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ABSTRACT

Based on the insurance hypothesis and the quality hypothesis, the paper examines
how audit clients react to the TNS CPA-firm and TR CPA-firm merger by event study. The
insurance hypothesis proposed by Wallance 1980, 1987 indicates that the join-up will
raise an expected compensation to shareholders; therefore, the stock price of te audit
clients will have a positive abnormal return. Meanwhile, the quality hypothesis proposed
by DeAngelo 1981 indicates that the join-up will raise the CPA independence, increase
audit quality, and then have a positive abnormal return to the stock price of the audit
clients. In this paper, we measure abnormal return by a modified risk-adjusted returns
model and a market-adjusted returns model. Results show consistency of considerable
positive abnormal return in the event period while TNS CPA-firm and TR CPA-firm
merger.

Key words: CPA-firm merger, Event study, Insurance hypothesis, Quality hypothesis
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Period AR Panel A Panel B
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