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Abstract

Graduate Institute of Accounting

National Taiwan University

Title : The Study on the Disciplinary System of CPA and the
Relation between Professional Deficiencies and CPA
Sanction Types in Taiwan

Name : Tsal, Pei-Hsin

Advisor : Liao, Pei-Cheng, Ph.D.

Month /Year  :June, 2014

This paper introduces the regulations on auditor’s responsibility and examines
the relation between auditor’s professional deficiencies and types of sanction received.
A sample of 135 auditor sanction cases during 1999 and 2013 were analyzed using an
ordered probit model. There are some characteristics of sanction cases : (1) the main
type of professional service provided is financial statement auditing, (2) the main
types of disciplinary actions and sanctions against CPAs are suspension from practice
for a certain period, warning and reprimand, (3) Non-big N are disciplined more
frequently than Big N, (4) most disciplined CPAs were disciplined only one time, but
one CPA in the sample was disciplined sixteen times, (5) the average period between
service provided and disciplinary action against a CPA became final is 5.88 years, (6)
the most common articles of Certified Public Accountant Act violated by auditors are
Avrticle 11(A CPA shall perform professional services in accordance with the laws and

regulations of each competent authority with the relevant jurisdiction.) and Article 41.(A


http://law.moj.gov.tw/Eng/LawClass/LawContent.aspx?PCODE=G0400067

CPA may not commit any misconduct, or violate or neglect any required professional
duties, in the course of his or her practice.)

We also use an ordered probit model to analyze sanction cases. We find the most
common deficiencies that affect the type of disciplinary actions and sanctions against
CPAs include fail to abide by applicable laws and regulations or generally accepted
auditing standards about revenue, transactions with related parties, internal control,
using the report of an expert as audit evidence; no submission of audit working papers;
violation of law or regulation; violation of regulation about auditing the registered
capital amount of companies; no obtaining sufficient appropriate evidence.

In robustness check, the control variables are included in the ordered probit
model. We find the most common deficiencies that affect the type of disciplinary
actions and sanctions against CPAs include fail to abide by applicable laws and
regulations or generally accepted auditing standards about revenue, internal control,
transactions with related parties, using the report of an expert as audit evidence; no
submission of audit working papers; violation of regulation about auditing
the registered capital amount of companies; no obtaining sufficient appropriate
evidence. In addition, whether the client is a public company is associated with the

type of disciplinary actions and sanctions against CPASs.

Key Words : Auditor sanction ; Certified Public Accountant Act ; Disciplinary cases ;

Disciplinary actions and sanctions ; Auditor’s legal liability
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% 4-14 p Riscddazt €

e fie
IS 0 1 T 3ok v L
Fa CASH 106 29 0.2148 0 0.4122
2P AR 88 47 0.3481 0 0.4782
i INV 113 22 0.1630 0 0.3707
AR INVVA 126 9 0.0667 0 0.2504
PRE 111 24 0.1778 0 0.3838
INVEST 117 18 0.1333 0 0.3412
FA 113 22 0.1630 0 0.3707
PROA 122 13 0.0963 0 0.2961
DEBT 114 21 0.1556 0 0.3638
REVENUE 109 26 0.1955 0 0.3981
EXPENSE 109 26 0.1926 0 0.3958
CONTIN 121 14 0.1037 0 0.3060
TAX 132 3 0.0222 0 0.1480
L PUR 128 7 0.0519 0 0.2226
ey RPT 109 26 0.1926 0 0.3958
g et IC 101 34 0.2519 0 0.4357
2 INI 121 14 0.1037 0 0.3060
& EXPERT 128 7 0.0519 0 0.2226
25 OTHER 127 8 0.0593 0 0.2370
GOING 132 3 0.0222 0 0.1480
CAPITAL 128 7 0.0519 0 0.2226
BEFORE 129 6 0.0444 0 0.2068
CLR 128 7 0.0519 0 0.2226
EVD 121 14 0.1037 0 0.3060
PRO 109 26 0.1926 0 0.3958
iF 4 STATE 125 10 0.0741 0 0.2629
i REPORT 131 4 0.0296 0 0.1702
£ OPINION 120 15 0.1111 0 0.3154
1iF WPD 120 15 0.1111 0 0.3154
B WPR 95 40 0.2963 0 0.4583
WPF 125 10 0.0741 0 0.2628
Hw LAWCLI 130 5 0.0370 0 0.1896
CPA 114 21 0.1556 0 0.3638
OB 106 29 0.2148 0 0.4122




# 4-15 Ordered Probit Model ¢ #% %

21(x) () s ZiE P&
FT CASH 0.4024 0.4494 0.8955 0.3705
y ol AR -0.2852 0.3200 -0.8914 0.3727
LR & INV -0.2868 0.5019 -0.5714 0.5678
=R INVVA 0.0076 0.6641 0.0114 0.9909
PRE 0.3278 0.4730 0.6930 0.4883
INVEST 0.2877 0.4538 0.6340 0.5261
FA -0.3100 0.4770 -0.6500 0.5157
PROA 0.0264 0.6720 0.0393 0.9687
DEBT 0.0615 0.6284 0.0979 0.9220
REVENUE 1.0970 0.3807 2.8813 0.0040***
EXPENSE -0.0300 0.5167 -0.0581 0.9537
CONTIN 0.2039 0.5457 0.3737 0.7086
TAX 0.5158 0.9577 0.5386 0.5902
‘f S PUR 0.2059 0.7000 0.2941 0.7687
o RPT 0.8672 0.4236 2.0471 0.0407**
p e IC 0.4861 0.4080 1.1915 0.2335
2 INI 0.8769 0.7643 1.1473 0.2512
4+  EXPERT 1.6723 0.7180 2.32901 0.0199**
25 OTHER -0.7228 0.7650 -0.9448 0.3448
GOING 0.9765 0.9803 0.9961 0.3192
CAPITAL 0.8738 0.5687 1.5365 0.1244
BEFORE 0.8187 0.6257 1.3086 0.1907
CLR -1.0698 0.7827 -1.3667 0.1717
EVD 2.4536 0.7161 3.4263 0.0006***
PRO 0.6639 0.4482 1.4815 0.1385
iF % STATE -0.5293 0.7309 -0.7242 0.4689
4%  REPORT -0.7339 0.7211 -1.0177 0.3088
%  OPINION -0.3616 0.4845 -0.7464 0.4554
1 ¥ WPD 2.1960 0.5328 41217 0.0000***
A f& WPR 0.4003 0.3576 1.1193 0.2630
WPF 0.5221 0.7496 0.6965 0.4861
Hw LAWCLI 0.5581 0.8815 0.6331 0.5267
CPA 1.3590 0.5062 2.6846 0.0073***
OB 0.4633 0.3310 1.3998 0.1616
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Uy -0.5348 0.3601 -1.4852 0.1375

Us 0.3005 0.3419 0.8791 0.3794

Us 1.1621 0.3531 3.2907 0.0010

Uy 6.0406 1.0556 5.7225 0.0000
AR 135

Pseudo R-squared 0.284186
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¢ 7 REVENUE(# e » fof) £ 40 M 2 & P2 A 45 % ) ~RPT(B 2 % 2 3 A
B2 ik %) IC(AFET 2% M 47) EXPERT(AFER 4 (745 * & RIF 2 P&
2 425 )~ CAPITAL(F * 4 & 1144 %) “EVD(A R 7 5 5T A Paeh 7 46 L &
53 B Pag) - PROCR 11t Besl p 4’2 4 AR A4k 2 ) ~ WPD(A i % 1
#FEAFR)  CPA(E -7 B A & F 33972 (7 5) - AFLHAIG ¢
Yi=B1*REVENUE,; +B,*RPT;+B5*IC; +B,*EXPERT;+B5*CAPITAL;+B*EVD;+f;

*PRO;+Bg*WPD,+By*CPA; +¢;

2416 sAFCHANZFHESF 2 LRIEZFFEDE - e FL A
TOREVENUE(ZE 4o » frfl E4p M 2 A PiA2R & 4 NIC(RFER 3755 P 32)
EXPERT(AFf #H (74 % & 73R 2 P2 424 ) ~ EVD(A (7 5 38 & P ae i
B AL RS AP CWPD( R 24tk 1 (TR 45) ~CPA(E (7 B 4 & %
FRATiEE (TR ) 0 6 B A R T 1%EE F R BT R e A EE AR RE
RPT(R %4 2 % AP 2 424 )2 CAPITAL(F A 3F A 114> 4 ) 2 B K

R F)T DR KRBT A s AR FARRE - PRO(?u PRI p Rk
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4416 AXBHALFBES B FELE

AR T2 R

23(x) BB EEE zZE P& =0 y=1l y=2 Naedl o s
REVENUE 1.3032 0.3352 3.8876 0.0001*** -0.2723  0.2223 -0.1650 0.1801  0.0349
RPT 0.6480 0.3197 2.0269 0.0427** -0.2261  0.1840 -0.1376  0.1504  0.0293
IC 0.7694 0.2940 2.6170 0.0089*** -0.1913  0.1530 -0.1163  0.1277  0.0268
EXPERT 1.6847 0.6113 2.7560 0.0059*** -0.2555  0.2176 -0.1548  0.1670  0.0257
CAPITAL 1.1177 0.4946 2.2596 0.0238** -0.1950 0.1634 -0.1193 0.1294 0.0216
EVD 2.5574 0.6001 4.2614 0.0000%*** -0.3270  0.2713 -0.1961  0.2130  0.0387
PRO 0.6014 0.3280 1.8338 0.0667* -0.1633  0.1316 -0.0996  0.1092  0.0221
WPD 1.9104 0.4429 4.3139 0.0000*** -0.3089  0.2575 -0.1859  0.2018  0.0355
CPA 1.3617 0.4483 3.0375 0.0024*** -0.2734  0.2256 -0.1658  0.1804  0.0331
Uy -0.5325 0.2159 -2.4661 0.0137
Us 0.2112 0.1996 1.0578 0.2901
Us 0.9938 0.2167 4.5849 0.0000
Us 5.6458 0.8620 6.5494 0.0000
e - q 131
Pseudo R-squared 0.223043
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FALT G AP AFLCHAREERZ SR AR AT ETRL AT -
KR A TR EE R BN o AAERE AN S 62% 0 T Ay
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% 4-17 FRIBFAFEEF2Z AR

RIS
E RS

) 4 #2 Y| sen | fF a3t
7 HE: 5 0 0 6 0 11
- #2 8 0 0 9 0 17
B ¢ 8 2 0 15 0 25
| B FES 2 0 0 79 0 81
& %t 0 0 0 1 0 1
¥ ot 23 2 0 110 0 135

Robustness Check
TesR T OR SR AT € FEHA Y b M I Rl £ D
M T B~ P4 B 2 17 Robustness Check 2o 447 o d 2t 27 7 4k &
PORZLEIFIRIEL AP AR FEZ T BT I H DR
W2 FALFELFEZTHRAZRE AP Ay @4 82 Bird| i »
W AR EIRAR 2 3R AT EE A N A (BIG) > M E g PRIEZ 2 P A E
5B 2P (PUBLIC) - Fi BPRIF2Z 7 E BTN+ > RIS
Bi 1l ZRE0 FRIEVFRB2ZOFPLOBFEFLD > Pl
1> FRl% 0o
AT At AL I35 LN G H Y 45 L P RAFLML A K

B o T2 R R IRIEZ 2 F 0 F okt 4%&%%% Wy 131 % -
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B4 2 Bl U A H 0 L
;=B *CASH;+B,*AR;+B3*INV;+B,*INVVA,+B5*PRE, +B, *INVEST,+3,*FA; +
Be*PROA; +Bo*DEBT;+p,,*REVENUE+, ; *EXPENSE, + B, ,*CONTIN; + 8, 5 *
TAX;+B1,*PUR;+B; s *RPT;+ B, *IC;+B;,*INI;+B, s *EXPERT;+ B, o *OTHER;+
Boo*GOING; +B, *CAPITAL;+B,,*BEFORE; +B,3*CLR ;+B,,*EVD,+B,:*PRO,+
Bos*STATEMENT;+B,,*REPORT;+B,5*OPINION; +B,0*WPD;+B3,*WPR;+B,
*WPF;+B3,*LAWCLI;+B53*CPA;+B3,*OB;+ B35 *BIG;+ B3, *PUBLIC; +¢;
#ej=1.2,......131

204-18 LB SR R B Sl

5 3 So k4| ¥ 8, > 4795 Ordered Probit Model § z#% 5% » #2F #5528
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A A 4v ¥ 4] % B 2 47 95 Ordered Probit Model 7 ## X
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% (% 4-15)4p 1 e o
“,$ TG R A S F AR 5 (CPA) ot H AR h R
REH 2 ALY Gl HF 2 p Rl AR S R E
BoAA o+t 1%~5%7 AR F KT A A A E AN o ¢ 5 T
el F AP M2 AfAER 2 | (REVENUE) T A7 5 5 & P AR B @ 44 2
EHatadh, (EVD): M2 TRkl ivAfh (WPD) L 1% ¥k
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% 4-18 B 4eirH | B—p PEREEERFE

=x #ic o e
IS 0 1 T 3o%k L 3 a4
Fa CASH 102 29 0.2214 0 0.4168
2P AR 84 47 0.3588 0 0.4815
i INV 109 22 0.1679 0 0.3752
AR INVVA 122 9 0.0687 0 0.2539
PRE 107 24 0.1832 0 0.3883
INVEST 113 18 0.1374 0 0.3456
FA 109 22 0.1679 0 0.3752
PROA 118 13 0.0992 0 0.3001
DEBT 110 21 0.1603 0 0.3683
REVENUE 105 26 0.1985 0 0.4004
EXPENSE 105 26 0.1985 0 0.4004
CONTIN 117 14 0.1069 0 0.3101
TAX 128 3 0.0229 0 0.1502
y PUR 124 7 0.0534 0 0.2258
i RPT 105 26 0.1985 0 0.4004
g et IC 97 34 0.2595 0 0.4401
2 INI 117 14 0.1069 0 0.3101
& EXPERT 124 7 0.0534 0 0.2258
25 OTHER 123 8 0.0611 0 0.2404
GOING 128 3 0.0229 0 0.1502
CAPITAL 124 7 0.0534 0 0.2258
BEFORE 125 6 0.0458 0 0.2099
CLR 124 7 0.0534 0 0.2258
EVD 117 14 0.1069 0 0.3101
PRO 105 26 0.1985 0 0.4004
3F % STATE 121 10 0.0763 0 0.2666
4 REPORT 127 4 0.0305 0 0.1727
2 OPINION 116 15 0.1145 0 0.3196
1iF WPD 116 15 0.1145 0 0.3196
B WPR 91 40 0.3053 0 0.4623
WPF 121 10 0.0763 0 0.2666
A LAWCLI 126 5 0.0382 0 0.1923
CPA 114 17 0.1298 0 0.3373
OB 102 29 0.2214 0 0.4168




2 1 BIG 100 31 0.2366 0 0.4267
LS PUBLIC 80 51 0.3893 0 0.4895
% 4-19 3 4c ¥+ % B—Ordered Probit Model R #% %
2 (X) ¥ (B) Lt s ZiE P&
FE CASH 0.4691 0.4595 1.0209 0.3073
y ol AR -0.2976 0.3391 -0.8775 0.3802
R & INV -0.2677 0.5115 -0.5233 0.6008
25 INVVA 0.0100 0.6830 0.0146 0.9884
PRE 0.4131 0.4739 0.8717 0.3834
INVEST 0.3042 0.4611 0.6596 0.5095
FA -0.2615 0.4852 -0.5389 0.5900
PROA -0.0850 0.6682 -0.1273 0.8987
DEBT 0.0223 0.6240 0.0358 0.9714
REVENUE 1.1326 0.3898 2.9055 0.0037***
EXPENSE -0.0115 0.5324 -0.0215 0.9828
CONTIN 0.2341 0.5546 0.4221 0.6730
TAX 0.3128 1.0260 0.3049 0.7605
‘f’}* PUR 0.2408 0.7218 0.3336 0.7386
T RPT 0.8598 0.4266 2.0155 0.0439**
p et IC 0.5296 0.4169 1.2704 0.2039
2. INI 0.9226 0.7659 1.2046 0.2284
R & EXPERT 1.7179 0.7397 2.3226 0.0202**
25 OTHER -0.6652 0.7837 -0.8488 0.3960
GOING 1.1764 0.9943 1.1832 0.2367
CAPITAL 0.8524 0.5876 1.4505 0.1469
BEFORE 0.8258 0.6369 1.2967 0.1947
CLR -1.1768 0.7949 -1.4803 0.1388
EVD 2.4790 0.7145 3.4696 0.0005***
PRO 0.7013 0.4513 1.5540 0.1202
3F % STATE -0.3422 0.7506 -0.4559 0.6485
R & REPORT -0.7835 0.7285 -1.0755 0.2821
4  OPINION -0.3462 0.4901 -0.7064 0.4800
1% WPD 2.3063 0.5628 4.0980 0.0000***
¥ WPR 0.4247 0.3591 1.1826 0.2370
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WPF 0.4480 0.7493 0.5978 0.5500

Hw LAWCLI 0.5202 0.8880 0.5858 0.5580
CPA 1.0237 0.6929 1.4774 0.1396

OB 0.5538 0.3649 1.5177 0.1291

#l BIG 0.3628 0.3435 1.0563 0.2908
%¥#% PUBLIC -0.3024 0.3624 -0.8344 0.4040
Uy -0.5076 0.4534 -1.1196 0.2629

Us 0.3198 0.4356 0.7341 0.4629

Us 1.2390 0.4506 2.7500 0.0060

Uy 5.9630 1.0176 5.8600 0.0000

RS S 131

Pseudo R-squared 0.299380
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£ 420 A5 EHBE-AECHILTREFAEFHY

B R T2 B

23(x) BB EEE zZE P& TN e U S d
REVENUE 1.3612 0.3301 4.1233 0.0000*** -0.0401 -0.1108 -0.2148 0.3603 = 0.0054
RPT 0.7261 0.3197 2.2712 0.0231** -0.0263 -0.0726  -0.1292  0.2270  0.0010
IC 0.8212 0.2878 2.8532 0.0043*** -0.0318 -0.0842 -0.1445 0.2594  0.0012
EXPERT 1.7406 0.6095 2.8558 0.0043*** -0.0276  -0.0914 -0.2220 0.3178  0.0231
CAPITAL 0.8933 0.5044 1.7711 0.0765* -0.0228 -0.0717 -0.1507 0.2427  0.0025
EVD 2.5557 0.6046 4.2271 0.0000%*** -0.0413 -0.1194 -0.2641  0.3373  0.0875
PRO 0.8045 0.3206 2.5091 0.0121** -0.0282 -0.0783 -0.1416  0.2469  0.0013
WPD 1.7960 0.4331 4.1472 0.0000%*** -0.0355 -0.1072 -0.2384 0.3609  0.0202
BIG 0.0905 0.2811 0.3218 0.7476 -0.0046 -0.0112 -0.0164 0.0321  0.0001
PUBLIC -0.4917 0.2581 -1.9053 0.0567* 0.0299  0.0649  0.0847 -0.1793 -0.0002
Uy -0.7724 0.2535 -3.0474 0.0023
Us -0.0276 0.2321 -0.1188 0.9054
Us 0.7816 0.2470 3.1650 0.0016
Us 4.8752 0.6905 7.0609 0.0000
N - 131
Pseudo R-squared 0.221027
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