the perspective
of internal and external monitoring, the mediating effect of non-controlling shareholder exit threat is more significant in listed companies that
choose firms without industry expertise and those with low board independence. The extended study finds that the increase in audit fees is
due to the purchase of high quality audit services and not due to audit opinion purchase. The above results enrich the study of the economic
consequences of annual report regulatory inquiries at the corporate governance level and expand the research related to the exit threat of non-
controlling majority shareholders and audit fees.

Key Words: annual report regulatory inquiries ; non-controlling major shareholder exit threat; audit fees; audit demand; audit quality; au-

dit opinion purchase; corporate governance
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