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The current st udy exanines howl imtingauditor |iabilityaffectes
audit riskanditsconponents. Limtingauditor liabilityincreasesinherent risk, audit
quality, andoveral | audit risk. Further, thecurrent study conparesthe val uerel evance
of accounting earnings in the confornmty case that taxable incone nust be equal to
accounting earningsw ththat i nthe decoupling case that taxabl e i ncone nay be di fferent
fromaccounting earnings. The value rel evance in the confornity case is greater than
that in the decoupling case if the ex ante uncertainty in the unnanaged earnings is
sufficientlylargeor theinfornati onasymetry bet weent he nanager andthe capital narket
regardi ng the nanager' s conpensation schene is sufficiently snall.
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