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A B S T R A C T

In this study, we examine the effects of the transformation of accounting firms’
organizational form on audit quality. We find that the transformation from
limited liability to limited liability partnerships has a significant negative effect
on the absolute value of discretionary accruals of audited companies. In par-
ticular, the transformation has a significant negative effect on positive discre-
tionary accruals and no effect on negative discretionary accruals. We also
find that CPAs are more likely to issue modified audit opinions in the year
after the transformation, and that there is no evidence that accounting firm size
and listed company ownership influence the relationship between the transfor-
mation and audit quality. Our conclusions provide empirical evidence for pol-
icy makers and enrich the literature on accounting firms’ organizational forms.
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