Auditor choice and accruals patterns of cross-listed firms

This study investigates whether the accrual patterns differ between two groups of Chinese
firms cross-listed in Hong Kong: those employing Big4 vs. those employing non-Big 4. The
evidence suggests that clients of Big 4 auditors report less unsigned discretionary accruals
relative to clients of non-Big 4 auditors. Further, cross-listed firms with non-Big 4 auditors are
more likely to understate their earnings and experience larger reversals of accruals in the
future than cross-listed firms with Big 4 auditors. The findings suggest Big 4 auditors play a
meaningful role in improving earnings quality for cross-listed firms, which help explain why
cross-listed firms have higher earning quality than their domestic counterparts documented by
prior literature. This Study addresses an interesting and important research question.
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