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Abstract

According to the No. 3 “Advertising,
Publicity, and Solicitation” of the Code of
Professional Ethic promulgated in 1987,
CPAsin Taiwan are not allowed to
advertise. The reasonsinclude (1) aCPA’s
quality and ability cannot be evaluated by
1990 the contents of the advertisement, (2)

advertising could impair the integrity of the
professional services, and (3) advertising
could result in improper competition
among the CPAs. However, the issue of
89 advertising has drawn a great deal of
attention as the economy evolved into a
more mature and open stage.
The restriction on advertising by
CPAsbeganin 1922 in US. However,
AICPA relaxed the regulation to allow
89 CPAs providing informative advertisement
in 1978. Furthermore, in 1990, AICPA
lifted the ban in afurther step to allow
CPA advertising as long as the content is
not false, misleading, or deceptive.
However, in Taiwan, the No. 3
“Advertising, Publicity, and Solicitation”
of the Code of Professional Ethic has never
been revised since 1987.
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According to Chuah’s (2000) survey

of members of International Rotary Club in 1990
Taipei, the majority of respondents has a
favorable attitudes towards advertising by misleading

CPAs. However, the respondents thought
that advertising would cause vicious
competition anong CPAs, and affect the
audit fees and audit quality. In addition,
Liao (2000) indicated that both CPAs and
businessmen in Taiwan supported the lift
of the ban on advertising by CPAs.
However, they still worried that advertising
would increase the litigation between
CPAs and clients, have adverse effects on
smaller CPAs, and result in adeclinein
CPAS profit.

The purpose of this paper isto set up
an economic model to study the various
effects of lifting the ban on advertising by
CPAs, including audit quality, audit fees, WTO
CPAs profit, clients welfare, and CPAS
entry decisions. These probably would be
of great use to academicians, practitioners
and legidators.

Keywords: Advertising, audit quality, audit
fee
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