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Abstract
This paper investigates the ﬁnancial
characteristics of the population of listed
Singaporean companies receiving ﬁrst-time
qualiﬁed audit reports. It develops and tests
hypotheses which take into account the costly
contracting implications of a qualiﬁcation for
both the auditor and client. A matched pair
design is used as a control. Results show that
ﬁrms receiving qualiﬁed reports are signiﬁcantly
less proﬁtable and liquid and have signiﬁcantly
more debt than the control in the year of
qualiﬁcation. Proﬁtability and liquidity are shown
to have declined in the four-year period up to the
qualiﬁcation, while debt levels have increased.
These results may partially explain why the
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assets or changed accounting methods. It is more
likely that a qualiﬁed report will be issued by a
“non Big 8” auditor in Singapore to a ﬁrm which
has a higher proportion of the equity owned by
the management. Qualiﬁed ﬁrms are more likely
to have revalued assets and changed accounting
methods to increase income than the control
group. The strength of the results is also shown
to depend on the nature of the qualiﬁcation.
Companies receiving “severe” qualiﬁcations (ie
going concern, not true and fair, and unable to
form an opinion) have far more signiﬁcant
diﬀerences than their pairs compared with those
ﬁrms receiving “moderate” or “other”
qualiﬁcations.
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