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Abstract

Cost stickiness is one of the operating characteristics of enterprises. In the
current research literature on the economic consequences of cost stickiness,
there is little literature on the relationship between cost stickiness and the
possibility of future losses and audit costs. Based on the sample data of Shang-
hai and Shenzhen A-share listed companies, this paper studies the correlation
between cost stickiness and the possibility of future losses, cost stickiness and
audit costs. The study found that the greater the cost stickiness of the enter-
prise, the greater the possibility that the enterprise will suffer losses in the fu-
ture; and the audit costs will increase as the cost stickiness of the enterprise
increases. Further research finds that, compared with non-state-owned en-
terprises, the cost stickiness of state-owned enterprises has a smaller impact
on the possibility of future losses of the enterprise; under different ownership
properties, the effect of cost stickiness on audit costs has no significant dif-
ference. After the robustness test, the conclusion still holds. This research
conclusion helps companies to see more clearly the impact of cost stickiness
on business performance, helps CPAs increase their awareness of the risk of
cost stickiness, and helps policy regulators realize the importance and neces-
sity of “cost reduction” in “reducing one supplement” and strengthening im-
plementation.
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1. Introduction

With the development of social economy, the competition in the business envi-
ronment of enterprises is increasing. If an enterprise wants to survive and de-

velop in a fiercely competitive environment, it is inseparable from effective cor-
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porate management. And cost management is one of the top priorities of enter-
prise management. Cost control and management is the one of the important
ways for enterprises to achieve success and long-term development. Compared
with other enterprises, excessive costs or excessive rigid costs or excessive idle
resource costs make enterprises face higher operating risks and increase the risk
of operating failure. Therefore, cost is critical to the business. However, the cost
stickiness prevailing in enterprises (Martin et al, 2015; Magheed, 2016; Yusheng
Kong, etc., 2007) reflects to some extent that it is difficult for enterprises to re-
duce costs [1] [2] [3]. The so-called cost stickiness was first discovered by An-
derson & Banker & Janakiraman (2003) (hereinafter referred to as “ABJ”) [4].
They found that the relationship between a company’s cost and sales is not
symmetrical, which is different from the traditional cost linear assumption. They
found that for every 1% increase in sales, the cost increased by 0.55%; when the
sales decreased by 1%, the cost decreased by 0.35%, and based on the concept of
price stickiness in economics, they called this phenomenon “cost stickiness”. Cost
stickiness refers to the fact that when the revenue of an enterprise grows, the in-
crease in cost is higher than when the revenue of a business decreases. Corres-
pondingly, “anti-cost stickiness” means that the degree of cost reduction when
sales volume decreases is higher than the degree of cost increase when sales vo-
lume increases. Since ABJ (2003), scholars have begun to study the phenomenon
of cost stickiness. To some extent, the cost stickiness of an enterprise reflects its
operating conditions and operating risks. On the one hand, the cost stickiness of
enterprises makes them bear a greater degree of costs when sales decline, in-
creasing the risks of their operations. The existence of rigid costs makes it more
likely that companies will make losses (Bo Zhang, 1988) [5]. To some extent, the
cost stickiness of an enterprise indicates that the enterprise has a certain degree
of non-operating costs or a certain degree of costs that do not create value. Then
when the company has cost stickiness, will the cost stickiness of the company
increase the possibility of loss in the future? On the other hand, when the com-
pany has cost stickiness, it increases the risk of the enterprise to a certain extent
(Huobao Xie ef al, 2016) [6], which reflects the operating risk of the enterprise
to a certain extent. More likely, as one of the company’s stakeholders, auditors
face greater losses in the face of this situation. Can CPAs identify the potential
risk of cost stickiness and charge higher audit fees to cover the cost of this po-
tential risk? It is worth of attention.

The current literature on the economic consequences of cost stickiness is
scarce. Studies show that cost stickiness is common in Chinese listed companies
(Jian Xu & Jae Woo Sim, 2017) [7]. Cost stickiness—the change in cost when
sales revenue increases is higher than the cost change when sales revenue de-
creases. The existence of cost stickiness makes it difficult for companies to re-
duce costs when sales revenue declines, resulting in faster decline in corporate
profits and increased business operations risk (Huobao Xie et al, 2016) [6]. In

this case, the company is more likely to make losses in the future. Liquan Xing
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and Hanwen Chen (2013) research found that, in conducting audit pricing,
CPAs will not only consider the agency issues of enterprises, but also consider
their operating risks [8]. Furthermore, when the sales revenue of a company de-
clines, companies with cost stickiness have a greater risk of difficulty in achiev-
ing operating performance, and management is more likely to perform earnings
management. Therefore, when the company has cost stickiness, the CPA faces
greater potential risks due to cost stickiness, and the expected loss is more likely
to occur. CPAs are likely to make up for this risk by charging higher audit fees.

At present, most of the existing research literature on cost stickiness is about
the existence, causes and factors of cost stickiness. Among them, there are few
studies on the economic consequences of cost stickiness, which have only gradu-
ally attracted attention in recent years, such as the impact of cost stickiness on
company value (Jue Wang & Mingli Wang, 2017), and the impact on unem-
ployment (Rouxelin et al, 2018) [9] [10]. However, few literatures have studied
the impact of cost stickiness on the possibility of future losses and the effect of
cost stickiness on audit costs. Therefore, this article will study the impact of cost
stickiness on the possibility of future losses and the effect of cost stickiness on
audit costs. The specific research questions are as follows: 1) whether cost stick-
iness has an impact on the possibility of future losses for the enterprise; 2) whether
cost stickiness has a significant impact on audit costs; 3) further studies on the
cost stickiness of enterprises under different ownership characteristics: the dif-
ference in the impact of the possibility of future losses on the enterprise and the
difference in the impact of cost stickiness on audit costs under different natures
of equity. This paper uses data from all listed companies in China’s A-share
listed companies from 2007 to 2018. The research conclusions show that: 1) un-
der the control of other variables unchanged, the greater the cost stickiness of
the company, the more likely it is that the company will suffer losses in the fu-
ture; 2) under the control of other variables unchanged, audit pricing will in-
crease as cost stickiness increases; 3) further research finds that compared with
non-state-owned enterprises, the cost stickiness of state-owned enterprises has
smaller impact on the possibility of future losses; there is no significant differ-
ence in the impact of corporate cost stickiness on corporate audit costs under
different natures of equity.

Studying the relationship between cost stickiness, the possibility of future loss
of the company and audit costs, its significance lies in: 1) enriching the influen-
cing factors of audit costs-the existence of enterprise cost stickiness is one of the
manifestations of the existence of enterprise risks, and auditors can identify and
influence audit costs; 2) Enriched theoretical research on the economic conse-
quences of cost stickiness, considering the economic consequences of cost stick-
iness from a new dimension—the auditor’s dimension of one of the company’s
stakeholders; which can also studied the impact of the existence of cost stickiness
on the company’s future operating performance; 3) Studying the impact of cost

stickiness on the possibility of future losses and audit costs of the company will
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not only enable auditors to pay more attention to the potential risks of the com-
pany in the audit process, but also allow companies aware their own risks and
improve their operations. The following research arrangements are as follows:
the second part is a literature review; the third part is theoretical analysis and
research hypothesis; the fourth part is research design; the fifth part is empirical
results and analysis; the sixth part is robustness test; the seventh part is conclu-

sion and inspiration.

2. Literature Review

1) Factors of industry losses or company performance

In the actual operation process of an enterprise, there are many factors that
affect its operating performance, and there are also many factors that cause the
enterprise to lose money. In general, the factors that affect a company’s operat-
ing performance or its losses can be broadly divided into two categories: internal
factors and external factors. From the perspective of external factors, national
policies and economic cycles will affect the business performance of enterprises.
From the perspective of internal factors, the company’s own management level
and operating risks will affect the company’s operating performance or the pos-
sibility of loss. Yunshi Mao ef al (2001), when analyzing the reasons for the
losses of Chinese listed companies, believed that in addition to the lack of tech-
nological accumulation and the ability to deal with cross-technology projects,
surplus whitewashing, and other factors, the poor management foundation of
the enterprises was also an important cause of losses for listed companies [11].
In other words, when the company’s own management level is poor, the com-
pany is more likely to suffer losses. Similarly, based on a sample of real estate
companies, Chuan Zhang et al (2009) studied the effect of effective internal ex-
ecution on corporate performance, and found that the effective implementation
of internal control can promote corporate performance [12]. The effective im-
plementation of internal control is also one of the manifestations of the compa-
ny’s management level. Pandey et al (2019) analyzed the impact of debt financ-
ing on corporate performance from the perspective of debt financing [13]. His
research found that the larger the corporate debt, the greater the negative impact
on corporate performance. Furthermore, there are studies from the perspective
of corporate costs, which study the impact of costs on corporate performance or
corporate losses. Linjie Li ef a/ (2009) and Kontesa ef al. (2018) both found that
the cost stickiness of a company can significantly affect its performance [14]
[15]. Bo Zhang (1988) analyzed the causes of losses for enterprises, and believed
that cost rigidity would cause a large number of enterprises to lose, and that the
cost rigidity of different industries had different effects on the possibility of loss
[5]. In addition, Meuse et al. (2004) believes that the company’s layoffs will affect
its long-term performance [16]. When large-scale layoffs occur, the long-term
performance of the company is significantly lower than the performance of oth-

er companies with fewer layoffs.
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2) Influencing factors of audit costs

When Simunic (1980) first proposed the audit pricing model, he pointed out
that the investment of audit resources and the audit risks that auditors need to
bear are important determinants of audit costs [17]. However, Hong Liao and
Hua Bai (2001) believed that the audit costs were composed of the cost of the
audit product, the expected loss and the normal profit of the firm [18]. Adam e
al. (2017) research found that auditors will increase audit fees by increasing au-
dit efforts to deal with audit risks [19]. In addition, they also found that the in-
crease in audit business risk is an important factor affecting future audit costs.
Kim et al. (2013) conducted a study of the top three accounting firms in Japan
and found that when dealing with clients with high business risks, they mainly
used increased audit efforts and audit fees to respond [20]. This shows that the
existence of audit risks makes the auditors need to put more audit effort-audit
investment to respond, and increases the risks that auditors faced in the future,
such as litigation risks (Barron et al, 2001), the risk of reputation damage, the risk
of business termination, etc [21]. In theory, audit risk is measured by the risks of
material misstatement and inspection, and the risks of material misstatement are
affected by the company’s control risks and inherent risks. Therefore, auditors
charge a risk premium for internal control risks and charge different risk pre-
miums based on the severity of internal control risks (Wei Jiang et al, 2015)
[22]. Xiaofeng Quan et al. (2018) believe that companies with senior military
experience have lower agency costs, lower inherent risks, and lower audit costs
[23]. Similarly, Bailey et al (2018) research shows that high-quality enterprise
risk management systems can reduce audit costs [24]. The results of research by
Tianshu Zhang et al. (2013) show that the audit costs of non-state-owned enter-
prises also increase when the operating risks of enterprises in crisis increase [25].
When the operating risk of an enterprise increases, the risk of bankruptcy and
default of the enterprise is greater, and the existing and future risks faced by the
auditor are greater. In order to compensate for the hidden costs of such risks,
when conducting audit pricing, auditors are also considered the company’s op-
erating risk and business risk (Lyon et a/, 2005; Houston et a/, 1999) [26] [27].
The research by Jamie et al (1994) also shows that auditors attach equal impor-
tance to the operating conditions of enterprises when conducting audit pricing
[28]. The study found that auditors will take into account the financial status of
the enterprise when considering litigation risks, audit plans and audit costs. This
shows that the internal control risks, operating risks, and business risks of the
enterprise will also affect audit pricing. Schelleman et a/. (2010) argued that au-
ditors consider not only the visible risks but also the potential audit risks when
they conduct audit pricing [29].

3) Influencing factors of cost stickiness

The agency problem is one of the causes of cost stickiness (Wei Jiang and Yum-
ing Hu, 2011) [30]. Among them, the motivation of earnings management is one

of the factors affecting cost stickiness. There are agency problems between man-
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agers and shareholders. On the one hand, managers are facing pressure from
corporate earnings goals. On the other hand, managers’ own compensation is
often tied to earnings, and even the reputation of managers is affected by earn-
ings. Therefore, managers have surplus management motivations such as avoid-
ing losses and avoiding earnings decline (K. Itay & W. Dan, 2013) [31]. The mo-
tivation of managers to avoid loss of earnings management is likely to reduce the
cost stickiness of enterprises. Wuhu Yang (2017) studied the relationship between
managers’ motivation for earnings management, the nature of equity and cost
stickiness [32]. When managers have incentives for earnings management, the
cost stickiness of the company is reduced. Similarly, Yongqiang Ma et al. (2013)
examined the relationship between the impact of the financial crisis, managers’
motivation for surplus, and cost stickiness, and found that managers with a
profit motive have reduced their cost stickiness [33]. In other words, the oppor-
tunity for managers to maintain profitability reduces the degree of corporate
cost stickiness. But the study only shows that under the condition of corporate
profit-earning, managers’ profit-earning motivation can reduce the existence of
corporate cost stickiness. So what impact does cost stickiness have when manag-
ers adjust their earnings downwards? Wei Jiang et al (2015) studied the rela-
tionship between managers’ accrual earnings management motivation and cost
stickiness [34]. Research shows that managers’ accrual earnings management
behavior will affect the cost stickiness of the company; management’s upward
adjustment of the accrual surplus will weaken the cost stickiness of the enter-
prise; management’s downward adjustment of the accrual surplus will streng-
then the cost stickiness of the enterprise. In addition, adjusting costs is also an
important factor that affects the stickiness of costs and expenses. The cost of ad-
justing resources downwards is greater than the cost of adjusting resources up-
wards, and management expects-management chooses not based on the ex-
pected future operating conditions. Adjustment of resources and agency costs
are important factors affecting the stickiness of costs (Pfann A & Palm C, 1993;
Banker et al, 2014; Bing Zhou et al, 2016; Xuegang Cui et al, 2013) [35] [36]
[37] [38]. Furthermore, Hongtao Mao et al (2015) jumped out of the three ma-
jor factors of adjustment costs, management expectations, and agency costs to
study how the social costs borne by enterprises affect the cost stickiness of en-
terprises [39]. The results of the study show that companies that bear more so-
cial costs have higher cost stickiness.

4) Economic consequences of sticky costs

What are the economic consequences of the widespread existence of cost
stickiness on the operation and economic operation of enterprises? The exis-
tence of cost stickiness makes enterprises still need to bear larger costs when
facing sales revenue decline. Costs cannot be reduced proportionately as sales
revenue declines. This makes companies face greater risks. The existence of cost
stickiness increases the risk of enterprises (Huobao Xie et al, 2016; Yunjiang
Geng et al, 2019) [6] [40]. Similarly, Jue Wang et al (2017) found that cost
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stickiness significantly increased the risk level of enterprises [9]. When equity
concentration is high, cost stickiness has a greater positive impact on enterpris-
es. This shows that the existence of cost stickiness increases the risk level of the
enterprise, which reduces the value of the enterprise (Jue Wang and Mingli
Wang, 2017) [9]. In addition, the existence of cost stickiness not only affects the
company’s overall risk level and value, but also affects accounting robustness
and the sensitivity of executive compensation performance. Danlu Bu et al. (2016)
showed that cost stickiness does confuse the results of accounting robustness
[41]. And Huobao Xie and Lili Hui (2017) believe that cost stickiness significantly
reduces the sensitivity of executives’ pay performance, and this negative relation-
ship is more obvious in private enterprises [42]. The above research shows that
cost stickiness is not conducive to the development of enterprises and is not con-
ducive to accounting conservatism. But Anderson M et al (2007) research be-
lieves that cost stickiness actually reflects the management’s expectations of fu-
ture revenue, and the high degree of cost stickiness reflects managers’ optimistic
expectations for the future [43]. The research results show that during the period
of declining income, the cost stickiness of enterprises has a positive relationship
with future profits. In other words, the existence of cost stickiness is a reflection
of the optimistic expectations of the company’s management for the future. The
greater the cost stickiness, the more confident the management is in the future
sales growth, and the greater the possibility of the company’s future profitability.
Similarly, Kontesa et al (2018) used data from Malaysian listed companies to
study the impact of cost stickiness on corporate performance, and found that
cost stickiness has a significant impact on business performance, but it is not a
linear relationship [15]. The above studies are the economic consequences of
cost stickiness at the micro level, and Rouxelin et a/ (2018) studied the economic
consequences of cost stickiness at the macro level [10]. Rouxelin ef a/ (2018) re-
search found that for each standard deviation of cost stickiness in the most re-
cent quarter, the unemployment rate in the current and future quarters will de-
crease by 0.23% to 0.26% [10]. This shows that the more optimistic executives
look at the future, the greater the cost stickiness and the lower the unemploy-
ment rate.

5) Summary and evaluation of relevant literature

a) The cost rigidity of an enterprise, its own operating risk and management
level are some of the important factors that affect its performance. Among them,
the cost rigidity of listed companies is likely to cause a large number of compa-
nies to be loss. To some extent, the cost stickiness reflects the operating status
and cost dynamics of the enterprise, and increases the risk of the enterprise to a
certain extent and has a significant impact on the performance of the enterprise.
So, does the cost stickiness of the enterprise affect the possibility of future losses
for the enterprise? This article hopes to study this.

b) Audit inputs, audit risks or audit product costs, expected losses, and the

firm’s normal profits are important factors affecting audit costs. When the certi-
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fied public accountant collects the audit fee from the audited entity, he will con-
sider not only the direct risk of material misstatement, but also the risk of indi-
rect material misstatement, and charge a certain audit premium for this. To
some extent, the cost stickiness reflects the operating conditions and operating
risks of the enterprise and increases the risk level of the enterprise. Is the CPA
able to identify potential risks and potential expected losses due to cost stickiness

and charge an audit premium for this? This article hopes to study this.

3. Theoretical Analysis and Research Assumptions

Since ABJ (2003) first introduced the concept of cost stickiness, the research li-
terature on cost stickiness has been endless [4]. However, in the related literature
on cost stickiness, there are few literatures that study the impact of cost stick-
iness on the possibility of future loss and audit costs of the company from the
perspective of cost stickiness. Therefore, the main content of this article is to ex-
plore: the correlation between cost stickiness and the possibility of future losses;
the correlation between cost stickiness and audit costs. Therefore, the theoretical
analysis and research hypotheses in this paper mainly start from the causes of
corporate losses or performance impacts, audit cost influencing factors, cost
stickiness characteristics and economic consequences. While conducting theo-
retical analysis, this paper proposes research hypotheses in this paper.

1) The relationship between cost stickiness and the possibility of loss in
the future

The cause of a company’s loss may be caused by internal factors or external
environmental factors. Among the internal factors, the company’s own internal
operating conditions and management level are two of the important reasons
affecting the company’s losses (Meuse et al, 2004; Yunshi Mao et al, 2001) [11]
[16]. In other words, when a company’s operating risk is greater or its own
management level is poor, the possibility of a loss for the company is greater. In
addition, the cost structure and cost management of enterprises are also the im-
portant factors that affect the possibility of losses for enterprises (Bo Zhang,
1988) [5]. The cost rigidity of the enterprise will make it more likely that the en-
terprise will lose money. In other words, the cost of an enterprise, especially the
rigid cost, is one of the important factors that affect the loss of an enterprise.
Among the many influencing factors on corporate performance, cost stickiness
is one of the factors affecting corporate performance (Yunjiang Geng et al, 2019;
Kontesa et al, 2018) [15] [40]. This shows that the cost characteristics of an en-
terprise are one of the factors that affect the performance of the enterprise and
one of the factors that affect the possibility of loss for the enterprise. That is, the
management level and cost characteristics of an enterprise are some of the im-
portant factors that affect the possibility of a loss for the enterprise.

The existence of cost stickiness in enterprises refers to the fact that the in-
crease in costs in the case of increased sales revenue is greater than that in the

case of decreased sales revenue (Anderson & Banker & Janakiraman, 2003) [4].
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The greater the cost stickiness, the worse the timely adjustment of corporate costs.
In terms of the cause of cost stickiness, in addition to adjusting costs and man-
agement expectations, agency costs are also one of the reasons for cost stickiness
(Pfann A & Palm C, 1993; Banker et al,, 2014; Xuegang Cui et al. 2013) [35] [36]
[38]. If the cost stickiness of an enterprise is caused by agency costs, the existence
of cost stickiness to a certain extent indicates that there are certain problems in
the internal governance of the enterprise. At the same time, the existence of cost
stickiness in enterprises will increase the risk level of enterprises to some extent
(Huobao Xie ef al, 2016; Yunjiang Geng et al, 2019) and reduce the value of en-
terprises (Jue Wang & Mingli Wang, 2017) [6] [9] [40].

First, when a company has cost stickiness, it reflects the cost characteristics of
the company to a certain extent. The greater the cost stickiness of a company, it
means that it is difficult for the company’s cost to adjust to the environment in a
short time. To a certain extent, the company bears part of the costs that do not
match the value. Compared with enterprises that do not have cost stickiness or
lower cost stickiness, companies with higher cost stickiness are more likely to be
loss.

Furthermore, when a company has cost stickiness, it is likely to be caused by
the agency cost of the company. At this time, the existence of corporate cost stick-
iness reflects the agency problem of the enterprise to a certain extent. The great-
er the cost stickiness, the greater the agency costs that the company may have. At
this time, it reflects the more serious agency problems of the enterprise. This is
likely to indicate that there are certain problems with corporate internal gover-
nance. Poor internal management of enterprises will make them more likely to
suffer losses (Yunshi Mao et al, 2001) [11]. Therefore, the existence of cost stick-
iness, from the perspective of its agency costs, will increase the possibility of fu-
ture losses for the company.

Finally, the existence of corporate cost stickiness, to some extent, reflects its
operating conditions and operating risks, increasing the level of corporate risk
(Yunjiang Geng et al, 2019) [40]. The greater the cost stickiness of an enterprise,
the greater the level of risk it faces. When an enterprise’s risk increases, it will
affect the company’s financing costs and other aspects, thereby further increas-
ing its operating risk and making it more likely for the company to lose money.

Therefore, based on the above analysis, this article believes that cost stickiness
has a significant positive relationship with the possibility of future losses. Put
forward hypothesis 1:

H1: With other conditions unchanged, cost stickiness is positively related to
the possibility of future losses for the company.

2) The relationship between cost stickiness and audit costs

The audit investment and the audit risk undertaken by the CPA in the audit
process are important factors affecting audit costs (Simunic, 1980) [17]. At the
same time, Hong Liao and Hua Bai (2001) found that the cost of audit products,

expected losses and the firm’s normal profit are important factors affecting audit
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costs [18]. Audit product costs are mainly affected by audit inputs, including hu-
man and material inputs; expected losses are caused by direct or indirect audit
risks. Xiaoxia Liu ef al (2019), when studying the impact of negative news in the
media, found that CPAs will charge an audit premium for the direct or indirect
material misstatement risks reflected in such negative reports [44]. In other
words, in the audit process, the CPA will pay attention to the direct or indirect
potential risks that affect audit risks.

Cost stickiness refers to the fact that in the course of business operation, when
the sales revenue increases, the cost increase is greater than the sales reduction.
This cost stickiness phenomenon is not only caused by adjustment costs and
management’s expected effects, but also by agency costs (Xuegang Cui et al, 2013)
[38]. Therefore, on the one hand, when a company has cost stickiness, it funda-
mentally increases the risk of the company (Huobao Xie et al, 2016) [6]. Com-
pared with other enterprises, companies with cost stickiness are more likely to
experience operating conditions such as a decline in earnings, a surplus loss, or
operating failure. On the other hand, if cost stickiness is caused by the existence
of agency costs, the existence of cost stickiness at this time is likely to indicate
that there are more serious agency problems within the enterprise. This article
analyzes cost stickiness and auditing costs from two aspects of operational risk
and agency issues.

First of all, from the perspective of operation, the cost stickiness of an enter-
prise reflects to a certain extent the operating conditions of the enterprise and
the operating risks faced by the enterprise. Cost stickiness is one of the compre-
hensive indicators of internal and external risks (Huobao Xie and Lili Hui, 2017)
[42]. Tianshu Zhang and Jun Huang (2013) found that when the financial crisis
occurred in 2008, the company’s operating risk was increased; after controlling
other variables that affect audit costs, it was found that as the company’s operat-
ing risk increases, CPAs will charge higher Audit costs [25]. In other words, the
operating risks of an enterprise will be of concern to certified public accoun-
tants. When a company’s operating risk is high, on the one hand, it is more like-
ly that the company will have a loss or a decline in earnings. At this time, the
company is more likely to have earnings management. The possibility of busi-
ness failure in the future will also be greater, making the company’s continued
operation under certain doubts. The cost stickiness of the enterprise increases
the potential risks assumed by the CPA and increases the possibility of expected
losses. As the supervision becomes more stringent, the audit failures and litiga-
tion risks that CPAs need to bear are also increasing. Once the audit fails, the
economic losses and reputation losses will be greater. In order to avoid the risk
of audit failure and subsequent litigation, the risk of CPAs will continuously in-
crease their awareness of legal risks, maintain a high degree of professional skep-
ticism, and increase audit investment (Xuehua Zhang and Xiaolin Chen, 2015)
[45]. The CPA will charge a certain risk premium in order to make up for the

risks brought by these potential risks and the degree of increased audit invest-
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ment in response to these risks.

Secondly, the existence of agency costs is also one of the important influen-
cing factors on the cost stickiness of enterprises. Therefore, when a company has
high cost stickiness, it is likely to indicate that the company has a serious agency
problem. Chunyan Zhu ef al (2017) found that when there is no separation of
the two powers, the audit fee decreases and then increases with the increase in
the proportion of major shareholders [46]. This shows that the higher the agency
cost, the higher the audit fee charged by the CPA. Liquan Xing and Hanwen
Chen (2013) believe that the product market competition intensity has a signifi-
cant negative correlation with audit costs, and the agency cost effect is dominant
[8]. In other words, when a certified public accountant faces the agency cost of
an enterprise, it will increase its audit expenses to cope with the risks brought by
the agency cost and the increase in audit investment. Based on the above analy-
sis, this article believes that the greater the cost stickiness of an enterprise, the
greater the audit cost of the enterprise. Put forward hypothesis 2:

H2: With other conditions unchanged, cost stickiness is positively related to

audit costs.

4. Research Design

1) Model Design
In order to test Hypothesis 1, and to test whether cost stickiness affects the

possibility of future losses, this paper uses the following model to test:

later_loss,,,;, = A0 + Bl * dcscost;, + controls;, + e;, model (1)

Among them, the explained variable later_loss;,,, is a measure of the possibil-
ity of future losses for the company. This article adopts whether the enterprise (¢
+ 1) period is the profit before interest and tax (EBIT,,, /asset,,,, that is, the
profit before interest and tax in ¢+ 1 period/#+ 1 period total assets) to measure
whether a loss occurs. Later_loss,,,,: if the company’s profit margin before inter-
est and tax for £+ 1 period is negative, later_loss,,,, is set to 1, otherwise it is 0.

The measurement of the explanatory variable dcscost;, this paper refers to the
method of Anderson and Lanen [47], and uses the following Formulas (1) and
(2) to calculate the cost stickiness.

cost_ratio = (cost;;rev;) — (cost;.,/rev; ) Formula (1)

dcscost,;; = cost_ratio x Dcost x Drev Formula (2)

In Formula (2), Dcost and Drev are dummy variables. When cost_ratio is
greater than 0, Dcost takes the value 1, otherwise it is 0. When (rev, /rev,; ) < 1,
Drev takes the value 1, Otherwise 0.

Based on Hypothesis 1, Sl > 0 is expected. Control variables controls include:
enterprise size, asset-liability ratio-lev, business complexity-cfratio, growth rate
of the company, whether loss occurred in year t, ownership of major sharehold-
ers, ownership of senior executives-stock_e, two-in-one-same, Independent di-

rector ratio-EID, etc. Finally, control the year and industry.
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In order to test Hypothesis 2, to avoid a large magnitude difference from the
independent variable, this paper uses the logarithm value of the audit fee for pe-
riod t of the enterprise as the explained variable in this article, which represents
the size of the audit fee; it is denoted as In_auditfee,,. The explanatory variable is
dcscost; . Build the following models:

In_auditfee;; = S0 + Al * dcscost;; + controls;; + e;; model (2)

The control variables include: size (similarly, in order to avoid the problem
that the level of the total assets is too large compared to other variables, the nat-
ural logarithm is used to measure the size of the assets ), asset-liability ratio-lev,
business complexity-cfratio, growth rate of the company, whether or not a loss
occurs, ownership of major shareholders, ownership of senior shareholders,
stock_e for senior executives, same two-in-one same, proportion of independent

directors EID, whether it is big4 of the Big Four accounting firms, audittype of

audit opinion, etc.

The detailed definitions of the main variables in this paper are shown in Ta-

ble 1.

Table 1. Definition of main variables.

Variable

Definition

Explained variable

possibility of future losses for the
company—Ilater_loss;;,,

audit fee—In_auditfee;;
Explanatory variables
Cost stickiness—dcscost;;
Control variable
Enterprise size—size
Assets and liabilities—lev

Business complexity—cfratio
growth rate—growth

aloss occurred in t years—loss

Shareholding ratio of major
shareholders—ownership

Executive Shareholding—stock_e
same
Independent director ratio—EID

big4

audit opinion—audittype

If the company’s profit margin before interest and tax for £+ 1
period is less than 0, it is 1, otherwise it is 0;

The logarithm of audit fees for period t of the enterprise;

Calculated using the formulas (1) and (2) above;

Logarithm of total assets of the enterprise;
Corporate liabilities/total corporate assets;
(Receivable + inventory)/total assets;

(Net profit for the current year-Net profit for the previous
year)/Net profit for the previous year;

1 if the enterprise incurred a loss in year £ otherwise, 0;

Number of shares held by the largest shareholder/total capital
of the company;

Number of shares held by executives/total number of shares;

Same is 1 if the general manager and the chairman are the
same person, otherwise 0;

Number of independent directors/boards;

If the accounting firm is the Big Four, the value of big4 is 1,
otherwise it is 0;

At period ¢ if the audit opinion is non-standard, the value is 1,
otherwise it is 0;
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2) Selection of samples

The sample data is mainly from the Guotai’an database. The data range for the
sample selection is all A-share listed companies in China listed companies from
2007 to 2018. Aiming at the sample data in this article, the data was processed
using statall.0 software.

In order to avoid the impact of some missing or inappropriate data, the fol-
lowing data screening process has been performed: 1) delete data from the fi-
nancial industry; 2) delete data from net assets and total assets less than or equal
to 0; 3) delete business data of revenue and operating cost less than or equal to
zero. At the same time, in order to avoid the influence of extreme values, 1%
Winsor processing was performed on the continuous variables, and the final da-
ta sample was obtained. In this paper, the clustering robust standard error me-

thod is used for control.

5. Empirical Results and Analysis

1) Descriptive statistics

Table 2 is the result of descriptive statistics of the main variables.

From the descriptive statistics in Table 2, it can be known that the average
value of cost stickiness dcscost is 0.013, the maximum value is 0.416, and the
standard deviation is 0.055. The interpreted variable later_loss, whose average
value is 0.089, indicates that in the sample studied, the company will account for
about 9% of losses in the next year. The audit cost of the explanatory variable
In_auditfee has an average value of 13.64 and a standard deviation of 0.72. The
size of the asset has a mean value of 21.94, a minimum value of 19.3, a maximum
value of 25.93, and a standard deviation of 1.302. The average growth rate of
profit growth (-0.409) indicates that the companies in the sample have a nega-
tive growth from the average level. The average value of loss is 0.081, which is
similar to the average of later_loss. The two jobs are one-same mean value is
0.257, indicating that about 25.7% of the companies in the sample have the phe-
nomenon of two jobs being one. The average value of independent direc-
tors-EID is 0.372. On average, the company’s independent directors have
reached one-third of the regulatory requirements.

2) Correlation analysis

Table 3 is the correlation analysis results of related variables.

Table 3 is the result of correlation analysis between variables. Among them,
there is a significant positive correlation between later_loss and dcscost. The cor-
relation between later_loss and dcscost is 0.052, and is significantly positive at a
significance level of 5%, which is consistent with hypothesis 1. However, since
this is a simple correlation analysis between univariate variables, further testing
is needed. But there is a significant negative correlation between In_auditfee and
dcscost. Similarly, because correlation analysis is a correlation analysis between
univariate variables, you need to look at the relationship between the two while

considering other variables.
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Table 2. Descriptive statistics of the main variables.

Variable Mean Median Std. Min. Max. N
later_loss 0.089 0.000 0.284 0.000 1.000 25,230
In_auditfee 13.640 13.530 0.720 12.300 16.280 27,448
dcscost 0.013 0.000 0.055 0.000 0.416 25,327
size 21.940 21.780 1.302 19.300 25.930 28,825
lev 0.435 0.430 0.213 0.048 0.905 28,825
cfratio 0.267 0.245 0.170 0.006 0.756 28,613
growth -0.409 0.043 4.041 -26.130 13.200 25,368
loss 0.081 0.000 0.272 0.000 1.000 28,825
ownership 0.353 0.334 0.151 0.0878 0.757 28,820
stock_e 0.069 0.0002 0.140 0.000 0.615 27,575
same 0.257 0.000 0.437 0.000 1.000 28,381
EID 0.372 0.333 0.055 0.000 0.800 28,697
bigd 0.0544 0.000 0.227 0.000 1.000 28,825
audittype 0.0341 0.000 0.181 0.000 1.000 28,715
Table 3. Correlation analysis between variables.
Variable later loss In_auditfee  dcscost size lev cfratio growth
later_loss 1.000
In_auditfee  —0.016** 1
dcscost 0.052%** —0.025%** 1
size —0.063*** 0.754** —0.059%*%* 1
lev 0.055%** 0.303*** —-0.003 0.446%** 1
cfratio —0.029**  —0.026*** —0.006 —0.002 0.255%** 1
growth —0.130%** 0.017%* —-0.006 0.057%**  —0.093***  0.022*** 1
loss 0.148%** —0.020°%*  0.027*** —0.088*** 0.126"** —0.031*** —0.480***
ownership  —0.086*** 0.131%* —0.026%%*  0.211%*  0.049*** —0.002 0.044***
stock_e —0.046***  —0.166***  —0.045%** —0.257** —0.295%** 0.035***  (0.033***
same —0.00700 —0.091%*  —0.00700 —0.171*** —0.162*** 0.031*** 0.011*
EID —0.00001 0.059%** 0.018%%*  0.025** —0.018**  0.029***  —0.021***
bigd —0.027%** 0.453*** —-0.004 0.350%**  0.099***  —0.062*** 0.011*
audittype 0.158*%** —0.018%** 0.070%%*  —0.104***  0.129***  —0.050"** —0.126%**
Variable loss ownership  stock_e same EID big4 audittype
loss 1
ownership  —0.090*** 1
stock_e —0.063%¢  —0.024*** 1
same -0.013** —0.045%*%* 0.482%** 1
EID 0.018*%** 0.039%** 0.095%%*  0.105%** 1
bigd —0.031** 0.139%%*  —0.089*** —0.070*** 0.033*** 1
audittype 0.238*%** —0.096***  —0.055***  —-0.005 0.002 —0.030*** 1
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The correlation results between other control variables show that the largest
correlation coefficient is the correlation coefficient between growth and loss
(—0.48). This shows that there is no serious multicollinearity problem between
the variables.

3) Analysis of empirical results

Table 4 is the regression results of the correlation between inspection cost
stickiness and the possibility of future losses for the enterprise, and the correla-
tion between inspection cost stickiness and audit costs.

Panel A in Table 4 is the regression result of the correlation between cost
stickiness and the possibility of future losses for the company. This paper uses a
panel logistic regression model for multiple regression analysis. Column (1) in
Panel A is the cross-section regression; Column (2) is the panel regression result.
Column (1) and Column (2) regression results show that under the control of
other variables, the explanatory variable cost stickiness dcscost is significantly
positive at a significance level of 1%, and the coefficients are 2.053 and 1.875,
respectively. This shows that there is a significant positive correlation between
corporate cost stickiness and the possibility of future losses. The greater the cost
stickiness of an enterprise, the greater the possibility that the enterprise will suf-
fer losses in the future. This article assumes 1 is true. From an economic point of
view, subject to Column (2), for each standard deviation of cost stickiness, the
probability of future losses for the company will change by 10.313% (1.875 *
0.055); the probability of future losses for the company will change by 1.159
(0.10313/0.089). When the cost stickiness of an enterprise is greater, the higher
the risk level of the enterprise, the greater the possibility that the enterprise will
suffer losses in the future. This research conclusion shows that the cost characte-
ristics of enterprises is one of the important reasons that affect the loss of enter-
prises. Enterprises should pay attention to their operating costs and avoid bear-
ing excessive non-operating costs or non-value costs.

Panel B in Table 4 is the regression result obtained by testing the correlation
between cost stickiness and audit costs. Column (1) in Panel B is the result of
multiple regression of mixed regression; Column (2) is the result of fixed-effect
regression that controls the time variable. The results of Column (1) and Col-
umn (2) both show that under the control of other variables, the cost stick-
iness dcscost is significantly positive at a significance level of 5%, with coeffi-
cients of 0.137 and 0.078, respectively. This shows that the cost stickiness of an
enterprise has a significant positive correlation with audit costs; the greater the
cost stickiness of an enterprise, the greater the audit cost. Assumption 2 holds.
From an economic perspective, based on the fixed-effect regression results,
audit costs will increase by 0.429% (0.078 * 0.055) for each standard deviation
of cost stickiness; audit costs will increase by 0.0314% (0.00429/13.64). In oth-
er words, the CPA will charge higher audit fees for the cost stickiness of the
enterprise. The greater the cost stickiness of the enterprise, the greater the au-

dit costs.
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Table 4. Multiple regression results.

Panel B: results of the correlation
between cost stickiness and audit costs

Panel A: results of the correlation between cost
stickiness and the possibility of future losses

Explained variable— later_loss Explained variable— In_auditfee

Variable

Variable

Cross-section Panel Mixed Fixed
regression regression regression effect
(1 () (6] ()
dcscost 2.053%%* 1.875%%* dcscost 0.137** 0.078**
(5.47) (4.39) (2.29) (2.34)
size —0.296*** —0.256*** size 0.366%** 0.339%**
(-11.76) (=7.90) (46.74) (33.15)
lev 1.432704% 1.4454* lev 0.035 0.014
(10.16) (8.19) (0.96) (0.42)
cfratio —0.839%¢* —0.911%%* cfratio 0.057 -0.026
(-5.07) (-4.34) (1.39) (-0.62)
growth —0.046*** —0.051%%% growth 0.001 —0.000
(-8.31) (-8.30) (0.71) (=0.25)
loss 0.590%%* —0.166 loss 0.068*** 0.021***
(7.01) (-1.64) (5.05) (2.70)
ownership —1.075%** —1.471%4% ownership —0.100%* 0.068
(-5.81) (-6.11) (-2.20) (1.08)
stock_e —0.816%** —1.011%%* stock_e —0.118%%* —0.084*
(-3.28) (-3.36) (-2.86) (-1.71)
same 0.037 0.063 same 0.025* 0.008
(0.58) (0.81) (1.96) (0.80)
EID 0.310 -0.044 EID 0.190* -0.036
(0.66) (~0.08) (1.83) (-0.51)
bigd 0.729+* 0.265%**
(18.19) (5.46)
audittype 0.183%%* 0.094***
(8.02) (5.70)
_cons 3.266%%* 2.315%%% _cons 5.075%%* 5.888***
(5.64) (3.12) (29.26) (26.40)
Ind./ Year Yes Yes Ind/ Year Yes Yes
N 20,400 20,400 N 22,868 22,887
adj- R - - adj- R 0.672 0.645
F - - F 429.2704% 405.77***

Note: 1) the year and industry are controlled; 2) the t value in parentheses; *, **, *** indicate that they are

significant at the statistical levels of 10%, 5%, and 1%.
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4) Further research and analysis

Considering the differences in the business objectives and business methods
of enterprises in China’s capital market under different natures of equity. Com-
pared with non-state-owned enterprises, state-owned enterprises have stronger
financing and anti-risk capabilities. Therefore, under the same circumstances, if
there is cost stickiness, is it more likely that state-owned enterprises will lose
money than non-state-owned enterprises. Similarly, whether there are differ-
ences in the CPA’s treatment of related matters of different equity companies.
This article starts with the correlation between cost stickiness and the possibility
of future losses, cost stickiness and auditing costs, and studies whether there is a
difference in this impact relationship under different natures of equity.

This article describes the nature of equity as soe, which is defined as: if the
enterprise is a state-owned enterprise, the value of soe is 1, otherwise it is 0.

This article will use crossover terms to test the cost stickiness of different eq-
uity properties and the possibility of future losses for the company; crossover
terms and grouping methods will be used to test the difference in the impact of
cost stickiness on audit costs under different stock right properties.

The test results are shown in Table 5.

Table 5. Differences in the impact of cost stickiness on the possibility of future losses and
audit costs for different types of equity.

Panel A: The test of cross-correlation differences in the
nature of different stock rights using crossover terms

ExplainedVariable— later loss Explained variable— In_auditfee
Variable
(&) (2)
dcscost 2.414%%% 0.198%**
soe 0.090 —0.048***
dcscost*soe -2.161** —-0.109
Others Var. Yes Yes
Ind/ Year Yes Yes
N 19100 21695
adj- R - 0.667
Panel B: Tests on the differences of related relationships
under different ownership properties by grouping
Explained variable—In_auditfee
Variable state-owned enterprises state-owned enterprises
(5)
dcs_cost 0.045 0.082*
Difterence 0.037
Others Var. Yes Yes
Ind/ Year Yes Yes
N 8036 13,768
adj-R* 0.651 0.600

Note: 1) the year and industry are controlled; 2) the t value in parentheses; *, **, *** indicate that they are
significant at the statistical levels of 10%, 5%, and 1%.
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Panel A in Table 5 is the result of multiple regression using the crossover
term. Column (1) in Panel A is the test result of the difference in the impact of
cost stickiness on the possibility of future losses of the company under different
ownership properties. From the results of Panel A (1), it can be seen that under
the control of other variables, the crossover term dcscost * soe is significantly
negative at a significance level of 5%. This shows that, compared with state-owned
enterprises, the cost stickiness of non-state-owned enterprises is more likely to
increase the possibility of future losses. Column (2) in Panel A is the test result
of the difference in the impact of cost stickiness on audit fees under different
ownership properties. Under the control of other variables, the crossover term
dcscost * soe is not significantly different from 0 at a significance level of 10%.
This shows that compared with state-owned enterprises, the cost stickiness of
non-state-owned enterprises has no significant difference in the impact of audit
costs.

It can be seen that for enterprises, compared with non-state-owned enterpris-
es, state-owned enterprises are better able to cope with the risk of future losses
caused by cost stickiness; however, CPAs charge audit fees for the risks brought

by cost stickiness, not treated differently because of the different nature of equi-

ty.
6. Robustness Test

In order to increase the reliability of the hypothesis test results in this paper, the
following robustness tests were performed. Except for the logistic regression
model, the following robustness tests use a fixed effect model under the control
of time.

1) Add control variables

In order to reduce the endogenous problems caused by the omission of va-
riables, this article considers adding control variables in the robustness test: 1)
whether the senior management of the company has changed during t period,
and is recorded as change_zd (definition: if the company’s t period, the chair-
man or the general manager changes, change_zd is set to 1, otherwise 0); 2) The
earnings management motive at the t-period of the enterprise is used as the con-
trol variable and recorded as MP (definition: if the roe is in the (-0.02, 0.02)
range at the t-period of the enterprise in this case, the value of MP is 1, otherwise
it is 0). The reason to consider joining change_zd is that when the executives
change, the enterprise risks are greater and the possibility of loss is higher. The
CPA will also charge higher audit fees for this. MP refers to the motivation of
corporate earnings management. When a company has an earnings management
motivation, it will make the company less or more likely to suffer losses. The ex-
istence of earnings management motivation will increase the audit risk of the
certified public accountant. Auditors will charge a higher audit premium to deal
with it.

The test results are shown in Table 6 (1) and (2). The regression results ob-

tained are consistent with the main regression.

DOI: 10.4236/ajibm.2020.101008

127 American Journal of Industrial and Business Management


https://doi.org/10.4236/ajibm.2020.101008

Q. L. Tang

Table 6. Regression results of the robustness test.

Variable

dcscost
change_zd
MP
others Var.
Ind.| Year
N

adj-R*

Variable

dcscost

others Var.
Ind.| Year
N

adj-R*

Explained variable
— Jater _loss

(6]
1.865***
0.180***
1.756***

Yes

Yes

20,400

Explained variable
— later roa

(5)

—-0.020**

Yes
Yes
20,417

0.008

Explained Vz-m'able Variable Explained variable Explained V.?riable
—In_auditfee — Jater loss —In_auditfee
(2) (3) (4)

0.078** cha_dcscost 1.878%%* 0.071**

0.010**
-0.006
Yes others Var. Yes Yes
Yes Ind.| Year Yes Yes
22,887 N 20,400 22,887
0.645 adj-R - 0.645
Explained variable Variable Explained variable Explained variable
—cha_Inauditfee —later _sdroa —cha_Inauditfee
(6) (7) (8)
0.083** dcscost 0.023***
cha_dcscost 0.073*
Yes others Var. Yes Yes
Yes Ind.| Year Yes Yes
22,887 N 20,459 22,887
0.782 adj-R* 0.128 0.782

Note: 1) the year and industry are controlled; 2) the t value in parentheses; *, **, *** indicate that they are significant at the statistical levels of 10%, 5%, and 1%.

2) Take cost stickiness difference as explanatory variable

This paper uses the cost stickiness difference to measure the explanatory va-
riable in the transformation of the explanatory variable method, that is, the dif-
ference between the cost stickiness of the enterprise itself and the average cost
stickiness of the same industry in the same year as the explanatory variable is
recorded as cha_dcscost.

The regression results are shown in Table 6 (3) and (4). The conclusions ob-
tained are consistent with the regression results. The test results obtained are
consistent with the main regression.

3) Take the profit rate before interest and tax of the enterprise ¢+ 1 pe-
riod and the difference between audit fees as the explanatory variables

In this paper, in this robustness test, the profit margin before interest and tax
of the company ¢+ 1 period will be used to replace the later_loss in the model;
the difference in audit costs will be used to replace the explained variable-audit
cost in the original regression model. The specific measurement method is as
follows:

Enterprise’s £+ 1 period EBIT margin: Enterprise’s ¢ + 1 period EBIT/enter-
prise’s ¢ + 1 period total assets; recorded as later_roa. If the cost stickiness is
greater, the more likely the company will lose money in the future. This article

hopes that dcscost has a significant negative correlation with later_roa.

DOI: 10.4236/ajibm.2020.101008

128 American Journal of Industrial and Business Management


https://doi.org/10.4236/ajibm.2020.101008

Q. L. Tang

Audit cost difference: the audit cost of an enterprise-the average audit cost of
an enterprise in the same industry and year, recorded as cha_lnauditfee. That is,
the difference between the company’s own audit costs and the average of the
company’s audit costs in the same industry in the same year is used as a re-
placement of the audit costs of the explanatory variables of the original regres-
sion model to perform the robustness test.

The results obtained by the regression are shown in Columns (5) and (6) in
Table 6. The regression results in Column (5) show that under the control of
other variables, dcscost is significantly negative at a significance level of 10%, in-
dicating that the greater the cost stickiness, the smaller the company’s future
EBIT margin, and the more likely it is to lose money. The conclusions reached
are consistent with the main regression. Similarly, the conclusions from the re-
gression results of Column (6) are consistent with the main regression.

4) Robustness test in other ways

Robustness test of the impact of cost stickiness on the possibility of future
losses:

The volatility of roa during the period of the enterprise (# ¢+ 2) is used to
measure the stability of the company’s surplus, and it is recorded as later_sdroa.
If the cost stickiness of an enterprise is greater, the greater the later_sdroa, it in-
dicates that the existence of the cost stickiness of the enterprise affects the stabil-
ity of performance, and the possibility of loss in the later period is greater.

The test results are shown in Column (7) in Table 6. Column (7) regression
results show that, under the condition of controlling other variables, dcscost is
significantly positive at a significance level of 1%. This shows that the greater the
cost stickiness of the enterprise, the greater the volatility of the company’s future
profits, and the greater the possibility of loss. This is consistent with the conclu-
sions of the main regression.

Robustness test of the impact of cost stickiness on audit fees:

Using the calculated audit fee difference—cha_lnauditfee as the explanatory
variable and cost sticky difference—cha_dcscost as the explanatory variable, the
influence of cost stickiness on auditing costs is examined. This test method can
reduce the endogenous problems caused by reverse causality to a certain extent.

The test results are shown in Column (8) in Table 6. The conclusions of the
regression results are consistent with the main regression.

5) Summary

The above robustness tests all show that the conclusion of the main regression

is valid. The conclusions obtained in this paper are relatively stable.

7. Conclusions and Inspiration

With the development of social economy, the operating environment enterprises
faced is becoming more and more complicated, and competition is becoming
more and more intense. Cost management and cost control have become an

important part of the survival and development of enterprises in such an envi-
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ronment. The existence of corporate cost stickiness increases the risk level of the
enterprise to a certain extent and affects the business risk of the enterprise. What
kind of economic consequences the cost stickiness of the enterprise brings is
worthy of attention. From the perspective of the economic consequences of cost
stickiness, this paper explores whether the existence of cost stickiness affects the
possibility of future losses and the impact of cost stickiness on audit costs. The
study found that the greater the cost stickiness of an enterprise, the greater the
possibility that the company will suffer losses in the future; the greater the cost
stickiness of an enterprise, the greater the audit costs. After the robustness test,
the conclusion still holds. This shows that the cost stickiness of the company will
indeed increase the business risk of the company in the future, making it more
likely for the company to make losses. At the same time, the CPA can identify
the potential risks brought by cost stickiness and bring about the cost stickiness.
An audit premium is charged for potential risks or increased expected losses,
resulting in higher audit costs. In further research, the differences in the impact
of cost stickiness on the possibility of future losses of enterprises under different
natures of equity and the differences in the impact of cost stickiness on audit
costs under different natures of equity are discussed. The study found that,
compared with non-state-owned enterprises, the cost stickiness of state-owned
enterprises has a smaller effect on the possibility of future losses for the compa-
ny; and the impact of cost stickiness on audit costs has no significant difference
under different ownership characteristics.

From the perspective of cost stickiness, this article explores the economic
consequences of cost stickiness. Its research conclusions allow companies to better
understand the impact of their own cost stickiness on their business processes,
which in turn helps companies strengthen their own cost control and avoid the
negative impact of cost stickiness. For CPAs, allow CPAs to deepen their under-
standing of the potential risks caused by cost stickiness and strengthen their pro-
fessional skepticism, so as to reduce audit risks caused by increasing audit in-
vestment or adjusting audit procedures; for policy supervisors, the conclusion of
the study indicates that certain costs of the enterprise will affect the long-term
development of the enterprise. The importance of the proposed “cost reduction”
plan can be seen. Policy regulators should strengthen their implementation to
help some companies with excessive cost rigidities reduce their costs, to promote
the development of enterprises, industries and the economy.

This article for the first time studies the impact of cost stickiness on future
losses and audit costs from the perspective of cost stickiness. This research enrich-
es the existing relevant literature research, and also helps the practice communi-
ty to further understand the negative impact of cost stickiness on the future op-
eration of the enterprise. And this research also helps auditors to clarify the po-
tential risks brought by cost stickiness, which affects audit decisions. The re-
search shows to a certain extent the significance of the relevant departments’ ac-

tive promotion of related policies on industry cost control.
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However, the research in this paper still has deficiencies and needs further re-

search in the future. First, this article does not consider the impact of cost stick-

iness on the possibility of future losses and audit costs of different companies by

industry. Secondly, this article has not yet explored the impact of cost stickiness

on more aspects of business operations. The above-mentioned shortcomings

deserve further study in the future.
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