42



Table 1

Descriptive statistics for full sample of Tokyo Stock Exchange firms with available
auditor data, F2001-F2007

Mean Median
Market cap 1597.81 254.76
Sales 2355.90 523.13
Total Assets 5942.30 541.97
Market to Book 1.51 1.10
Leverage (LTD/TA) 0.55 0.55
Net Income 62.94 10.92
ROA (%) 2.71 2.47
ROE (%) 5.06 5.64
Loss (If NI<0) 0.15 0.00
Annual returns 0.13 0.02
Dividends per Share 1.05 0.08
Dividend Yield 0.01 0.01
Foreign ownership (%) 8.25 3.95
Overseas sales ratio (%) 11.25 0.00
Number of Segments 3.61 3.00
Firm Age 54.90 56.00
US Exchange Listing 0.01 0.00
Any US Listings (incl. OTC) 0.07 0.00
Accrual Quality 1 - Abs(Accruals)/Abs(CFO) 2.70 0.62
Accrual quality 2 - Abs(Total Accruals)/Abs(CFO) 5.43 1.02
Std Dev ROA 2.34 1.93
Std Dev ROE 8.52 5.46
String Positive NI 0.65 0.65
String Positive DNI 0.22 0.20

See Appendix B for variable definitions and data sources.
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Comparison of clients of Chuo Aoyama, other Big Five auditors, and non-Big Five auditors for fiscal years prior to 2004

Table 2

Values in USD Millions CA Other Big Five Non-Big Five p-value diffin  p-value p-value p-value

mean median-diff mean median

N Mean Median N Mean Median N Mean Median CA vs. Other CA vs. Other CA vs. Non- CA vs. Non-Big

Big Flve Big Flve Big Five Five
Market cap 1312 1527.5 195.5 3830 1321.1 212.1 1145 424.1 117.5 0.23 0.29 0.00 0.00
Sales 1351 2399.2 453.9 3945 2365.9 519.0 1163 851.5 350.1 0.90 0.12 0.00 0.00
Total Assets 1351 5318.4 513.9 3944 6382.4 541.3 1163 1176.7 406.3 0.43 0.31 0.00 0.00
Market to Book 1317 1.45 1.00 3847 1.37 0.99 1146 1.26 0.85 0.12 0.57 0.00 0.00
Leverage (LTD/TA) 1351 0.58 0.59 3944 0.57 0.58 1163 0.57 0.57 0.52 0.49 0.40 0.35
Net Income 1351 25.75 6.43 3944 21.06 7.59 1163 8.23 4.04 0.79 0.04 0.32 0.00
ROA (%) 1328 2.03 1.78 3882 2.14 1.96 1149 1.31 1.48 0.42 0.11 0.00 0.00
ROE (%) 1315 2.86 4.08 3848 3.50 4.45 1138 1.11 3.11 0.16 0.07 0.00 0.00
Loss (If NI<0) 1351 0.21 0.00 3944 0.19 0.00 1163 0.25 0.00 0.10 0.10 0.02 0.02
Annual returns 1282 0.21 0.06 3746 0.19 0.04 1124 0.20 0.05 0.24 0.64 0.70 0.98
Dividends per Share 1338 0.50 0.06 3900 0.82 0.07 1155 0.31 0.05 0.09 0.05 0.10 0.00
Dividend Yield 1306 0.01 0.01 3822 0.01 0.01 1138 0.01 0.01 0.90 0.60 0.23 0.11
Foreign ownership (%) 459 8.29 4.20 1321 9.00 4.80 382 6.19 2.00 0.23 0.08 0.00 0.00
Overseas sales ratio (%) 458 10.71 0.00 1321 11.99 0.00 382 10.39 0.00 0.23 0.20 0.80 0.81
Number of Segments 459 3.65 4.00 1321 3.69 3.00 382 3.37 3.00 0.60 0.70 0.00 0.00
Firm Age 1394 51.39 54.00 4030 52.83 53.00 1188 58.75 56.00 0.26 0.90 0.00 0.00
US Exchange Listing 472 0.01 0.00 1345 0.02 0.00 384 0.00 0.00 0.74 0.74 0.02 0.02
US Listings (incl. OTC) 472 0.08 0.00 1345 0.08 0.00 384 0.02 0.00 0.77 0.77 0.00 0.00
Accrual Quality 1 - 832 1.85 0.68 2480 3.01 0.68 656 7.58 0.74 0.60 0.61 0.22 0.17
Abs(Accruals)/Abs(CFO)
Accrual quality 2 - Abs(Total 918 5.09 1.24 2734 5.88 1.22 719 5.11 1.27 0.80 0.20 0.99 0.46
Accruals)/Abs(CFO)
Std Dev ROA 1201 2.48 1.97 3463 2.24 1.90 1091 2.51 1.97 0.00 0.00 0.60 0.68
Std Dev ROE 1201 9.02 5.89 3463 8.14 5.29 1091 9.45 5.58 0.00 0.00 0.24 0.89
String Positive NI 1201 0.63 0.59 3463 0.67 0.65 1091 0.61 0.59 0.00 0.60 0.16 0.19
String Positive DNI 1078 0.22 0.20 3099 0.22 0.21 995 0.21 0.19 0.06 0.07 0.02 0.08
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Panel A: Distribution of clients across time.

Table 3
Market Share Analysis of Japanese Audit Market, F2001-F2007

Big 5 refers to Big Five audit firms (with their affiliations to the Big Five audit networks worldwide) are Asahi
(Andersen), AZSA (KPMG), ChuoAoyama/Misuzu/Aarata (PwC), ShinNihon (Ernst & Young), and Tohmatsu
(Deloitte). Non Big 5 are all other audit firms. Size of clients is measured by market capitalization at the end of the

fiscal year.
Fiscal year | Big 5 Big 5 % by Big5%by NonBig5 NonBig5 NonBig5 Total
Number of  Size of % by % by Size
clients client Number of of client
clients

2001 1,565 81.2% 93.6% 363 18.8% 6.4% 1,928
2002 1,757 82.0% 93.4% 386 18.0% 6.6% 2,143
2003 1,820 82.1% 93.6% 396 17.9% 6.4% 2,216
2004 1,852 82.9% 94.4% 382 17.1% 5.6% 2,234
2005 1,872 83.8% 95.1% 361 16.2% 4.9% 2,233
2006 1,857 83.3% 95.3% 372 16.7% 4.7% 2,229
2007 1,544 81.3% 92.1% 356 18.7% 7.9% 1,900

Total 12,268 82.4% 94.1% 2616 17.6% 5.9% 14,884

Panel B: Time series distribution of number clients across the Big 5 auditors.

Fiscal year | Arata Asahi Azsa Chuo Aoyama  Misuzu  Shin Nihon  Tohmatsu  Non Big
2001 0 324 0 396 0 465 380 363
2002 0 348 4 452 0 515 438 386
2003 0 12 373 464 0 518 453 396
2004 0 0 395 471 0 525 461 382
2005 0 0 410 469 0 532 460 361
2006 52 0 443 7 303 573 479 372
2007 51 0 426 0 12 600 455 356
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Panel C: Time series distribution of clients weighted by market capitalization

Fiscal Arata Asahi Azsa Chuo Misuzu  Shin Tohmatsu Non

year Aoyama Nihon Big
2001 0.0% 19.5% 0.0% 26.7% 0.0% 28.1% 19.4% 6.4%
2002 0.0% 19.2% 0.6% 25.2% 0.0% 28.4% 20.0% 6.6%
2003 0.0% 0.1% 20.8% 27.3% 0.0% 26.4% 19.0% 6.4%
2004 0.0% 0.0% 21.1% 26.3% 0.0% 27.0% 20.1% 5.6%
2005 0.0% 0.0% 23.9% 24.2% 0.0% 25.7% 21.2% 4.9%
2006 8.8% 0.0% 25.6% 0.1% 11.7% 26.0% 23.0% 4.7%
2007 8.5% 0.0% 31.0% 0.0% 0.2% 27.9% 24.6% 7.9%

Panel D: Auditor Changes in Big 5 and Non Big auditors

The table presents the percent change in auditor from the previous fiscal year. Change of

auditor from Chuo Ayoama to Misuzu or Arata is not counted as an auditor change.

Fiscal year

2002
2003
2004
2005
2006
2007

Big Auditors
Excluding Chuo Aoyama

and Misuzu

0.9%
2.5%
0.6%
1.2%
1.1%
1.8%

Non Big Auditors

8.0%
3.1%
8.1%
7.6%
10.5%
10.2%

Chuo Aoyama and Misuzu

0.5%
1.3%
1.5%
1.7%
23.6%
91.9%
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Auditor Change Logit regressions — Changes away from Chuo Aoyama

lif AuditorChangei,

00therwise

OlyALeverage;; + OlsROA; + OlgLoss;;+ Ol7CA; 1 + BsCA;1*FY2006 + €

Table 4

} = Olp + OlaLn(TotalAssets)i; + Ol;%ATotalAssets;; + QlaLeverage;; +

AuditorChange takes the value 1 when the auditor the next fiscal year is not the same as the auditor in the current
fiscal year. Auditor change from Chuo Ayoma to Misusu is not counted as a change. Change from Chuo Aoyama to
Avrata is not considered a change in column 1 and counted as a change in Column 2.

Variable Coeff
Constant -2.27
Ln (Assets) -0.13
%Change in Assets 0.03
Leverage 0.09
Change in leverage 0.49
ROA -0.03
Loss 0.12
CA 0.70
CA*Fiscal Year 2006 4.15
Industry Fixed Effects Included
Observations 13070
Pseudo r sq 0.2414

Marginal
effects

-0.00
0.00
0.00
0.02
-0.00
0.00
0.03
0.63

t-statistic

(-2.14)**
(-3.76)%**
(2.17)**
(0.35)
(0.6)
(-5.00)***
(0.85)
(6.23)%**
(34.61)%**

Coeff

-2.45
-0.09
0.02
-0.03
1.19
-0.03
0.05
1.08
4.22
Included
13070
0.2422

Marginal
effects

-0.00
0.00
-0.00
0.04
-0.00
0.00
0.05
0.66

t-statistic

(-2.31)**
(-2.59)**
(2.21)**
(-0.12)
(1.45)
(-4.81)%**
(0.37)
(10.69)***
(34.91)***

*, ** *%* represents significance at the 10%, 5%, and 1% respectively (two-sided tests)

AuditorChange -

% ATotalAssets —
Leverage -
Aleverage -
ROA -
Loss -
CA -
CA*FY2006 -

otherwise

One if the audit firm changes and zero otherwise
Ln(TotalAssets) - Natural logarithm of total assets

Percentage change in total assets

Total liabilities/Total assets
Change in Leverage

Return on Assets

One if net income is negative; zero otherwise
One if Chuo Aoyama is the prior year audit firm; zero otherwise

One if Chuo Aoyama is the audit firm in FY2005 and year is FY2006; Zero
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Table 5
Comparison of characteristics of former ChuoAoyama audit clients according to their subsequent auditor choices (i) to remain
with ChuoAoyama (i.e., “Misuzu’), (ii) to move to a different auditor (labeled “Change”), (iii) to move to Aarata (“Aarata”).

Market cap

Sales

Total Assets

Market to Book
Leverage (LTD/TA)
Net Income

ROA (%)

ROE (%)

Loss (If N1<0)

Annual returns (%)
Dividends per Share
Dividend Yield (%)
Foreign ownership (%)
Overseas sales ratio (%)
Number of Segments
Firm Age

US Exchange Listing
Any US Listings (incl. OTC)

Accrual Quality 1 -
Abs(Accruals)/Abs(CFO)
Accrual quality 2 - Abs(Total
Accruals)/Abs(CFO)

Std Dev ROA

Std Dev ROE
String Positive NI
String Positive DNI

Misuzu Change Aarata p-value means test
N Mean N Mean N Mean Misuzu- Misuzu-  Other-Arata
Other Arata

280 1332.30 107 1710.45 57 5148.09 0.46 0.00 0.05
291 1977.47 110 2115.17 59 8152.62 0.85 0.00 0.01
292 3095.98 110 4123.45 59  11885.75 0.39 0.00 0.03
280 1.54 107 1.97 56 1.70 0.02 0.41 0.42
292 0.56 110 0.55 59 0.54 0.89 0.58 0.71
292 77.95 110 18.26 59 317.71 0.18 0.02 0.03
287 3.54 108 3.37 58 4.05 0.72 0.40 0.32
283 7.71 106 6.65 58 9.70 0.49 0.26 0.16
292 0.09 110 0.10 59 0.03 0.74 0.15 0.13
274 26.05 103 21.20 56 20.78 0.28 0.38 0.95
290 0.97 108 0.18 59 0.69 0.13 0.70 0.14
279 0.01 106 0.01 56 0.01 0.87 0.08 0.10
280 7.29 108 9.55 56 12.60 0.04 0.00 0.15
280 10.20 108 11.16 56 16.82 0.65 0.02 0.09
280 3.54 108 3.83 56 3.63 0.05 0.65 0.37
297 53.93 111 53.78 59 55.29 0.96 0.68 0.70
298 0.01 111 0.01 59 0.03 0.92 0.16 0.24
298 0.04 111 0.10 59 0.14 0.03 0.01 0.48
192 1.07 74 3.85 47 0.68 0.04 0.20 0.25
215 2.07 82 3.69 52 1.01 0.22 0.33 0.21
246 2.46 94 2.43 51 2.31 0.86 0.57 0.71
246 8.74 94 9.63 51 7.51 0.38 0.32 0.16
246 0.62 94 0.63 51 0.70 0.80 0.06 0.15
222 0.22 85 0.21 47 0.22 0.64 0.91 0.63
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Panel B: Comparison of median values of firm characteristics

Misuzu Other Arata p-value median test
Median Median Median Misuzu- Misuzu- Other-
Other Arata Arata

Market cap 288.21 516.07 863.55 0.01 0.00 0.05
Sales 464.93 689.58 866.48 0.05 0.00 0.06
Total Assets 484.96 728.16 1511.59 0.02 0.00 0.14
Market to Book 1.14 1.33 1.25 0.04 0.23 0.68
Leverage (LTD/TA) 0.56 0.59 0.52 1.00 0.52 0.65
Net Income 12.56 18.95 38.32 0.30 0.00 0.00
ROA (%) 3.09 2.93 3.56 0.38 0.39 0.16
ROE (%) 7.63 7.15 7.85 0.54 0.29 0.17
Loss (If NI<0) 0.00 0.00 0.00 0.74 0.15 0.13
Annual returns (%) 17.72 15.77 8.73 0.38 0.07 0.40
Dividends per Share 0.08 0.08 0.14 0.69 0.00 0.02
Dividend Yield (%) 0.01 0.01 0.01 0.50 0.07 0.29
Foreign ownership (%) 3.90 5.50 7.80 0.16 0.01 0.21
Overseas sales ratio (%) 0.00 0.00 3.00 0.73 0.01 0.05
Number of Segments 3.00 4.00 3.00 0.05 0.86 0.26
Firm Age 57.00 57.00 59.00 0.98 0.43 0.47
US Exchange Listing 0.00 0.00 0.00 0.92 0.16 0.24
Any US Listings (incl. 0.00 0.00 0.00 0.03 0.01 0.47
OTC)
Accrual Quality 1 - 0.60 0.61 0.56 0.52 0.26 0.15
Abs(Accruals)/Abs(CFO)
Accrual quality 2 - 0.63 0.43 0.47 0.06 0.16 0.75
Abs(Total
Accruals)/Abs(CFO)
Std Dev ROA 1.93 1.96 1.74 0.76 0.55 0.79
Std Dev ROE 5.53 5.90 5.21 0.57 0.41 0.29
String Positive NI 0.59 0.61 0.71 0.73 0.04 0.14
String Positive DNI 0.20 0.19 0.20 0.66 0.60 0.47

See Appendix B for variable definitions and data sources.
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Table 6
Ordered logit estimation of the likelihood that former ChuoAoyama clients
make the decision to: (i) stay with ChuoAoyama/Misuzu, (ii) switch to another audit
firm, or (iii) switch to Aarata

The dependent variable takes the value 0 if the firms adopt Misuzu as the auditor, value 1
if they adopt other auditors and the value 2 if they adopt Arata as the next auditor. All
independent variables are measured for fiscal year 2004. Robust Z-stats are in
parentheses. The column Odds Change presents the value of the change in odds for one
standard deviation change in the value of the independent variable measured as exp(b*SD
of X) i.e. the change in odds for standard deviation increase in X.

VARIABLES (1) (2)

Coeff z-stat Odds Coeff  z-stat Odds

Change Change

Log Total Assets 0.22 (2.56)** 1.44 0.37 (2.68)*** 1.73
Market to Book 0.15  (2.51)** 1.26 | 0.21 (1.65)* 1.24
Leverage (LTD/TA) -0.80  (-1.25) 0.84 | -1.82  (-2.16)** 0.69
Net Income 0.00 (-0.11) 0.99 | -0.00 (-0.24) 0.95
ROA (%) -0.03  (-0.85) 0.88 | -0.05 (-0.95) 0.82
Loss -0.25  (-0.57) 093 | -0.76 (-1.15) 0.82
Annual returns (%) -0.00 (-0.02) 1.00 0.00 (0.68) 1.12
Dividend Yield (%) 20.00 (1.35) 1.18 | 18.30 (0.98) 1.15
Foreign ownership (%) 0.01 (0.63) 1.09 0.01 (0.96) 1.17
Overseas sales ratio (%) 0.00 (0.58) 1.07 -0.00 (-0.37) 0.95
Number of Segments 0.04 (0.55) 1.06 0.07 (0.71) 1.10
Firm Age 0.00 (0.33) 1.04 | 0.00 (0.35) 1.05
Any US Listings (incl. OTC) 0.26 (0.69) 1.07 -0.08 (-0.18) 0.98
Accrual quality 2 - Abs(Total 1.00
Accruals)/Abs(CFO) 0.00 (0.06)
Std Dev ROA 0.07  (0.73) 1.12
String Positive DNI -1.38  (-1.05) 0.87
Constant Cut 1 2.29  (3.57)*** 2.87 (2.55)***
Constant Cut 2 3.81  (5.79)*** 4.26  (3.70)***
Observations 440 277
Pseudo R-squared 0.0375 0.0554

*, ** **%* represents significance at the 10%, 5%, and 1% respectively (two-sided tests)
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Table 7
Event study analysis of reaction to important events related to revelation of fraud and Kanebo and ChuoAoyama’s role
therein using Schipper and Thomson (1983) methodology

The table presents the coefficients and t-statistics (in parentheses) of the following regression. The Event dates are presented in
Appendix 1.

Return{= Ol + BlReturnTSE INDEX F QkEventk,t + & Q)
Variable Event Event Event Event4 Event Event6 Event Event Event Event Event Event  Event All
1 2 3 5 7 8 9 10 11 12 13 Events
1-13
Constant 0.03* 0.03* 0.03* 0.03* 0.03* 0.03* 0.03* 0.03* 0.03* 0.03* 0.03** 0.03* 0.03* 0.03**
(1.90) (1.77) (1.89) (1.86) (1.94) (1.88) (1.87) (1.86) (1.84) (1.85) (2.08) (1.90) (1.80) (2.22)
TSE Index
returns 0.85%** (. 85¥*¥*  (@G¥k¥  (g5kkx (O @L¥kk  (gLkkk  (RGH*k () gLkkk () @L¥kk  (gLkkk () gLRkk () gLkkk () GLEkk (] RLRkK
(58.19)  (58.14) (58.18)  (58.15)  (57.57)  (58.16) (58.11)  (58.12)  (58.15)  (58.15)  (58.49) (58.16)  (58.17)  (58.30)
Event i -0.22 0.32 -0.17 -0.05 -0.46 -0.13 -0.11 -0.10 0.02 -0.01 -0.86***  .0.22 0.18 -0.14*
(-0.89)  (1.31) (-0.69)  (-0.20) (-1.49)  (-0.51) (-0.46)  (-0.34)  (0.06) (-0.05)  (-3.51) (-0.88)  (0.75) (-1.90)
Observations 798 798 798 798 798 798 798 798 798 798 798 798 798 798
Adjusted R2 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81
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