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Abstract 
Audit fees have always been a topic of concern in the field of accounting re-
search at home and abroad. As far as the existing literature is concerned, the 
research on audit fees is mostly concentrated on the characteristics of the firm 
and the characteristics of the audited entities. In recent years, as the supply 
chain has become the focus of attention, customer characteristics have gradu-
ally been taken into account in the scope of factors affecting audit fees. This 
paper selects the geographical distance between the customer and the com-
pany as a customer feature for research, and introduces geographical location 
factors into the field of audit fees, and explores what impact the distance be-
tween customers and the company would have on the audit fees. Earlier stu-
dies indicated that the two key factors affecting audit fees are auditor efforts 
and litigation risks. This paper uses the data of the top five customers dis-
closed by the Shanghai-Shenzhen A-share listed companies in 2009-2016 to 
analyze the information asymmetry of long-distance customer affects these 
two key factors to explore the impact on audit costs. The study found that: 1) 
The farther the listed company is from the main customers, the higher the 
audit fee is, and vice versa. 2) The impact of listed company customer dis-
tance on audit fees is different between groups in different levels of customer 
concentration and different levels of analyst attention. This paper provides 
evidence that different customer geographic characteristics have different 
impacts on audit fees.  
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1. Introduction 

Auditing fee refers to the remuneration paid by the audited unit for the profes-
sional auditing services provided by the accounting firm, and is the value per-
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formance of the supply and demand relationship of audit services between the 
accounting firm and the audited unit. The audit fees paid by the audited unit to 
the accounting firm can fairly reflect the value of professional services provided 
by the accounting firm. Excessively high or low audit fees will affect the quality 
of the audit work and the independence of the certified public accountant, thus 
affecting the vital interests of many stakeholders. Therefore, due to its impor-
tance and practical value, scholars have been paying close attention to the issue 
of audit fee pricing. Among these thousands of related literatures, Simunic’s re-
search on audit costs is particularly classical. Based on this paper, many valuable 
research literatures emerged at the historic moment. It is generally believed that 
audit pricing mainly depends on the auditor’s the level of effort, the client’s audit 
risk, and the relative bargaining power of the auditor and the client. The re-
search content of these documents mostly studies the influencing factors of audit 
fees from the aspects of earnings management, customer scale, equity structure, 
internal control, etc., but relatively few studies on the influence of geographical 
factors on audit fees. 

Since the introduction of geographic location characteristics into the field of 
finance and accounting research, a large number of studies have emerged about 
its influence on the decision-making of economic subjects and their conse-
quences. As one of the important geographic location characteristics, geographic 
distance has attracted a lot of scholars’ attention. Although today’s era is a 
fast-developing Internet era, geographical differences will still cause obstacles to 
information exchange. The increase in distance means the emergence of various 
costs, which will significantly affect the ability of both parties to obtain informa-
tion and the degree of asymmetry this intensifies. At present, related research 
mainly focuses on corporate behavior, investor behavior, bank credit, securities 
analysts, auditors, etc., that is, investors, analysts, and auditors have geographical 
advantages or geographical preferences. In recent years, some scholars have 
found that geographical location is also an important factor that affects audit 
quality and audit fees. However, most of them focus on the study of the geo-
graphical location between accounting firms and audited companies. They be-
lieve that the distance between audit firms will affect the geography of account-
ing firms. Advantages and the ability to obtain information have an impact on 
audit costs, but rarely involve the impact of geographic location between the au-
dited company and other stakeholders on audit costs. 

To sum up, according to the research results of previous scholars, the increase 
of geographic distance will aggravate information asymmetry, and the informa-
tion asymmetry between customers and suppliers is mainly reflected in the in-
formation advantages of suppliers, and customers as information disadvantages, 
it is difficult Obtaining private information depends more on public informa-
tion. Will the supplier take advantage of this information to engage in specula-
tion or whitewash financial statements and release a good signal to customers to 
obtain high expectations from customers? When this information advantage in-
creases with geographical distance, the contraction and reduction of customer 
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information have even led to customers becoming the dominant party of infor-
mation. Knowing more about the private information of suppliers can form a 
good cooperation and synergy efficiency, and can correctly evaluate the perfor-
mance of the company. Whether this information advantage will supervise and 
constrain the opportunistic behavior of management and give play to the effec-
tiveness of customer supervision? Customers significantly influence the compa-
ny’s innovation activities, inventory management, and earnings management, 
which have a significant impact on the company, and then affect audit costs. To 
this end, this article will start from the geographical distance between the au-
dited company and its top five customers, and study its impact on audit costs, as 
well as the reconciliation of this impact under different customer concentration, 
whether the two roles are combined, and different analysts’ tracking situations 
effect. 

2. Literature Review and Research Hypothesis 
2.1. Research on Supplier-Customer Geographic Distance 

Geographical distance refers to the spatial distance between two economic 
agents, also known as geographical proximity. Geographical distance is often 
used to measure the cost of obtaining information. Even with the development 
of modern information dissemination technology, geographical distance still 
hinders the transmission of information between market participants, especially 
the transmission of some “soft information” (Stein, 2002). According to transac-
tion cost theory, if the geographic distance between market participants is short, 
the degree of information asymmetry is reduced and transaction costs are re-
duced. The increase of geographical distance will lead to the need to spend more 
time, energy, money and other resources to collect relevant information of listed 
companies, weaken the information acquisition ability of economic entities, and 
increase the degree of information asymmetry. Therefore, different geographical 
distances also mean different degrees of information asymmetry. For informa-
tion asymmetry between different economic subjects, the impact is also differ-
ent. A lot of relevant literature has been studied at home and abroad. 

For analysts, geographic distance determines how easy it is for security ana-
lysts to obtain private information and the cost of information acquisition 
(Wang, Wang, & Lu, 2016). In the dual sense of economics and statistics, com-
pared with non-local analysts, the advantages of local analysts in the sample 
group of companies with less information disclosure and higher earnings 
smoothness are more significant. It’s derived from the study that the financial 
forecast made by the forecaster is related to its distance from the financial center, 
and the short-term forecast of stock returns by the closer analysts often causes 
higher market response (Malloy, 2005). Li Dongxin et al. researched 6854 analyst 
reports included in the Wind database from 2005 to 2007 and found that in the 
analyst market in China, various phenomena indicate that local advantages are 
significant, which is unique to China. The economic environment is inseparable 
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in the context of the institutional environment, and this phenomenon is even 
more pronounced in state-owned samples (Li, Li, & Zhang, 2011). 

Geographical distance also has an impact on audit quality. In 2012, Choi et al. 
conducted in-depth research to prove that the concept of geographical proximity 
can promote local accounting firms to form more effective supervision of clients, 
and enable accounting firms to grasp the overall operating status of clients and 
Future development and other information, so that the audit quality can be ef-
fectively improved. However, there is also an opposing view that when auditing 
local clients, local auditors have lower audit quality than non-local ones. For 
example, Wang et al. found in 2008 that compared with non-local auditors, local 
auditors have much lower probability of non-standard opinions from customers 
controlled by local governments. Pei and Du empirically researched the audi-
tor-company geographical proximity to improve the audit quality based on the 
data of A-share listed companies from 2001 to 2011 (Pei & Du, 2015). At the 
same time, the supervision intensity weakened the auditor-company geographi-
cal proximity and audit Positive correlation between quality. Shen et al. studied 
the collusion effect of local auditors from the perspective of audit fees and audit 
quality, and the results show that local auditors and companies with high levels 
of information asymmetry have earnings management behaviors. Collusion, and 
further pointed out that earnings management companies with a high degree of 
information asymmetry are more likely to choose local auditors for auditing 
(Shen, Wang, & Wu, 2017). Liu Wenjun used listed companies from 2008 to 
2011 as research samples and used more rigorous data processing, which finally 
proved that the auditor-client distance has a negative correlation with audit 
quality, that is, the audit quality of local auditors is high to non-local auditors 
(Liu, 2014). 

Regarding other stakeholders of listed companies, Zhang Honghui et al. re-
search shows that the farther the independent director is from the listed compa-
ny, the lower the quality of the company’s financial report; The further the in-
dependent director is from the listed company, the number of independent di-
rectors attending is less, which in turn affects the quality of the company’s fi-
nancial reports, which is direct evidence that geographical distance affects the 
performance of independent directors and exerts a supervisory role (Zhang, 
Ping, & Zhang, 2019). Cheng et al. reflected the information and transaction 
status between major customers and suppliers through geographical distance. It 
was found that the closer the geographical distance, the more helpful it is to 
strengthen the negotiation advantage of major customers and promote the pro-
vision of supplier companies’ more robust accounting information (Cheng, 
Wan, & Li, 2019). Starting from the governance effect hypothesis of the geo-
graphic proximity of large customers, empirical research shows that the closer 
the geographical distance between the large customer and the company, the 
smaller the company’s tendency to violate the rules and the lower its severity, 
that is, the geographic proximity of major customers has inhibited company vi-
olations (Wan, Cheng, & Yang, 2019). Li Bin research found that it is difficult 
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for the parent company to obtain sufficient information about its subsidiaries, 
and it becomes increasingly difficult to control and control its subsidiaries, and 
management may produce opportunistic behaviors, leading to a decline in the 
quality of the company’s financial information (Li, 2015). 

To sum up, geographical distance works from two aspects: First, geographic 
distance affects the degree of information asymmetry. The information passed 
between different economic entities is not only public accounting information or 
hard information such as evaluation reports. It is also worth paying attention to 
the company’s private information, unpublished and informal information. This 
soft information needs to be relevant only through frequent contact with man-
agement and key employees, can they obtain it through personal relationships or 
on-site visits. Geographical distance greatly reduces the chance of face-to-face 
communication, and it is not easy for the two parties to form a close cooperative 
relationship, which makes the acquisition of soft information a natural disad-
vantage. In addition, different geographical locations will cause cultural isolation 
and institutional differences, and there will be loss and distortion of long-distance 
information transmission, increasing the risk of misreading and distortion, re-
ducing the efficiency of information transmission, and then aggravating the de-
gree of information asymmetry. 

Second, geographic distance reduces the effectiveness of supervision. Moni-
toring means consuming resources, and paying attention to costs becomes a de-
termining factor for stakeholders to implement monitoring. Monitoring costs 
generally include the cost of collecting and sorting various types of information, 
as well as the cost of various contract amendments and renegotiations in the face 
of the company’s potential moral hazard. Geographical distance brings huge ex-
penses in terms of transportation. At the same time, long-distance transporta-
tion time will reduce the willingness of supervisors to go out and work energy. 
Geographical distance will also weaken the company’s own degree of self-discipline, 
it is easier to make irregularities such as whitewashing performance and operat-
ing earnings, increasing the cost of risk. 

2.2. Hypothesis Development 

Audit costs are mainly composed of three parts: first, the cost of audit products, 
that is, the costs required by the firm to perform necessary audit procedures and 
issue audit reports from the start of the audit project to the submission of the 
audit report; the second is the risk cost, That is, the expected loss costs caused by 
the existence of audit risks; the third is the normal profit of accounting firms. 
Among them, the cost of audit products generally depends on characteristics 
such as scale, corporate accounting robustness and corporate governance level; 
audit risks include major misstatement risks and inspection risks of financial 
statements. In the study of Simunic, he compared the company’s operating risks 
with Financial risk is used as a measure of audit risk. As a stakeholder, the rela-
tionship between the customer and the supplier will inevitably affect the busi-
ness risk and financial risk of the enterprise, and then affect the audit risk and 
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audit fees. 
Specifically, on the one hand, when geographic distances narrow the relation-

ship between suppliers and customers, and reduce the degree of information 
asymmetry between suppliers and customers, Song Yu believes that the conven-
ience of geographical locations can be used with company managers or em-
ployees. Interactive conversations and the establishment of personal relation-
ships will bring more significant advantages in private information, and the 
company and customers will form longer and more stable cooperation. In addi-
tion, geographical closeness will also reduce transaction costs for both parties, 
enhance the ability of suppliers to serve customers, promote both parties to in-
crease sales and reduce costs (Kim & Wemmerlöv, 2015), improve inventory 
management efficiency, and improve the profitability of both parties, which in 
turn reduces the company’s operating risk. When the company is performing 
well, the possibility of financial fraud is reduced, the potential for violations is 
also low, and the inherent audit risk is low, which reduces audit costs. 

On the other hand, when geographic distance becomes an obstacle to infor-
mation transmission, and due to the consideration of transportation costs and 
communication costs, customers become a party with an information disadvan-
tage, weakening the supervision of the company and failing to exert its gover-
nance role. Supplier management is motivated to use its informational superior-
ity to report more good news to influence customer expectations of the compa-
ny’s prospects, and unwilling to predict bad news about business performance 
(Basu, 1997). And may even increase profits by attracting new customers or 
maintaining existing customer relationships, and auditors increase investment in 
audit activities, substantive testing and analysis procedures, etc., thereby in-
creasing audit fees. When a client discovers an enterprise’s opportunistic beha-
vior, it is very likely that it will cause a transaction interruption, cause the enter-
prise to fall into a larger operating risk and even cause a financial crisis, and then 
affect the audit risk and increase the audit costs. 

Therefore, based on the theory of information asymmetry, this article propos-
es the first hypothesis: 

H1: The geographic distance between customers and suppliers increases, and 
audit costs increase. 

2.3. Customer Concentration, Geographic Distance and Audit Fee 

Market competition is becoming increasingly fierce, and collaboration between 
suppliers and companies is essential. Customers are often larger than companies, 
have stronger bargaining power, and high customer concentration can affect the 
company’s production operations and financial decisions. Increased customer 
concentration indicates that customers have a higher status and have a greater 
right to speak. As a party relying on large customers, the company has a rela-
tively weak right to speak, and customers have greater bargaining power, which 
may require the company to lower prices and extend business. Credit or higher 
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inventory levels, reducing the company’s profit margin, and the company mak-
ing concessions will affect the company’s account receivable turnover rate and 
weaken the company’s ability to expand production, which is not conducive to 
the company’s continued operation and development; Increased customer con-
centration will allow the company to make a large number of specialized invest-
ments in order to strengthen the cooperative relationship, resulting in a large 
number of fixed costs, and large customers may interrupt the transaction at any 
time or establish alliances with competitors in the same industry. Once the 
transaction with the customer Termination, this special investment will be 
greatly devalued, and the company will face production interruption, a signifi-
cant decline in revenue and other conditions, the company may fall into a finan-
cial crisis. Therefore, increasing customer concentration may increase the moti-
vation of the company’s management to engage in opportunistic behavior. In 
order to maintain important customer relationships, the management needs to 
send a signal of good company operation. When the performance is not satis-
factory, it is more inclined to whitewash Performance or earnings management 
or selective disclosure to avoid bad news. 

When a long-distance brings the company’s information advantages, it pro-
vides favorable conditions for manipulating financial information, and when it 
faces large customers, the company has a strong incentive to whitewash its per-
formance to meet customers. Therefore, when large customers focus on long 
distances, the company has a larger Risks, the credibility of the quality of the in-
formation disclosed is low, which increases audit costs and audit risks, resulting 
in higher audit costs. 

This article therefore proposes a second hypothesis: 
H2: Customer concentration will strengthen the effect of customer geographic 

distance on audit costs. 

2.4. Number of Analysts, Geographic Distance and Audit Fee 

The analyst plays a very important role as an information transmission interme-
diary. On the one hand, the analyst can more easily discover the private infor-
mation of the company. On the other hand, the analyst’s report can help identify 
and disseminate the information disclosed by the company. The number of ana-
lysts tracking is usually regarded as a proxy for obtaining private information, 
and it is also regarded as an indicator of the enterprise information environment 
(Lang, Lins, & Miller, 2003). The analyst tracking can improve the information 
environment of the enterprise and alleviate information Symmetrical situation. 
Empirical research shows that follow-up by analysts can effectively alleviate the 
problem of information asymmetry between listed companies and information 
users, reduce audit risks, and auditors can complete them efficiently according 
to standard audit procedures, auditing costs have also been reduced accordingly 
(Zhou & Zhao, 2015). It’s found that analysts’ attention as an important force of 
corporate external governance has a substitution effect with audit supervision to 
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a certain extent (Li & Ren, 2013). Gotti et al. found that management share-
holding and analyst concerns were negatively related to audit costs (Gotti, Han, 
& Higgs, 2011). In summary, analysts act as information intermediaries to pass 
relevant information to the market and information users, reducing the degree 
of information asymmetry between customers and suppliers, thereby reducing 
audit risks and audit costs. 

Therefore, this article proposes a fourth hypothesis: 
H3: For companies with a higher degree of analyst attention, the impact of 

customer geographic distance on audit costs is weakened. 

3. Sample Data and Research Design 
3.1. Sample Data 

The research sample of this article is the 2009-2016 data of Shanghai and Shenz-
hen A shares. The reason why the sample period started in 2009 is that only 
since 2009 have more companies voluntarily disclosed the names and sales of the 
top 5 customers. To this end, this article manually collected the sales of the top 5 
customers of listed companies as of 2016 Amount and proportion information. 
All financial data and company nature data of the sample companies are from 
the CSMAR database. The CSMAR database is currently the largest, most accu-
rate and comprehensive economic and financial research database in China. 
Based on academic research needs, Shenzhen Guotai’an Education Technology 
Co., Ltd. draws on the professional standards of the internationally renowned 
databases such as CRSP and Compustat to establish the CSMAR database.  

In the process of sample selection, this paper processed the following data: 1) 
excluding financial companies; 2) excluding companies with incomplete re-
quired variable data. In this paper, a total of 3650 sample observations were ob-
tained, and winsorize processing was performed on the 1% quantile of the con-
tinuous variable. 

3.2. Variable Definition 

1) Variables for Supplier-Customer Geographical Distance 
Based on previous literature references, this article collects the names and 

registered addresses of the top five customers disclosed by listed companies, uses 
Google Maps to locate the latitude and longitude coordinates of the customer 
and the company’s location, and calculates the geographical distance between 
the two based on the coordinates. Considering that each company has more than 
one customer per year and corresponds to multiple geographical distances, this 
article uses the following two methods to deal with. 

First, collect the sales of customers who can calculate the geographical dis-
tance disclosed by the company in the current year, convert them into the pro-
portion of the sales of the top five customers, use this ratio as the weighted 
weight to calculate the customer’s weighted average distance, and then take the 
natural logarithm to get Lndis1. 
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Second, based on the total number of customers who can calculate geographic 
distance disclosed by the company in the current year, calculate the average cus-
tomer distance according to the arithmetic average, and then take the natural 
logarithm to obtain Lndis2. 

The larger the values of Lndis1 and Lndis2, the farther the customer is from 
the enterprise. 

2) Selection of control variables 
With reference to previous research on audit costs, this paper controls the as-

set-liability ratio (Lev), return on assets (Roa), company size (Size), and audit 
firm type (Big4) when examining the impact of client geographic distance on 
audit costs), Current ratio (Liudong), accounts receivable ratio (Rec), inventory 
ratio (Inv), company growth (Growth), industry dummy variable (Industry), 
annual dummy variable (Year). See Table 1 for specific variable definitions. 

3.3. Empirical Model 

In order to test the hypothesis 1 proposed in this article, that is, the relationship 
between the geographical distance between the supplier and the customer and 
the audit cost, this paper constructs a regression Equation (1): 

0 1 2 3 4 5 6

7 8 9

Lnfee Lndis Big4 Rec Inv Lnsize Roa
 Liudong Lev Growth Ind Year

β β β β β β β
β β β

= + + + + + +
+ + + + +

 

In the regression model, this paper chooses two indicators to measure the 
geographical distance: 1) Natural logarithm of arithmetic average distance; 2)  
 
Table 1. Variable definitions. 

Variables Definitions 

Lnfee Natural logarithm of audit costs 

Lndis1 
The natural logarithm of the weighted average distance between the 

listed company and the the top five customers, weighted by sales revenue 

Lndis2 
Natural logarithm of the arithmetic average distance 
between a listed company and the top five customers 

Lev Financial leverage, total liabilities/total assets 

Roa Return on equity, profit after tax/total assets 

Lnsize Company size, natural logarithm of company total assets 

Growth Sales growth rate 

Rec total accounts receivable/asset 

Inv Prtotal inventory/total assets 

Big4 the accounting firm is 1 for the Big Four, otherwise it is 0 

Liudong Current assets/current liabilities 

CC 
The sum of the sales of the top five customers of the company, and compared 

with the median concentration of customers in the same industry 
in the same year, if it is greater than the median, it is 1, otherwise it is 0 

Analyst 
The number of analysts tracking is greater than 
the median of the industry is 1, otherwise it is 0 
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Natural logarithm of weighted average distance of sales ratio. Lnfee indicates the 
natural logarithm of the end-year audit costs of listed companies, the data comes 
from CSMAR. 

In the hypothesis 1, the research mainly focused on the Lndis coefficient. If 
the coefficient β1 is significantly positive, it means that the farther the geograph-
ical distance of the listed company’s customers is, the higher the company’s au-
dit costs, and the closer the geographical distance of the listed company’s cus-
tomers, the more the company’s audit costs Low, hypothesis 1 is verified. In or-
der to verify Hypothesis 2 and Hypothesis 3 of this article, that is, compared 
with the case where the concentration of customers is low, when the concentra-
tion of customers is high, the positive correlation between customer geographic 
distance and audit costs is more significant; when the analyst’s attention is high-
er, the positive correlation between the customer geographical distance and the 
audit costs is no longer significant. In this paper, the regression Equation (1) is 
used to perform group regression after setting the group dummy variables, and 
the main concern is the difference between the groups of the Lndis coefficients 
under different groups. 

4. Empirical Test Results and Analysis 
4.1. Descriptive Statistics 

Table 2 reports descriptive statistics of the variables in the entire sample. From 
Table 2, Lndis1 and Lndis2 are indicators that measure the geographical dis-
tance between the company and the customer. The average value of Lndis1 is 
6.2749, the minimum value is 1.4444, the maximum value is 9.1556, the average 
value of Lndis2 is 6.4076, the minimum value is 1.8389, and the maximum value 
is 8.9857. This result shows that the average geographical distance between dif-
ferent listed companies and the top five customers varies greatly. Lnfee is a 
measure of audit costs, with an average value of 13.5047, a minimum value of 
12.2161, and a maximum value of 15.7826. 

In addition, the minimum value of the asset-liability ratio Lev is 0.0395 and 
the maximum value is 0.8866, indicating that the level of financial leverage used 
by listed companies in China is very different. The average current ratio of listed 
companies is 2.5099, the minimum value is 0.2635, and the maximum value is 
25.5127, indicating that the current assets and current liabilities ratios of listed 
companies are very different, reflecting that there are also large differences in the 
financial risks of different companies, which will also affect Audit risks of listed 
companies, which in turn affect audit costs. Whether the Big4 average of listed 
companies audited by the Big Four accounting firms is 0.0538, which indicates 
that the proportion of Chinese listed companies audited by the Big Four ac-
counting firms is relatively small, which also results in large differences in audit 
quality and audit costs of listed companies in China. The average analyst’s indi-
cator, Analyst, has an average value of 0.4274, indicating that nearly 42.74% of 
the sample is highly concerned by analysts. 
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Table 2. Descriptive statistics. 

variable N mean sd min p50 max 

Lnfee 3367 13.5047 0.6694 12.2161 13.3847 15.7826 

Lndis1 3367 6.2749 1.4887 1.4444 6.5212 9.1556 

Lndis2 3367 6.4076 1.3618 1.8389 6.6117 8.9857 

Liudong 3367 2.5099 3.4191 0.2635 1.4672 25.5127 

Growth 3367 0.2368 0.5759 −0.6125 0.1395 4.7000 

Lev 3367 0.4476 0.2111 0.0395 0.4556 0.8866 

Roa 3367 0.0450 0.0481 −0.1198 0.0398 0.1993 

Lnsize 3367 22.0215 1.1922 19.7290 21.8864 25.2876 

Inv 3367 0.1401 0.1252 0．0000 0.1100 0.6200 

Rec 3367 0.1059 0.0981 0.0003 0.0778 0.4417 

Big4 3367 0.0538 0.2256 0 0 1 

Analyst 3367 0.4274 0.4948 0 0 1 

4.2. Empirical Results 

Table 3 tests hypothesis 1 by multiple regression. The results show that the re-
gression coefficient of the geographic distance and audit costs of listed compa-
nies and customers is significantly positive. The coefficient of lndis1 is 0.0145, 
which is significant at the level of p < 0.01. The coefficient of lndis2 is 0.0125, 
which is significant at the level of p < 0.05, which is in line with expectations. 

When the listed company is farther away from the top five customers, the 
higher the degree of information asymmetry between the two, the customer is 
lacking in contact with the listed company and can only obtain relevant infor-
mation from public information. On the one hand, the company faces customers 
who do not know the truth, and due to the need to maintain major customers 
and to send good signals to the outside world, opportunistic behavior may oc-
cur, not reporting bad news, only reporting good news, and even whitewashing 
performance or performing earnings management. However, it is difficult for 
customers to find possible false statements in the company’s information dis-
closure, the effectiveness of supervision of the company is weakened, and its go-
vernance role cannot be exerted. As a result, the quality of information is re-
duced, auditors reduce their reliance on corporate financial reports, and increase 
audit activity Investment, substantive testing and analysis procedures, etc., in-
crease audit costs and audit fees. On the other hand, the long-distance brings the 
increase of transportation cost and communication cost, and it will also cause 
distortion and inefficiency in the information transmission process. The cooper-
ation relationship between suppliers and customers often requires a lot of com-
munication and consultation. It shows that there are a large number of relation-
ship-based transactions between suppliers and customers. The obstacle of geo-
graphical distance will reduce the willingness of both parties to communicate  
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Table 3. Supplier-customer geographic distance and audit cost. 

 
(1) (2) 

Lnfee Lnfee 

Lndis1 0.0136***  

 (2.60)  

Lndis2  0.0110* 

  (1.91) 

Rec 0.0964 0.1010 

 (1.27) (1.32) 

Inv 0.2090*** 0.2130*** 

 (2.82) (2.87) 

Lnsize 0.3700*** 0.3690*** 

 (39.54) (39.46) 

Roa 0.1950 0.1950 

 (1.12) (1.12) 

Lev −0.1550*** −0.1530*** 

 (−2.67) (−2.64) 

Growth −0.0017 −0.0014 

 (−0.12) (−0.10) 

Liudong −0.0138*** −0.0136*** 

 (−5.81) (−5.75) 

Big4 0.6900*** 0.6880*** 

 (14.90) (14.87) 

Ind Yes Yes 

Year Yes Yes 

_cons 5.2130*** 5.2290*** 

 (27.01) (26.96) 

N 3367 3367 

t statistics in parentheses. * p < 0.1, ** p < 0.05, *** p < 0.01. 

 
and cooperate, affect the company’s operating risks, and then affect audit risks 
and audit costs. 

At the same time, considering that soft information contains more real infor-
mation about the company, this information cannot be obtained from the chan-
nels published online. Instead, stakeholders need to use personal relationships or 
conduct frequent contacts with management and key employees. It can only be 
obtained by on-site visits. Long-distance can explain to some extent the lack of 
understanding between the company and customers. This will reduce the trust 
between the two parties and is not conducive to achieving long-term and stable 
cooperative relations. In addition, long-distance logistics transportation Cost is 
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also a factor that affects cooperation. In the face of geographical preferences, 
customers are more inclined to change suppliers, requiring them to provide 
more business credit. Conversion costs and loss of special investment will in-
crease the operating risks of listed companies, and auditors. The audit risk has 
also increased, correspondingly charging more risk premiums and increasing 
audit fees. 

In order to explore the role of the concentration of customers on the positive 
correlation between geographic distance and the audit costs of listed companies, 
this paper performs a group test on the regression model. The regression results 
are shown in Table 4. 
 
Table 4. Customer concentration, geographic distance and audit fee. 

 
(1) (2) (3) (4) 

CC = 0 CC = 1 CC = 0 CC = 1 

lndis1 0.0038 0.0206***   

 (0.49) (2.93)   

lndis2   0.0074 0.0188** 

   (0.89) (2.41) 

rec 0.1220 0.1570 0.1160 0.1600 

 (1.00) (1.43) (0.95) (1.46) 

inv 0.4290*** −0.0237 0.4290*** −0.01600 

 (3.88) (−0.24) (3.88) (−0.16) 

lnsize 0.4220*** 0.3320*** 0.4220*** 0.3320*** 

 (34.35) (28.27) (34.35) (28.18) 

roa 0.1570 0.1340 0.1610 0.1410 

 (0.61) (0.56) (0.63) (0.59) 

lev −0.4510*** 0.0463 −0.4510*** 0.0495 

 (−5.21) (0.63) (−5.21) (0.67) 

growth 0.0323 −0.0245 0.0322 −0.0244 

 (1.55) (−1.51) (1.55) (−1.50) 

liudong −0.0185*** −0.0103*** −0.0186*** −0.0101*** 

 (−4.11) (−3.09) (−4.12) (−3.01) 

big4 0.6490*** 0.7300*** 0.6480*** 0.7270*** 

 (13.79) (15.36) (13.78) (15.28) 

Ind Yes Yes Yes Yes 

Year Yes Yes Yes Yes 

_cons 4.3620*** 5.8120*** 4.3390*** 5.8220*** 

 (15.34) (22.23) (15.22) (22.22) 

N 1654 1713 1654 1713 

t statistics in parentheses. * p < 0.1, ** p < 0.05, *** p < 0.01. 
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Table 4 tests hypothesis 2 by multiple regression. The results show that in the 
sample of companies with high customer concentration, the coefficient of lndis1 
is 0.0206, which is significant at the level of p < 0.01, and the coefficient of lndis2 
is 0.0188, which is significant at the level of p < 0.05, in the sample of low cus-
tomer concentration The coefficient of lndis1 is 0.0038 and the coefficient of 
lndis2 is 0.0074, neither of which is significant. This result shows that, in the 
group with low customer concentration, geographical distance has no significant 
effect on increasing audit costs, while in the group with high customer concen-
tration, geographical distance has a significant positive effect on audit costs, and 
the regression coefficient The larger the value, it means that when the concen-
tration of customers is high, the effect of increasing distance on audit costs will 
be strengthened, and the effect of decreasing distance on audit costs will be 
strengthened. 

Large long-distance customers do not play the integration role brought by 
high customer concentration, but are more inclined to show the risk effect of 
high customer concentration. The reason is that, first, customers are at a long 
distance and it is difficult to master the company. Information, and a large pur-
chase share, in order to ensure its own interests and avoid the risk of transaction 
failure, it will use its high degree of discourse power to require terms that are 
beneficial to itself and are detrimental to the company, such as requiring a long-
er credit period to reduce the company’s Accounts receivable turnover rate, or 
requiring more special-purpose investment, the company will reach a compro-
mise clause in consideration of the high concentration of the other party, in-
crease the company’s risk, and then increase audit risk, increase audit costs, or 
increase inventory And cash holdings to prevent potential risks, causing auditors 
to implement more audit procedures, pay more audit effort, and increase audit 
costs; second, the company has information when facing long-distance custom-
ers Advantages, because of maintaining customers, there is an incentive to whi-
tewash performance or false statements, long-distance just provides strong con-
ditions for it, plus Accountants are very important to the company, and they 
have increased this motivation and increased the risk of major misstatement of 
financial reports. Taking this into account, auditors will reduce the level of trust 
in financial information, expand the scope of audits, and implement more au-
dits. Procedures to increase audit costs. 

As for the close-up big customers, first of all, the close-up has provided cus-
tomers with a good environment for obtaining information. Customers have 
many channels to obtain information, such as local regulatory authorities, other 
stakeholders, etc., and it is easier for customers due to geographical preferences. 
Form a close relationship with the company. Good relationships can help cus-
tomers get more private information. High customer concentration also pro-
vides customers with convenience and assistance in obtaining information. The 
importance of large customers makes the company willing to cooperate with 
customers to collect their information. Therefore, customers can make better use 
of their information superiority in the supply chain, collect more information, 
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and combine the integration role of high customer concentration to reduce the 
company’s operating risk and audit risk. At the same time, the company avoids 
close customers. Supervisory role, loss of important large customers due to fear 
of exposure, will reduce the motivation to whitewash performance, provide 
high-quality information disclosure, reduce the auditor’s audit risk, and reduce 
audit costs. 

Table 5 tests hypothesis 3 by multiple regression. The results show that in the 
sample of companies with lower analyst attention, the coefficient of lndis1 is 
0.0151, which is significant at the level of p < 0.05, the coefficient of lndis2 is 
0.0125, which is significant at the level of p < 0.1, and at the level of analyst  
 
Table 5. Analyst attention, geographic distance and audit fee. 

 
(1) (2) (3) (4) 

Analyst = 0 Analyst = 1 Analyst = 0 Analyst = 1 

lndis1 0.0151** 0.0090   

 (2.45) (0.97)   

lndis2   0.0125* 0.0055 

   (1.85) (0.56) 

liudong −0.0115*** −0.0179*** −0.0114*** −0.0177*** 

 (−3.56) (−3.94) (−3.52) (−3.90) 

growth 0.0057 −0.0166 0.0059 −0.0160 

 (0.39) (−0.68) (0.40) (−0.66) 

lev −0.0073 −0.4880*** −0.0064 −0.4860*** 

 (−0.11) (−4.70) (−0.10) (−4.68) 

roa −0.0595 0.3790 −0.0600 0.3780 

 (−0.26) (1.26) (−0.26) (1.25) 

lnsize 0.3250*** 0.4370*** 0.3240*** 0.4370*** 

 (29.63) (29.74) (29.58) (29.68) 

inv 0.0342 0.4840*** 0.0377 0.4880*** 

 (0.39) (3.77) (0.42) (3.80) 

rec 0.0724 0.1740 0.0747 0.1810 

 (0.72) (1.30) (0.74) (1.35) 

big4 0.8720*** 0.5510*** 0.8720*** 0.5500*** 

 (16.88) (12.07) (16.86) (12.05) 

Ind control control control control 

Year control control control control 

_cons 6.1710*** 3.7090*** 6.1920*** 3.7300*** 

 (25.43) (10.32) (25.45) (10.39) 

N 1928 1439 1928 1439 

t statistics in parentheses. *p < 0.1, ** p < 0.05, *** p < 0.01. 
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attention In a higher company sample, the coefficient of lndis1 is 0.0090 and the 
coefficient of lndis2 is 0.0055, neither of which is significant. This result shows 
that for companies with a small number of analysts, the geographical distance 
between the company and the customer has a positive effect on audit costs, but 
for companies with more analysts, the geographical distance between the com-
pany and the customer Audit costs did not have a significant impact, validating 
Hypothesis 3. 

The analyst’s degree of attention can be used to indicate the richness of com-
pany information, especially private information. The difference between 
long-distance customers and short-distance customers in obtaining relevant 
company information is mainly private information that has not been publicly 
disclosed. When the number of tracked analysts is at a high level, it means that 
those who use the analysis report obtain a large amount of private information. 
For long-distance customers, the asymmetry of information brought by distance 
is weakened, and long-distance customers can also obtain the equivalent of 
close-range customers. According to previous literature, analysts reports can 
help stakeholders identify and disseminate information disclosed by companies 
to the outside world. Therefore, long-distance customers of companies that high 
analysts care about need not to worry about the delay or inadequacy of informa-
tion transmission. When the information asymmetry between long-distance 
customers and the company is weakened by analysts, the impact of information 
asymmetry on audit costs also weakens; when the number of tracked analysts is 
low, the company’s information environment has not improved Long-distance 
customers still have difficulty in obtaining private information equivalent to the 
number of close-range customers due to cost considerations. The degree of in-
formation asymmetry between customers and companies caused by geographical 
distance has not been alleviated, and the impact on audit costs has not been af-
fected. Weakening, the farther the customer is from the company, the higher the 
audit costs. 

5. Conclusion 

This paper uses the publicly disclosed customer information from 2009 to 2016 
to study the impact of the characteristics of the audited unit’s customers on audit 
costs. From the perspective of the geographical distance between the customer 
and the company, it explains whether the information asymmetry in the supply 
chain will increase Company audit costs. Through theoretical analysis and em-
pirical research, this paper finds that the farther the customer is from the com-
pany, the higher the audit cost, and the closer the distance, the lower the audit 
cost. The above conclusions vary with different customer concentration levels 
and analysts’ levels of concern. 

The logic behind this conclusion is that when the customer is closer to the 
listed company geographically, the geographical advantage is used to reduce the 
degree of information asymmetry. On the one hand, taking advantage of supply 
chain information, obtaining more private information about suppliers, and 
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understanding the company’s operating conditions, will help both parties to 
build trust and reach stable cooperation, reduce the company’s operating risk, 
reduce audit risks and audit costs, thereby significantly reduce audit costs. On 
the other hand, the closer the customer is to the company, the greater the role of 
supervision of the company, the company’s management will reduce opportu-
nistic behavior and provide more stable and higher quality accounting informa-
tion, reduce the risk of major misstatement of financial statements, and reduce 
audit costs. 

Further grouping found that the higher the concentration of customers in 
listed companies, the more significant the extent to which customers obtain in-
formation on audit costs. The disadvantage of asymmetric information suffered 
by long-distance customers is more obvious. Large customers who have difficul-
ty in obtaining information will pass on their own risks to the company for their 
own protection. The company’s operating risks and fraud risks will increase, 
which will increase the audit cost. Strong; the motivation of close-range custom-
ers’ supervision and governance is stronger, the supply chain information ad-
vantage is more significant, and the role of reducing audit costs is stronger. In a 
company with a large number of analysts, the information environment has 
been greatly improved, and customers no longer increase the information dis-
advantage due to the increase in geographical distance, thereby audit costs do 
not increase due to distance. 

The conclusion has certain reference significance for the analysis of China’s 
audit pricing direction. However, due to the subjective ability deviation and the 
constraints of objective conditions, the article still has many deficiencies, which 
are specifically reflected in three aspects: First, the geographic distance data used 
in this article are all manually registered addresses on the Internet, calculated 
from the longitude and latitude of Google Maps. It is possible that the registered 
place and the place of business are not in the same place, and the address is not 
updated in time. Although the results are in line with expectations, the accuracy 
and diversity of the indicators need to be further improved, such as replacing the 
geographical distance with the travel time between the two places; Second, this 
paper refers to relevant geographic location documents, and refers to the degree 
of information asymmetry between customers and listed companies in terms of 
geographic distance, ignoring the role of human differences in information 
transmission. The degree of information asymmetry from Shanghai to Japan is 
different. Cultural isolation, language differences and other factors will also af-
fect the degree of information asymmetry. It is not enough to measure the de-
gree of information asymmetry based on geographic distance. Third, this article 
studies the impact of geographic distance on audit costs. Essentially, this is the 
impact of supply chain relationships and customer characteristics on audit costs. 
The current literature on supply chain relationships focuses on customer con-
centration and proprietary investments. In the future, it can also be studied from 
the characteristics of customer stability and whether it shares the same auditor 
with suppliers. 
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As for the practical significance of this article, China has been tracking the ex-
ploration of improvement of auditing methods by foreign professional circles, 
and participating in the revision and drafting of risk standards by the Interna-
tional Auditing and Assurance Council. Auditing costs are used as a measure of 
the value of auditing services. Reflecting the independence of auditing, under-
standing the factors affecting auditing costs will help reduce auditing risks and 
improve auditing quality. It will not only ensure the efficient operation of the 
enterprise, but also help external stakeholders to make scientific decisions. Re-
search on geographic distance, different levels of customer concentration, and 
the number of analysts tracking can help understand the pricing mechanism of 
audit services in different backgrounds, help judge audit independence, improve 
the quality of public information, and be more effective in formulating The in-
ternal and external supervision method provides theoretical basis, which has 
benefits for the development of the enterprise and increasing the degree of mar-
ketization. 
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